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Return of Pol Pot 

In What killing fields? [12 "— Rodney 
Tasker points correctly to the profit the 

Khmer Rouge gain from the peace talks on 


| Cambodia. When at the end of October the 


Paris International Conference on Cambo- 


dia reconvenes to sign the final peace | 
agreement for this sad little country, the | 


foreign ministers and diplomats present 


will surely have in front of the press a big | 


smile and drink a glass of champagne to 
celebrate their achievements. 

The fact that this “achievement” in- 
cludes the return to Cambodia of people 
like Khieu Samphan, Pol Pot and others is 
something they should be ashamed of and 
certainly not proud of. A minute of silence 
to mourn the victims of Pol Pot should be 
the only right thing to do. The accord 
among the US, the Soviet Union, China, 
France and Britain is a straight slap in the 
face of all those Cambodians who suffered 


under the tyranny of Pol Pot and his | 


henchmen. 

After supporting Pol Pot for more then 
10 years, the US and its allies have now 
succeeded in having those people legalised 
again. This diplomatic success is compara- 
ble with the one signed in Munich in 1938. 
This new world order stinks. 
Brussels WILLY VAN DAMME 


Tamils in the new world order 

I refer to yoür article on the liberation 
struggle being waged by the Tamils of Sri 
Lanka led by the Liberation Tigers of Tamil 
Eelam (LTTE) — "the world's most effective 
guerilla force" [12 Sept.]. 


I am intrigued by the following com- | 
ments which the article attributes to a Co- | 
lombo Tamil: "They have not absorbed the | 


transformations in the rest of the world," 
and "They are not concerned how they re- 
late to international opinion." 

In reality the emergence of Eelam Tamil 
Nationalism is in keeping with the trans- 
formation now taking place in the Baltics, 
Yugoslavia and the Soviet Union and 
needs to be regarded as part of the emerg- 
ing new world order based on self-deter- 
mination for smaller nations. 

In this connection I would like to draw 
your attention to a research conference 
held at the California State University and 
co-sponsored by the International Federa- 
tion of Tamils in July this year which dealt 
with the question of Eelam Tamil Nation- 
alism in the international context. 

As for the allegation that the LTTE is 
unconcerned with international opinion, 
one could only refer to the considerable re- 
sources of the Sri Lankan and Indian gov- 
ernments in conducting the propaganda 


| war and to the success with which estab- 
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against guerilla armies as in Zimbabwe, 
Algeria and Vietnam. 
It ought to be pointed out that this in- 
_ ability of the Eelam Tamil diaspora to 
counter the propaganda war was also a 
"subject taken up at the above conference. 
+: Given the constant exposure to the in- 
. tense anti-LTTE propaganda by the local 
© media — both state-owned and indepen- 
. dent — this Colombo Tamil is clearly un- 
_ able to perceive the international dimen- 
* sions of the national liberation struggle of 
“the Tamils of Eelam. 
"Sydney ANA PARARAJASINGHAM 





: Missing cartoon character 
-. To Bertil Lintner's article [ARTS AND SOCIE- 
_ Ty, 12 Sept.].on talented Burmese cartoon- 
. ists in Bangkok, I wish to add that they do 
. deserve acclaim as freedom fighters who 
. wield the pen as mightily as writers for the 
` democratic cause do against the sword. 
_An observation is that they and other 
| free-Burmese artists elsewhere have hit 
. hard at the State*Law and Order Restora- 
. tion Council (SLORC). But one notorious 
. character does not now get as much atten- 
“Чой and appears infrequently as a toothless 
© old man, or in the theatrical costume of a 
comical king. I refer to godfather Ne Win, 
80; 


Even today he is believed to be exercis- 
ing an all-pervasive power, and while he 
breathes, nothing will change in Burma. 
Yet his reputation seems to have been 
modified since he has not been aggres- 
sively reacting to being the butt of wide- 
spread buffoonery, whereas SLORC has 
been. extremely sensitive. The dictator's 
caricature is more popular with foreign 
cartoonists. 

The contrast between the emphasis of 
Burmese and other cartoonists is possibly 
an indication of our awareness of heeding 
the closer sword which is that of the SLORC. 
Parallels can be drawn to certain stratagem 
in history: King Alaungpaya's death (1760). 
‘The king's body was bound in sheets and 

‚ hidden so that his army in full retreat from 
. Ayuthaya would think he was still leading 
| them: Daily orders were issued in his 
. name. This ‘subterfuge was resorted to so 
. that his soldiers would not be demoralised. 
"Canberra KIN OUNG 


Votes of frustration 

The 1991 Singapore general election 
` showed that bread-and-butter issues which 
were given scant attention in parliamen- 

tary debates were the major cause in the 
“swing of votes away from the People’s 
"Action Party. By and large, the political 
leadership has lost the grassroots feeling. 
-Policymakers (technologists turned over- 
“night politicians) with inflated salaries ei- 
ег could not or failed to empathise with 
he common people — those earning mea- 





gre wages and struggling to make ends 
meet. The votes that went to the opposi- 
tion were votes of frustration, resentment 


and even anger. RASIAH THIAGARAJAH 

President, 
Singapore National Solidarity Party 
Renounce violence 


Chia Thye Poh [LETTERS, 19 Sept.] is subject 
to a Restriction Order because he advo- 
cated armed revolution and the use of vio- 
lence to overthrow the government, fol- 
lowing the Vietnamese example. 

For example, on 24 April 1966, Chia 
made a speech in Ipoh, Malaysia, calling 
on the people of Malaya and Singapore to 
“emulate the struggling spirit of the Viet- 


` namese as well as their experiences and 


lessons. They have not only fortified their 
thoughts but also resorted to armed 
struggle . . . Socialist workers must follow 
the example of the Vietnamese . . . so that 
they are unanimous in not only fortifying 
their thoughts but also resorting to armed 
action. The armed struggle of the Viet- 
namese will soon break out in Malaya. 
Therefore, we must make the necessary 
preparations to revive this sort of 
truggle." 
As a result of this speech, the Malaysian 


. Government permanently banned Chia 


from entering Malaysia. To go free, Chia 
has only to renounce the use of violence. 
This he has consistently refused to do. 
Singapore is an open society only be- 
cause the government has not hesitated to 
act firmly against enemies of open society. 
Chia and the Communist Party of Malaya 
were not seeking to win elections by 
democratic means. They were fighting to 
establish a communist dictatorship through 
armed revolution. If they had won, Singa- 
pore today would be like Vietnam, whose 
population enjoys far less political and eco- 
nomic freedom than Chia Thye Poh, living 
on Sentosa Island free to commute to work 
daily if he so wishes. SEAH THIAN PAU 
Press Secretary to 
Singapore the Minister for Home Affairs 


Defending the dead 

May I take up the defence of the dead 
against the characteristic inaccurate rant- 
ing of Derek Davies [TRAVELLER'S TALES, 5 
Sept.] 

I knew Eric Halpern when he was edi- 
tor of the REVIEW and followed his brilliant 
analysis of the Chinese economy. On a 
shoestring, at a time when British and other 
foreign businessmen in Hongkong (in- 
cluding the hongs who were his original 
backers, and eventually his nemesis at the 
REVIEW) were courting the communists, he 
accurately chronicled the disasters of Pe- 
king’s rule. Halpern was among the first to 
correctly detail the idiocy of Mao’s Great 


Leap Forward. It was at a time when many 
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Hongkong bankers, businessmen i 
respondents were giving Peking: "he 
efit of the doubt." 

The REVIEW's coverage has never со 
close to such perspicacity since, how 
much it has, as Davies would һа 
achieved "international" standards ew 
ever that means)! 

Instead, we have all long suffered 
hands of Davies' anti-American mon 
nia — and his unequalled vulgarity, - 
New York SOL W. SANI 


Looking for scapegoats 

I agree with Hamish McDonald's repo 
the murder of Rajiv Gandhi [12 Sept. 
though “the involvement of ethnic Та! 
the location and the suicide elemen 
point to the LTTE,” the murder theo 
mulated by the Indian investigati 
“looks almost too neat" to believ 

In his last interview in The New 
Times [22 May] shortly before he 
killed, Gandhi stated that "India 
dian leaders could. be targets of out 
powers as the country took on a large 
in the region.” It was also reported 
when asked whether he had the Cı 
mind as the outside force, he. “smi 
Gandhi's reference to “a larger role. 
region” is not too cryptic a remar 
fathom what he had in mind. 

According to news reports releas 
after the murder, Khaled el-Sheikh, 
PLO's chief envoy in India, said that he g 
Gandhi a warning from PLO leader Ya 
Arafat “about a plot to assassinate 
some five weeks before he was killed o 
May. The warning could have been al 
the activities of the Mossad, the secret 
service arm of Israel. And Gandhi's refe 
ence to outside powers could be inte 
preted as a natural extension of his “intel- 
ligence" received from the PLO. 

If the LTTE planned to murder Gand j 
how could one explain that Arafat came tc 
know about this plot? It is ridiculous. 
believe that Arafat spied on the LTTE 
Jaffna or in jungles of the Vanni region 
Sri Lanka. 

Mossad’s motives in eliminating Gàn- 
dhi are not incomprehensible, since In 
under Gandhis (both Indira and Rajiv) h 
openly supported the causes espoused by 
the PLO. Last year, Mossad also suffered а 
loss of face when one of its former agents, 
Victor Ostrovsky, exposed its nefariot 
activities in his much publicised book, By 
Way of Deception. So it is not improbable to 
expect that Mossad could have been | 
tempted to redeem its tarnished. image 
among clients, which included the military 
establishment of Sri Lanka. 

One wonders why Arafat cannot be 
contacted and asked in detail about wh, 
kind of warning he gave G andhi an 
whom he had in mind as the suspects. 
Osaka SACHI SRI KANTHA 
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Aquino retreats from referendum call (10). 


defence secretary Fidel Ramos, his main 
rival for the ruling Lakas ng 
Demokratikong Pilipino's presidential 
nomination. 


Cause and Effect 

Amid growing concern that developing 
countries in Asia and elsewhere could 
find themselves marginalised by the 
growth of economic blocs in Europe 
and North America, the World Bank 
has begun a study of the implications of 
economic regionalism. This study, to be 
completed by 1992, promises to be the 
first comprehensive look at the possible 
trade and investment-diverting effects of 
the EC and the US-Canada Free Trade 
agreement, which is likely to be 
extended to Mexico and other Latin 
American countries. Attempts at 
economic regionalism in Asia, such as 
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| Arts and Society 


Akihito : Southeast Asian Tour 
As Emperor Akihito and 
Empress Michiko make 
i their way from Thailand to 
Malaysia and on to 
Indonesia, their visit may 
< -be seen as having a dual purpose: it 
= will bolster relations as Japan looks 

to Asia in a post-Cold War world, 
andit will. give face to countries once 
-subjugated as part of Japan's 
East Asia Co-prosperity 
sphere, Contributor K. Das describes 
: the resonances of what was known 
as "Japanese Time" in today's 
Malaysia. And correspondent Michael 
- Vatikiotis reports on how Japan and 

< Southeast Asia are searching for the 
|; boundaries of a kinder, gentler 


























ppears sure Of i success, bits some 
nalysts are still wary of the firm's new- 
found eminence on the Stock Exchange 
of Thailand 42 

Waiting for the property bubble to 

`. burst 42 


Pakistan : Banking 

The Sharif government is continuing 
_ efforts to invigorate the country's 

moribund banking sector.44 


Grouping, are also likely to be analysed. 
Sources in the World Bank are 
;. concerned that developing countries 
‘could be hurt by economic regionalism, 
"especially if it dilutes the interest the US 
has shown in championing free trade 
since World War П. 


Closing Ranks 
In à gesture of 
socialist solidarity in 
the wake of the 
failed 19 August 
coup in Moscow, 
China is preparing 

© for a soon-to-be- 

|. announced official 

visit by North 

"Korean President 

~~ Kim П Sung on 4 

_ October. The visit is expected to be 

` much more ostentatious than Kim's 






Kim. 
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Public Bank, the nation's second-largest 
bank, is expanding overseas and 
pioneering new markets in Indochina. 
The bank's founder, Teh Hong Piow, 
hopes to carve out a niche in these 
outposts by following his Malaysian 
strategy of targeting medium-sized 
businesses, ethnic Chinese communities 
and aspiring middle classes 48 
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“private” swing through Shenyang 
earlier this year. China recently 
endorsed Kim's "One race, one country, 
two systems, two governments" 
formula for a federated rather than a 
fully unified Korea. 


Tip of the Iceberg 

The massive Lenin statue in downtown 
Hanoi was found wearing a 
Vietnamese peasant's conical hat on the 
morning after National Day on 2 
September. Local district police turned 
the problem over to the city police who, 
fearing a “political” crime had been 
committed, sought the help of the 
Interior Ministry. Since then, the statue 
has received discreet around-the-clock 
police protection. The hat incident 
followed the first known distribution of 
hundreds of political Jeaflets calling for 
the overthrow of Vietnam’s communist 
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government in the provinces of Tien 
Giang and Hai Huung, and in Hanoi. 


Carrot and Stick | 
In the final weeks before the Philippine 
Senate voted against the US bases treaty 
on 16 September, Japan secretly offered 
additional foreign aid іо: ће Philippines 
conditional on the confirmation of the 
treaty. Japanese Government officials 
have also hinted that closure of the bases 
could affect current aid levels. Closure of 
US bases in the Philippines would leave 
Japan and South Korea as the only 
countries still hosting US forces in Asia. 
Prior to the Senate vote, Japan Self 
Defence Force officials suggested some 
functions of Subic naval base could be 
transferred to Japan. But other Japanese 
officials are concerned that such steps : 
could rekindle local opposition to the us 
изу presence. 
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PHILIPPINES 


Aquino backs away from leading bases’ referendum campaign 


Согу» cold feet 


By John McBeth in Manila 


resident Corazon Aquino has 

backed away from leading the 

campaign to overturn the Senate's 

16 September rejection of the 

treaty on US bases — leaving multi-sectoral 

groups to pursue it in the face of almost 
certain challenges in the Supreme Court. 

She had initially appeared determined 

to head the push for a referendum, but as 

the storm clouds gathered even many of 

her allies — including 17 members of the 

47-strong Constitution Commission and 

House of Representatives majority floor 

leader Raul Roco — were counselling her 

to let the Senate's decision stand. They 

warned that she risked a full-blown consti- 

tutional crisis that could divide the coun- 





At least five members of Aquino's cabi- 
net are opposed to a new treaty and op- 
position Sen. Juan Ponce Enrile has threat- 
ened to initiate impeachment proceedings 
against the president if she continues to 
ignore the upper house decision. Other 
anti-bases senators reacted with disgust to 
Aquino's referendum proposal. PDP-Laban 
leader Sen. Aquilino Pimentel, a long-time 
friend of Aquino, said it was the act of a 
"lackey of a government trying to please 
the Americans." 

Constitutional lawyer Jose Nolledo says 
the crucial thrust of the 1987 Constitution, 
which he helped to frame, is that the peo- 
ple's will is inviolate. Nolledo added: 
"[Senate president and Liberal Party leader 
Jovito] Salonga seems to think he is still 
living under the 1935 Constitution — that 
the authority of the Senate is absolute. But 
between the Senate and the people, the 
people must prevail." 

That may be a matter of opinion. The 
realisation has now dawned on Aquino 
and her political advisers that when it 
comes down to the narrow issue of a new 
10-year treaty covering the US-run Subic 
naval base, the roadblocks planted in the 
constitution are simply too focused to be 
easily circumvented by a nationwide refer- 
endum. The decision to pull back from the 
campaign was also based on legal argu- 
ments that the initiative for a referendum 
has to come from the people and not from 
the executive branch. 

In the meantime, Aquino and the Sen- 
ate are exploring a number of rent-free 
withdrawal proposals which would allow 
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the US between two and seven years to 
leave Subic naval base and perhaps avert 
an electoral showdown. It is hoped this will 
give time for base conversion plans to be 
put in place. A delayed withdrawal would 
also cushion the economic impact on the 
volcano-devastated central Luzon region. 

Anti-base senators Salonga and Rene 
Saguisag have suggested two and three 
years respectively for the phase-out period, 
while Sen. Jose Lina, a member of the rul- 
ing Lakas ng Demokratikong Pilipino, 
wants a seven-year pull-out. Although a 
shorter term will most likely prevail, it will 
still require some fancy footwork to get it 
past opponents outside the Senate. 

Public opinion polls before the 16 Sep- 
tember vote suggested majority support for 
a new treaty, but it is unclear how strong 
those feelings are and whether they have 


the constitution, laws, ordinances or reso- 
lutions passed by any legislative body." At 
least 10% of registered voters, or three mil- 
lion signatures, are required for the initiat- 
ing petition. 

Passed in August 1989, the legislation 
was designed to give teeth to Section 32 of 
Article 6 of the constitution. But Roco, the 
leading sponsor of the act, and Nolledo, a 
member of the Constitution Commission, 
both point out that the measure only ap- 
plies to statutes and legislation passed by 
Congress and not to treaties or interna- 
tional agreements. 

Changing the constit&tion itself still re- 
mains an option under the act, but Nolledo 
believes it would be far too onerous. In 
addition, though the people are empow- 
ered to directly propose amendments 
through a petition signed by at least 12% 





Mounting constitutional crisis cools Aquino's referendum drive. 


undergone an erosion. Even US officials 
acknowledge that the nationalistic rhetoric 
almost deliberately employed during the 
Senate debate struck a responsive chord 
among educated Filipinos who might 
otherwise favour a lease extension. 

Up to now, the legal barriers have ap- 
peared formidable for a president who 
ironically has prided herself on the restora- 
tion of democratic institutions. Aquino has 
seen her largely hand-picked Senate taking 
an increasingly independent stance as the 
parties making up her so-called "rainbow 
coalition" draw the lines for the May 1992 
elections. 

The referendum proposal is based on 
Republic Act 6735, which provides for a 
system under which the people can "di- 
rectly propose, enact, approve or reject . . . 
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of the country's 31 million total registered 
voters, it cannot be done until 2 February 
1992, or five years after the promulgation 
of the constitution. 

So where else could Aquino turn? Sec- 
tion 25 of Article 18 states that, after the 
expiration of the current bases agreement 
in 1991, "foreign military bases, troops, or 
facilities shall not be allowed in the Philip- 
pines except under a treaty duly concurred 
in by the Senate and, when the Congress 
so requires, ratified by a majority of the 
votes cast by the people in a national ref- 
erendum...” 

But with the recourse to a referendum 
under that provision lost because there is 
nothing to ratify, Nolledo maintains the 
only other avenue lies in Section 16 of Arti- 
cle 13 — a rather vaguely worded provi- 
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sion recognising the right of the people and 
their organisations to “effective and rea- 
sonable participation at all levels of social, 
political and economic decision-making.” 

Couched in more precise language, 
Nolledo says the measure could provide 
the basis for an amendment to Republic 
Act 6735 which in his view would open 
the way for a legally sanctioned plebiscite. 
If the Senate blocked the legislation, he 
suggests, Aquino could make the provision 
self executory and attach certain guidelines 
to it. 

Apart from Section 25 of Article 18, 
other provisions which sustain the thread 
of consistency are Section 21 of Article 7 
and Section 4 of Article 18. Section 21 states 
that no treaty or international agreement 
can be considered valid unless it has been 
approved by two thirds of the upper 
house. Section 4 says all existing treaties 
or international agreements which have 
not been ratified cannot be renewed or 
extended without the Senate’s concurrence. 

Now Salonga end most of his 11 anti- 
bases senators are considering a concilia- 
tory phase-out period to address economic 
and perhaps their own political concerns. 
They face opposition from their erstwhile 
allies outside the Congress who will have 
difficulty swallowing the contention — al- 
legedly rooted in international law — that 
the 1966 Ramos-Rusk Agreement prevails 
over a constitutional ban on foreign forces 
beyond 1991. 

Even if there is a much-debated ambi- 
guity in the constitition over whether the 
ban actually takes effect three months later, 
the 1966 accord provides for a year-long 
withdrawal period after 16 September 
1991. But with the government waiting 
until 17 September to cancel the notice of 
termination it prematurely served on the 
US in May 1990, critics claim they have 
additional grounds for taking the issue to 
the Supreme Court. 

On top of that, there is the problem of 
deciding when to re-start the pull-out 
clock. If the US is given a two-to-three-year 
breathing space, then the termination no- 
tice will have to be withheld until some 
time in late 1992 or 1993-94. That would 
leave open the possibility of Subic becom- 
ing a live election issue and, according to 
the conspiracy theorists, the object of re- 
newed and perhaps more sympathetic at- 
tention when the next Senate takes office 
on 30 June 1992. 

Some congressional sources believe if 
Aquino cannot reach a satisfactory com- 
promise on a gradual phase-out, she may 
again throw her weight behind a referen- 
dum as a purely political exercise — and 
then leave the issue hanging. In other 
words, a referendum might not be bind- 
ing, but it would still have the effect of 
intimidating opponents in the Senate as 
they seek re-election. The train, it seems, 
may have only just entered the tunnel. m 
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HONGKONG 


Low-key professionals named to Legislative Council 


The governors men 


By Stacy Mosher in Hongkong 
n an attempt to minimise political di- 
visions following the liberal victory in 
the first direct elections to Hongkong's 

Legislative Council (Legco) Governor Sir 

David Wilson has nominated a group of 

professionals — considered to be apolitical 

— to Legco's appointed seats in place of 

conservative hardliners. 

All but two of 18 contested seats in the 
15 September elections were won by liber- 
als, including 11 members of the United 
Democrats of Hongkong (UDHK) which is 
highly critical of China. There was specu- 
lation that some of the more moderate 
members elected through Legco's 21 func- 
tional constituencies might serve as a 
bridge between the UDHK and appointed 
conservative members. 

But the governor's list of appointments, 
released on 21 September, 
removes vocal conserva- 
tives such as Maria Tam, 
James Tien and Nelly 
Fong, and replaces them 
with apparently apolitical 
professionals and aca- 
demics. As a result, politi- 
cal polarisation in the 
council is likely to be most 
evident between directly 
elected liberals and con- 
servatives returned 
through the functional 
constituencies. 

Since the introduction 
of indirect elections to 
Legco in 1985, appointed 
members have been per- 
ceived as conservative, 
pro-establishment figures. While they ob- 
ject to being labelled as "yes-men," votes 
on controversial issues in the past show 
that appointed members have invariably 
backed the government, with opposition 
coming from the indirectly elected mem- 
bers. 

Certain appointed members have also 
established themselves as the most vocal 
critics of liberal legislators such as Martin 
Lee and Szeto Wah, previously returned 
through indirect election by functional 
constituencies. 

The exclusion of some vocal conserva- 
tives is almost certainly the result of the 
recent elections. Long-serving member 
Tam is a leader of the Liberal Democratic 
Federation (LDF), a conservative business- 
men's party that failed to place a single 
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Wilson: low-key style. 


candidate in the direct elections, though 
two members won seats in the functional 
constituencies. Combined with the LDF's 
weak performance in local district and 
municipal elections earlier this year, the 
party’s obvious lack of popular mandate 
made the possibility of Tam's reappoint- 
ment a subject of controversy. 

Another possible election victim is stri- 
dently political industrialist Tien, who was 
involved in the unsuccessful attempt to 
unseat political moderate Jimmy McGregor 
as representative of the Hongkong General 
Chamber of Commerce in the functional 
constituency elections. McGregor’s win - 
over rival Paul Cheng humiliated Cheng’s 
conservative supporters, who had been 
confident that chamber voters would back 
their choice. 

Tien’s obvious replacement is Henry 

Tang, who like Tien is a Shanghainese 
boss of a textile enter- 
prise founded by his 
father. Tang has pledg- 
ed to take a coopera- 
tive attitude towards his 
fellow councillors, but his 
pedigree is strictly con- 
servative. His father, Tang 
Hsiang-chien, is a local 
delegate to the Chinese 
People’s Political Con- 
sultative Conference, and 
has long-established 
friendly relations with Pe- 
king. An uncle is a politi- 
cal insider in Shanghai. 
, While there are no 
other overtly pro-Peking 
figures on the appoint- 
ments list, it has won the 
stamp of approval of a local delegate to 
the National People's Congress, Liu Yiu- 
chu. Some genuine pro-Peking figures con- 
sidered by the governor, such as real estate 
developer Leung Chun-ying, would have 
been unlikely to accept an appointment 
under the colonial regime. 

In other appointments, including some 
that are likely to be welcomed by the liber- 
als, the governor seemed mainly interested 
in propping up the establishment. Aca- 
demic Edward Chen is a free-market 
economist who was nevertheless regarded 
as friendly enough for Peking to appoint 
him to the Basic Law Consultative Com- 
mittee when Hongkong's future constitu- 
tion was being drafted. 

Chen's frequent criticism of the 
Hongkong Government's economic policy 
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did not stand іп the way of his previously 
serving on the Central Policy Unit (CPU), a 
group of non-civil servants appointed to 
advise on current issues. 

Another new appointee, Hongkong 
Bank economist Vincent Cheng, recently 
finished a full-time stint on the CPU. He is 

ed to serve as a pro-establishment 
foil to Bank of East Asia executive David 
K. P. Li, representing the Banking func- 
tional constituency. Li has made a number 
of high-profile attacks on government eco- 
nomic policy in recent months. 

Several new appointees share a history 
of government appointments to advisory 
bodies such as the district boards, the 
Board of Education, and the University and 
Polytechnics Grants Committee. Likewise 
the seven serving members reappointed for 
a new term are trusted pro-establishment 
figures who do not suffer from aggres- 


CAMBODIA 


All set to sign 


The Phnom Penh regime and the three 
Cambodian resistance factions have fi- 
nally reached a settlement for ending the 
12-year civil war and holding UN-su- 

ised elections. In New York to at- 
tend the UN General Assembly as head 
of Cambodia's Supreme National Coun- 
cil (SNC), Prince Norodom Sihanouk an- 
nounced on 20 September that all out- 
standing issues have been resolved and 
that a peace accord would be signed in 
Paris soon — probably on 31 October, 
which is Sihanouk's 69th birthday — by 
the 19 members of the so-called Paris 
Conference on Cambodia. 

The SNC, which consists of all four 
Cambodian factions, had been basing its 
discussions on a draft agreement pro- 
duced by the five permanent members 
(P5) of the Security Council and the final 
sticking point concerned the electoral 
system. In the coming national election, 
Prime Minister Hun Sen had wanted to 
adopt a constituency-balloting, first-past- 
the-post system, while the resistance 
factions and the P5 preferred propor- 
tional representation on a national basis. 

In a breakthrough, Hun Sen accepted 
an electoral compromise proposed by the 
P5 — a proportional representation sys- 
tem using the 20 provinces of Cambodia 
as constituencies. Hun Sen believes that 
under this formula the Khmer Rouge 
faction, which was ousted from power 
by the 1978 Vietnamese invasion of 
Cambodia, may win some seats in the 
new Cambodian legislature but not as 
many as it would if proportional repre- 
sentation were adopted nationwide. 


sively political images. 

One criticism of the government's 
choices is that few of the appointees, new 
or old, are likely to put their experience to 
use by running for election when appoint- 
ments cease in 1995. This will leave a gap- 
ing hole of up to 18 people to be replaced 
by totally inexperienced elected members 
next time around. 

As the new Legco now stands, liberals 
are at a disadvantage not only in terms of 
numbers, but also in experience. All but 
two of the newly elected liberals will be 
serving Legco for the first time. 

In contrast, eight of the 18 appointed 
members, and 13 of the 21 functional con- 
stituency members, have had at least one 
previous term in which to form alliances 
and establish their relations with the gov- 
ernment. 

The coming two weeks are believed to 


All four factions also agreed to com- 
mit themselves to demobilise fully or to 
merge into a new national army any of 
the remaining 30% of their forces which 
will not have been demobilised prior to 
the elections. The P5 had urged that all 
armed forces be demobilised while pre- 
paring for the elections. However, at a 
meeting in late August in Pattaya, Thai- 
land, Hun Sen agreed to a 707; demobi- 
lisation. 

The P5 has begun considering how a 
preliminary UN mission could be dis- 
patched to Cambodia to begin planning 
for the UN transitional authority's full 
deployment and to help sustain the cur- 
rent informal ceasefire. The resistance 
leaders are expected to move to Phnom 
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be crucial for the liberals to determine their 
future relations with the local establish- 
ment. But the main liberal party, the UDHK, 
is believed to be divided between mem- 
bers who are prepared to act as a consistent 
opposition, and others, including party 
head Lee, who may want to cooperate with 
the government in devising policy. 

Disunity has been deepened by the 
party leadership's decision to recommend 
a list of "acceptable" people for the gover- 
nor to appoint to Legco. Only one person 
on the liberal list, believed to be Edward 
Chen, was eventually appointed. The 
UDHK's demands brought accusations that 
the party was power-hungry despite Lee's 
assurances that only three out of 20 recom- 
mendations were UDHK members. 

The liberal camp is also split over the 
possibility of future appointments to the 
high-powered, fully appointed Executive 


Penh in November for the first time in 
more than a decade as the UN builds up 
its presence of possibly 10,000 personnel 
to administer parts of the Cambodian 
Government. Many countries, including 
Japan, are preparing to open diplomatic 
missions as soon as the SNC moves to 
Phnom Penh. The election is not ex- 
pected to take place until some time in 
1993, however, and the cost of UN peace- 
keeping operations is likely to reach bil- 
lions of US dollars. 

Japan is expected to pay a large por- 
tion of the cost, perhaps 25%. Japanese 
Foreign Ministry officials are eager for 
Japan to play a major role, financially 
and in manpower terms, in the Cambo- 
dian peace process. But under UN rules, 
Japan's legal share is only 11.389; — to 
be adjusted to a little over 12% shortly — 
and it is not clear whether the tight-fisted 
Finance Ministry would agree to double 
the size of the Japanese contribution. 

п Susumu Awanohara and Ted Morello 
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Council (Exco). The UDHK leadership is 
maintaining its view that the current Exco 
practice of confidentiality and collective 
responsibility would impede the public ac- 
countability of any elected Legco member 
who might be appointed. But an allied lib- 
eral group, Meeting Point, has stated that 
it accepts the government's position of in- 
sisting on these two principles. 

Also at issue are future relations with 
Peking. As of 23 September only two of the 
newly elected UDHK members were known 
to have received invitations to a party cele- 
brating China's National Day, hosted by 
Peking's main representative in Hongkong, 
the local branch of the New China News 
Agency (NCNA). The two invited members, 
Albert Chan and James To, were consid- 
ering whether or not to attend. 

Allied liberal groups, such as Meeting 
Point and the Association for Democracy 
and People's Livelihood, have already in- 
dicated differences with the UDHK on how 
to deal with China, though those of their 
members who received NCNA invitations 
have already decided to refuse. 

The UDHK also faces deep embarrass- 
ment over plans by the Paris-based Chi- 
nese dissident group, the Federation for a 
Democratic China (FDC), to establish a 
branch office in Hongkong. The FDC, con- 
sidered subversive by Peking, was set up 
by activists who left China as a result of 
the bloody crackdown on protesters in 
Peking in June of 1989. 

It has received backing from the 
Hongkong Alliance in Support of Patriotic 
Democratic Movements in China, also 
branded as subversive. Newly elected 
Legco members such as Lee, Wah, Lau 
Chin-shek, Cheung Man-kwong, Yeung 
Sam and Lee Wing-tat, have served as core 
members of the Alliance, marching at the 
head of public processions calling for the 
overthrow of the current Chinese leader- 
ship, and more recently, for the release of 
political prisoners in China. 

Lee believes that Hongkong people's 
intense dislike of the current Peking gov- 
ernment was a key factor in the UDHK's 
overwhelming victory at the polls. But the 
liberals have been trying to diminish the 
extent of their political isolation by offering 
to take up a friendly dialogue with the 
NCNA. 

An active member of the Hongkong 
Alliance, Leung Yiu-chung, says that 
most of the newly elected liberals have 
not actually shown deep commitment to 
promoting democracy in China. Only two 
or three attend Alliance meetings, he says, 
but the rest still benefit from a heroic 
public image by taking a high profile in 
protests and processions. He believes that 
some of these members, such as Wah and 
Lee, will suffer few personal qualms by 
abandoning their "subversive" activities 
for the sake of acceptance by the establish- 
ment. = 
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West chided for opposing East Asian grouping 


Rich man, poor man 


By Susumu Awanohara in Washington 


alaysian Prime Minister Datuk 
M Seri Mahathir Mohamad has no 

intention of backing down from 
his idea to form a new economic grouping 
in East Asia, which is being opposed most 
openly by the US. 

True to form, Mahathir, in a UN Gen- 
eral Assembly speech in New York on 24 
September, struck out at, among others, the 
five permanent member states of the UN 
Security Council for being “more equal 
than others,” the Group of Seven indus- 
trialised economies for “adversely [affect- 
ing] the economies of others,” and indi- 
viduals and the press of developed coun- 
tries who "consider it their right to tell us 





Mahathir lashes US in UN pee 


how to rule our country." 

But the US got the worst lashing, par- 
ticularly for opposing Mahathir's proposal 
to form an East Asian Economic Grouping 
(EAEG) and insisting that the Asia Pacific 
Economic Cooperation is the best way to 
further economic integration. "In East Asia 
we are told that we may not call ourselves 
East Asians as Europeans call themselves 
Europeans and Americans call themselves 
Americans. We are told that we must call 
ourselves Pacific people and align our- 
selves with people who are only partly 
Pacific, but more American, Atlantic and 
European," Mahathir said. 

He returned to EAEG towards the end of 
the speech, arguing that it was a way to 
give voice to "tiny insignificant Third 
World [countries]” in Gatt negotiations 
where "the huge trade blocs monopolise 
the meetings." EAEG is meant as a forum to 
reach agreement on a common stand vis-a- 
vis problems "caused by the restrictive 
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trade practices of the rich." 

Mahathir went on: "We are perplexed 
to find that this objective . . . is being op- 
posed openly and covertly by the very 
country which preaches free trade" — an 
obvious reference to the US. It was even 
more surprising, he said, that there should 
be such opposition when the North Ameri- 
can Free Trade Agreement itself is being 
formed on the principle of the right of free 
association of independent countries. "Can 
it be that what is right and proper for the 
rich and the powerful is not right or proper 
for the poor? One is tempted to suspect 
racist bias behind this stand." 

The US has not yet responded officially 
to Mahathir's speech, but privately at least 
some US officials are displeased. Mahathir 
and US Secretary of State 
James Baker met in Kuala 
Lumpur in July and agreed to 
disagree on such issues as EAEG 
and how to deal with the po- 
litical situation in Burma. 

But they also agreed to 
avoid belabouring the differ- 
ences and to seek areas of co- 
operation, sources say. In the 
wake of the Philippine Senate's 
decision to reject the bases 
agreement with the US, the 
Malaysian military is said to 
have indicated interest in co- 
operating with Washington. 

One US official speculated 
that Mahathir was unhappy 
because his EAEG idea was not 
winning support among East Asian coun- 

es, "though the Asians are too polite to 
reject it outright." Another speculation is 
that Mahathir was annoyed at the persist- 
ent arm-twisting done by the US during 
the Gulf crisis when Washington was eager 
to win as much support for its position as 
possible in the UN Security Council, of 
which Malaysia is currently a non-perma- 
nent member. 

A showdown appears unavoidable. 
Mahathir's speech came one day after US 
Trade Representative Carla Hills once 
again expressed opposition to the EAEG 
proposal She said: "In our view, the 
Pacific rim can best prosper by continuing 
to open markets and promote trade growth 
both inside and outside the region, and 
avoid risky and unpredictable schemes al- 
legedly designed to enhance economic 
leverage." Hills is scheduled to visit Ma- 
laysia in mid-October on her 10-day tour of 
Asia. m" 
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KGB chief claims vast spy 


network in Japan 
№ Japanese politicians, businessmen and 


officials of the Foreign Ministry, Defence 
Agency, and the Metropolitan Police 


| Department were among those working 


as Soviet spies in the 1970s and 1980s, 
former KGB spy chief Oleg Kalugin told 
Sunday Mainichi news magazine in an 
interview in Moscow in mid-September. 
Defence Agency personnel provided 
information about US military planning 
for the Pacific region, Kalugin said. 
Japanese industry was also targeted by 
the KGB, mainly through academics. 


Corruption trial for 
former Macau governor 
> The former governor of Macau, Carlos 


Melancia, and five other people will face 
_ trial for corruption in connection with a 
_ tender for the Macau airport project, 
officials at the Lisbon High Court 


` investigation section decided on 23 


September. Melancia resigned as governor 


. and returned to Portugal in September 


1990 after a West German company 


allegedly sent a fax demanding 


н repayment of US$385,000 in bribes over 


an airport-project tender that it did not 
win. Melancia could be jailed for two to 
four years if convicted. 


Police spotlight on 

Tokyo political faction 

P Police in Osaka are investigating a 
political support organisation tied to 
Hiroshi Mitsuzuka, leader of one of the 
major factions in the governing Liberal 
Democratic Party and a candidate to 
succeed Toshiki Kaifu as prime minister 
next month. New allegations that 
Mitsuzuka groups received illegal 
donations of Y12 million (US$90,000) from 
Makihara Kosan, an Osaka real estate 
company, brings the total of alleged 
unreported contributions received by 
Mitsuzuka to over Y40 million. The failure 
to report these and another funds 
channelled to Mitsuzuka support groups 
may have violated Japan's Political Funds 
Control Law. 


Vietnam imposes death 
penalty for graft 

> Vietnam's National Assembly has 
amended the country's penal code to 
allow the death penalty for those 
convicted of receiving bribes and 
"defrauding socialist property." The 
amendments, signed into law by 
President Vo Chi Cong on 15 August, 
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appeared to be an attempt to stem the 
growing problem of corruption and theft 
of state property in Vietnam. Prior to the 
amendments, the maximum penalty for 
bribery was life imprisonment. 


South Korea stands 

firm over killing 

> The South Korean Government has 
expressed regret over the death of a 
student hit by a stray bullet from a 
policeman's gun, but declared it will not 
change its policy of firing warning shots 
over the heads of demonstrators attacking 
police stations with firebombs. Student 
Han Kuk Won was killed on the night of 
17 September when he was hit in the 
chest by a stray bullet fired from a police 
station some 100 m away, while walking 
home with his wife. Government officials 
said the incident was unlikely to touch off 
massive campus protests such as those 
that swept South Korea early this year 
over the fatal beating of a university 
demonstrator by riot policemen. 
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Malaysian accord on 
warships from Britain 

> Malaysia has agreed with Britain on 
the technical specifications of two naval 
corvettes it plans to buy from GEC- 
Yarrow shipbuilders. Speaking during a 
20 September visit to Kuala Lumpur by 
British Secretary of Defence Tom King, 
Malaysian Defence Minister Najib Razak 
said that financial negotiations would 
begin shortly. The deal, together with an 
order for two similar ships by Oman, 
represents the biggest naval order Britain 
has obtained in 20 years. 
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Commitment on 

New Zealand-US ties 
> Another small step 
towards normalisation 
of New Zealand-US 
relations was taken at 
an informal chat 
between Prime 
Minister Jim Bolger 
and President George 
Bush before and at a 
lunch given on 23 
September by 
Secretary-General Javier Perez de Cuellar. 
The first meeting to go beyond 
pleasantries between the leaders of the 
two countries since New Zealand 

banned visits by nuclear-capable warships 
in 1985 led to a commitment to 
"concentrate some energy" on resolving 
the stand-off, Bolger said afterwards. 
Speculation now turns on whether Bush 
will include New Zealand in a visit to 
Australia later this year. 





Bush. 


Seoul-Pyongyang 

summit ruled out 

> A summit meeting between South 
Korean President Roh Tae Woo and 
North Korean President Kim Il Sung is 
unlikely despite Pyongyang’s entry into 
the UN in mid-September, according to 
officials in Seoul. The summit suggestion 
had come from North Korea’s Deputy 
Foreign Minister Kang Sok Ju, who said 
in New York recently that if progress was 
made at the meeting of premiers from the 
two sides in Pyongyang in October, Roh 
and Kim could hold their first historic 
meeting to discuss reunification. South 
Korean officials ruled out a summit 
because there was no sign of change in 
the North’s position of holding political 
dialogue with anti-government figures in 
the South or demanding the withdrawal 
of US forces as a precondition for starting 
arms control talks. 


Thai judges in uproar 

over justice minister 

> A smouldering row in the Thai Justice 
Department was brought to a head on 23 
September when 91 judges signed a 
memorandum calling for Justice Minister 
Prapass Uaychai's resignation if he 
continued to "destroy" the country's 
judicial system. Prapass has refused to 
accept the nomination by the Judicial 
Council of the next Supreme Court chief 
justice. In their memorandum, the judges 
said they could no longer remain silent as 
Prapass allegedly eroded the reputation of 
the judiciary. 


С 48 OCTOBER 1991 


ы 











Options increase. Questions accumulate. Optimum fuel 


management for your nuclear reactors calls for more numerous and complex strategies 

W E your question, the Cogema group helps to provide an answer. Cogema, the major nucleat 
fuel cycle group. is the only company with expertise in the whole nuclear fuel cycle. Our know 
h OW draws upon more thi in fo rty-live years ol experience 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver- 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi- 
tioning, storage. engineering, consulting, each Cogema group product and service meets your 


requirements for quality and competitive advantage 


Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 


commitment means reliable products, flexible services and long-term security of supply 
Whatever your question, the Cogema group is committed to you. Today and tomorrow 


COGEMA: THE MAJOR NUCLEAR FUEL CYCLE GROUP 
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THE GOOD NEWS IS 
THAT TWO DUTCH BANKS 
HAVE MERGED. 





THE BAD NEWS IS THAT 
OUR NAME MAY SOUND LIKE 
DOUBLE DUTCH TO YOU. 


The merger between ABN Bank and Amro Bank has given the 


ate 


financial world a new Dutch bank. A bank that answers to the name 
ABN AMRO Bank. A name that is therefore more logical than might 
at first appear. 

Though new, our bank has an impressive history that goes 
back 167 years. And a bank that’s been in business that long is sure 
to have a rock-solid financial base. 

To quote a few figures, the ABN AMRO Bank has US$ 232.7 
billion in assets and US$ 8.5 billion in shareholders’ equity. Which 
makes us one of the world’s top 20 banks. 

This financial base not only makes the ABN AMRO Bank an 
important financial partner in Holland, but also ensures that we can 
play a major role worldwide. : 
t Just as important, though, is the fact that over the years we 
have built up a large network. Which now comprises more than 1850 
branches working together in perfect unison in 52 countries. 

At the ABN AMRO Bank you'll meet people who fully realize 
that business revolves around more than money alone. People who 
know what banking is about, and who will also help you with new 
ideas, optimum service and sophisticated products. 

That's what makes the ABN AMRO Bank, literally, a world- 
class bank. With the ambition to become, quite simply, the best 
bank. Not by looking for short term success, but by creating the new 
standard in banking. 

The ABN AMRO Bank has long-standing relationships with 
clients throughout the world. Clients who welcome the news of our 

SN merger. Because they know that, although our name might sound 


like Double Dutch, our approach to banking is crystal-clear. 


CREATING THE STANDARD IN BANKING. 


۴ ABN-AMRO Bank 
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FOREIGN 


RELATIONS 


Vietnam, Thailand prepare for landmark agreements 


рер» to a summit 


pe Foreign Minister Arsa Sarasin's 
visit to Vietnam from 17 to 19 
September marked a milestone to- 
wards ending four decades of hostility 
between Bangkok and Hanoi. New Viet- 
namese Foreign Minister Nguyen Manh 
Cam told journalists the talks had "con- 
solidated confidence and trust" between 
: the two countries, which for the first 
time discussed substantive bilateral prob- 
lems. 

Arsa said the new relations had been 
made possible by the "regional and inter- 
national situation,” meaning the end of the 
Cold War and progress in resolving the 13- 
year Cambodia conflict. Thailand had 
supported the US war in Vietnam before 
1975 by committing troops and providing 
airfields for US warplanes. Post-war rap- 

.prochement efforts with Hanoi unravell- 
. ed when. Vietnam invaded Cambodia in 
978. 





-Arsa laid the groundwork for a summit 

"in Thailand — perhaps in late October — 
between Vietnamese Premier Vo Van Kiet 
and Thai Prime Minister Anand Panyara- 
chun. The two foreign ministers signed an 
agreement on establishing a joint commis- 
sion for economic cooperation and ini- 
tialled a pact to promote and protect for- 
eign investment, which will be signed 
during the summit. 

As goodwill gestures, Vietnam agreed 
to release 344 of the 846 Thai fishermen 
jailed in the southern Mekong delta and 
Thailand promised to free 157 Vietnamese 

*fishermen. Arsa also promised Vietnam 
technical assistance for 1992 valued at Baht 
220 million (US$8.6 million). 

Thailand is looking to Vietnam as a new 
outlet for trade and as a source of natural 
gas and fish, while Vietnam is seeking new 
friends in the wake of the economic and 
political chaos in the Soviet Union, tradi- 
tionally Hanoi's most important ally. 

Despite the recent thaw between Bang- 
kok and Hanoi, major hurdles remain. One 
problem relates to the establishment of 
consulates. Thailand wants to open a con- 
sulate in Ho Chi Minh City to serve its 
businessmen working there, while Viet- 

пат has hoped to open a consulate in 
| Udon Thani, in northeastern Thailand. 

- The Thai military has refused to allow 
Напої to set up there because of the 50,000 
. Vietnamese refugees who have ived in 
_ the region since the 1950s. Even though 
_ the policy is to integrate the Vietnamese 


fully into Thai society, the army remains 
wary of the refugees' loyalties since they 
largely backed Hanoi during the Vietnam 
War. 

Instead, Arsa proposed that Hanoi 
should consider a consulate in Chiang Mai. 
Although Cam said Vietnam would 
^choose a location acceptable to both 
sides,” Hanoi does not appear willing to 
back down on Udon Thani. "Chiang Mai 
has few Vietnamese, so putting a consulate 
there is nonsense," a Vietnamese source 
said. “It will be difficult for Vietnam to 
compromise." 

Thai businessmen have been cautious 
in their dealings with Vietnam despite 
former premier Chatichai Choonhavan's 
declaration three years ago that the battle- 
field of Indochina should be turned into a 
marketplace. Official bilateral trade totalled 
only US$14.5 million in 1989. But Thai in- 
vestment has lagged. From 1988 until last 
March, Thai companies signed only 14 in- 
vestment contracts with Vietnam worth 
US$8 million. 

To boost economic cooperation, Arsa 
proposed that the two sides prepare um- 





JAPAN 


Combat 
unreadiness 


The Japanese parliament is considering 
a bill that would allow Japanese Self 
Defence Forces (SDF) to participate in 
UN peace-keeping operations overseas. 
But with only days left before its current 
extraordinary session ends on 4 Octo- 
ber, the bill, tabled on 20 September, is 
likely to be carried over to the next 
session in December or January. 

The delay is expected despite an 
appeal from Chief Cabinet Secretary 
Misoji Sakamoto for a quick decision so 
that Japan could participate in peace- 
keeping operations in Cambodia. 

The bill authorises involvement of 
up to 2,000 SDF staff but stipulates that 
Japanese forces must remain strictly 
neutral and that a ceasefire agreed to by 
all belligerents be in place before they 
are dispatched. SDF troops would be 
authorised to carry small arms, and 
vehicles could be equipped with other 
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brella agreements on fishing and na 
gas exploitation in time for signing а 
upcoming summit. But in a joint comm 
nique at the end of the visit, Hanoi agr 
only to "exchange views" on these twi 
agreements. 
“In economic cooperation, we have 
be a bit careful about Thailand,” a М 
namese source said, alluding to Hanoi 
allegations that some Thai gem-minin; 
companies have cheated Vietnam and 
Thai fishermen regularly fish illegally. 
Vietnamese waters. In apparent referen 
to this problem, Arsa told Thai busines 
men in Ho Chi Minh City that “we mu: 
clean our house" and make sure that 
Vietnamese also “benefit from. our 
tures." | 
Kiet told Arsa that Hanoi was. s interested. 
in joint exploitation of Vietnam's natur. 
gas reserves, but only if the gas 
to increase energy and fertiliser pr 
in Vietnam. He seemed cool to th 
bility of Vietnam becoming a. suppl 
natural gas to Thailand. Other Vietnam 
officials say Vietnam is only interested 
fishing cooperation if Thai compani 
agree to process the fish in Vietnam. 
Although Hanoi welcomes its new 1 
lations with Bangkok, Vietnamese officia. 
insist Thailand will not get priority ov 
other Asean countries. In its first for 
gesture to Asean, Hanoi recently ser 
letter to the standing committee express 
interest in acceding to its 1976 Bali trea 
on amity and cooperation. 

































weapons as authorised by the UN, | 
use of weapons would be limited 
self-defence or to safeguard other 
personnel. | 

Opposition parties have insisted that 
any deployment of the SDF outside Ja- 
pan constitutes use of military force and 
thus violates Article 9 of Japan's: consti 
tution. : 

But Sakamoto says cases where з 
belligerents have agreed to a ceasefire | 
and consented to involvement by UN 
peace-keeping forces do not constitute ^| 
compulsory use of force as described. | _ 
and prohibited by the article. | 

During the Gulf Crisis, leaders of the VES 
ruling Liberal Democratic Party (LDP) 
were forced — in the face of opposition 
— to withdraw a bill that would һауе |. 
enabled Japan to provide non-combat | 
assistance to the campaign against 
Iraq. 

The bill is the result of negotiations |. 
between LDP, the Komei Party and the 
Democratic Socialist Party (DSP). The 
LDP in effect abrogated a May agree- 
ment between the parties that called før: 
the creation of a new organisation for. 
peace-keeping operations composed : 
only of civilians. m Robert Delfs 
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Republics review options as union breaks up 


Parting of the ways 


By Sophie Quinn-Judge in Moscow 


TARJ) what used to be Soviet Cen- 
tral Asia. Predictions of a 
new arc of influence emerging across 
Central Asia, which a year ago seemed 
highly futuristic, may now be on the brink 
of coming true. Without the patronage and 
funds which used to flow from Moscow, 
communists in all these republics are now 
on the defensive, looking for new identities 
to keep them in power. 

Uzbekistan, Tajikistan and Kirghizstan 
have all declared themselves independent 
states. The communist parties of Uzbe- 
kistan and Kazakhstan have changed their 
names. The Uzbek communists are now 
the People’s Democratic Party, like their 
compatriots across the border in Afghani- 
stan. In Kazakhstan, where there is a 
genuine debate about the party's future, 
the communists now call themselves the 
Socialist Party. 

Indeed, the failed Soviet coup by 
hardliners against Mikhail Gorbachov has 
opened a path to the post-communist 
world for all the republics. But Kazakhstan 
and the other republics of Central Asia 


There is more than a faint 
whiff of unreality about the 
rapidly unfolding events in 





have what may be the most extreme range 
of options before them: on one border the 
flame of Islamic fundamentalism still burns 
in Iran; in Afghanistan, the future seems to 
lie in localised fiefdoms. 

Turkey, variants of whose language is 
spoken by Azeris, Turkmen, Uzbeks, 
Kirghiz and Kazakhs, is moving towards 
Europe as a modernising, secular state. The 
former big brother, the Russian Republic, 
is also moving towards Western-style de- 
mocracy, while to the east the economic 
success of South Korea, 
Singapore and Taiwan has 
made them powerful 
models. 

What will come after 
the Soviet Union? Will 
there be a “Silk Road” 
renaissance, once again 
making Central Asia a 
centre of culture and com- 
merce? For some Soviet 
Asians this is a time for 
such dreams. Tajik history 
lecturer, Rustam Shu- 
kurov, would like to see a 
new flowering of human- 
ist Islamic culture. “The 
classic Islamic govern- 
ments were linked to in- 





Nazarbayev: no borders. 


tellectual growth,” he says. “We need to 
return to the conception of shared human 
knowledge and values.” 

Kazakhstan's leader, Nursultan Nazar- 
bayev, who has done more than anyone 
else to give Central Asia a voice in the de- 
bate over the union’s future, is dreaming 
about a world without boundaries, united 
by free markets. “I reckon that if we 
quickly move to the market, all these bor- 
ders — and all this independence — will 
be nonsense,” he told Moscow's Independ- 
ent Newspaper. “All bor- 
ders are remnants of bar- 
barism.” 

Shukurov, for one, ad- 
mits that such dreams are 
unlikely to be quickly real- 
ised. More likely, this 
southern hinterland of the 
world’s last great empire 
faces instability and eco- 
nomic uncertainty. Islam 
here could as easily be- 
come an avenging force 
as a source of cultural re- 
birth. The Pan-Turkic idea, 
which has a strong appeal 
for some Uzbek intellectu- 
als, could unite a large 
percentage of the region’s 





to end the bitter territorial dispute between the two. 


In part, the Nazarbayev phenomenon is a result of Asia's 


The coming man 


Kazakhstan's President Nursultan Nazarbayev has become one 
of the chic people for visiting VIPs to meet in the crumbling So- 
viet Union. US Secretary of State James Baker had breakfast with 
him in Alma Ata during his latest tour of the country. Former 
British prime minister Margaret Thatcher ordered her plane to 
refuel there during a recent journey to Japan. In late September 
former Singapore prime minister Lee Kuan Yew was there with 
a group of Singapore experts to advise on Kazakhstan's eco- 
nomic plans — and to say a few words against glasnost. 

The 51-year-old Nazarbayev, leader of Kazakhstan since 1989 
when he became first secretary of its communist party, is now a 
key player in the redesigning of the Soviet Union. A political 
centrist, he is trying to make his republic a model of economic 
reform. At the beginning of October he is hosting a meeting of 
republican leaders in Baikonur, home of the Soviet cosmodrome, 
to discuss plans for a new economic union. In September he 
undertook a sensitive mediating mission to Armenia and 
Azerbaijan with Russian Republic President Boris Yeltsin to try 
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growing role in the union. With the Baltics finally granted in- 
dependence, with Moldavia and perhaps the Ukraine moving 
towards central Europe, what remains of the Soviet Union is 
going to be more strongly influenced by its Asian republics and 
populations. Statistical projections show that by the year 2000 
two out of three working-age inhabitants of this land mass will 
be residents of Central Asia. 

In spite of strong cultural ties with peoples across their 
southern borders, Kazakhstan and the other four Central Asian 
republics still remain committed to maintaining their economic 
ties with the former union. But as Nazarbayev is showing, they 
can also serve as a bridge to the economic powerhouses of East 
Asia. South Korean colour televisions are already being assem- 
bled in Alma Ata. 

Political realism is the quality that has thrust Nazarbayev to 
the forefront in the past year, though. Recognition of the need to 
keep the economic union functioning has been Nazarbayev's 
contribution to the often pointless politicking around a new 
union treaty. 

His political skills are as finely honed as those of Mikhail 
Gorbachov himself: he has kept his lines open to both the Rus- 
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Soviet Central Asia 





people in a common cause. But it would 
not put food on their tables or fuel in their 
tractors. And it would exclude smaller eth- 
nic groups such as the Tajiks, who speak a 
Persian language — not to mention the 
Slavic population. 

It could take as long as a generation to 
train the workers who would be needed to 
replace the skilled Russians and Ukrain- 
ians, Jews, Armenians and Koreans who 
remain in Central Asia, if they were scared 
away. But whatever changes occur, they 
will have as their raw material ordinary 
people who feel victimised by their com- 
munist past and who can be easily stirred 
to anger. 


A 





A ea 
Semipalatinsk 


The reality is that political indepen- 
dence may be easy to declare, but that eco- 
nomic independence is a long way off. 
Long-term dreams notwithstanding, eco- 
nomic union with the other Soviet repub- 
lics appears to be the immediate future for 
this region. The Central Asian republics are 
rapidly expanding trading links with the 
outside world, and courting investors will- 
ing to develop industry and infrastructure. 

But given uncertain world prices for 
raw materials and the difficulty of deve- 
loping new markets, immediate self-suffi- 
ciency is not something they can count on. 
Even Uzbekistan's and Kazakhstan's own 
gold reserves will not guarantee self-reli- 


INH ANDE 


ance, Soviet central bankers have cau- 
tioned, as uncoordinated sales could force 
down world prices. 

Turkmenistan's dilemma is fairly typi- 
cal. It is richly endowed with natural gas 
and grows high-quality cotton, but was 
one of the Soviet Union's poorest republics. 
Its economists claim that they were under- 
paid by the former Soviet government for 
their resources. The yearly subsidy to the 
republic of around Rbl 2 billion (US$1.2 
billion at the admittedly unrealistic official 
rate) would have been fairly earned, they 
say, had they been paid for their produce 
at world prices. 

So far, they have forced a hard-currency 
payment of US$70 million a year out of the 
Union government for their gas sales. Now 
the republic's leadership is discussing a 
foreign firm's proposal to build a gas pipe- 
line to the Gulf via Iran, to send its gas to 
new markets. But meanwhile, will they be 
able to find any former buyers, in the So- 
viet Union or Eastern Europe, who will be 
able to pay hard currency? 

Having asserted their right to handle 
their own affairs, the Central Asian re- 
publics now seem to be edging towards a 
voluntary economic union, based on the 
plan designed by Grigory Yavlinsky, the 
economist-wunderkind who was the origi- 
nal author of the 500 days programme. 
Fiscal policy would be coordinated by a 
banking union backed by a reserve system. 
Members would coordinate policy on hard 
currency and foreign trade and permit the 
free movement of labour. There would be 
no customs barriers. 

A fixed tax from national income would 
be paid to the central administration. 
Yavlinsky says that if the plan cannot be 
agreed on in the next two months, the only 


sian democrats, who found it hard to trust any offers from 
Gorbachov, and to the president, who clearly balked at going 
down in history as the man who presided over the break-up of 
the Soviet Union. And as the leader of a republic where ethnic 
calm prevails, Nazarbayev can speak with authority. 

His nationalist credentials are not in doubt, however. He used 
the union treaty negotiations with Gorbachov to push for real 
power over resources, foreign trade and hard currency. The at- 
tempted putsch on 19 August was proof that the republics had 
managed to squeeze a substantial devolution of power out of 
the central bureaucracy: it was the imminent signing of a draft 
union treaty which apparently spurred the coup plotters to act. 

Watching Nazarbayev operate in his own parliament in Alma 
Alta is instructive. He is a professional; he finds time to shake 
hands and say a few words to anyone who approaches him. He 
does not disappear during the breaks, but stays on the podium 
to gossip. His public-relations machine functions with near- 
Western efficiency, too. Without Left or Right, his political biog- 
raphy, appeared this spring as interest in Kazakhstan's Asian 
road to economic reform began to heat up. 

Nazarbayev is no sheltered intellectual, as were so many of 
Gorbachov's advisers in the first years of perestroika. Born into a 
peasant family, he saw the hunger that resulted when collective 
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farmers had their private plots decreased in one of Nikita 
Khrushchev's campaigns. He saw his father chop down his ap- 
ple trees when the government decided to tax them. 

In theory he should have been the model Soviet man — he 
became a steel worker, then manager and party member, and 
received a higher education in economics. But he came to have 
plenty of reasons to doubt the system. Both his parents' experi- 
ence and the incompetent, rushed creation of Karaganda's steel 
industry convinced him that Soviet economics were not working. 

Now that he has the ear of world leaders and a major role on 
the Soviet stage, it is hard to believe that Nazarbayev will not 
aspire to something more than the leadership of Kazakhstan. He 
says that he does not want to become Gorbachov's shadow. But 
that leaves open the possibility of some other role, perhaps as a 
leader of an inter-republican economic council. 

Running Kazakhstan, however, is going to be an increasingly 
challenging job. It has its own nuclear weapons, a massive space 
complex and the former nuclear test site at Semipalatinsk all on 
its soil. It is endowed with oil, coal, light metals, and is a major 
wheat producing area. Clearly, as the republic takes control of 
these resources, someone of Nazarbayev's skills and reputation 
will be needed to keep its political transformation on track. 

п Sophie Quinn-Judge 


EASTERN ECONOMIC REVIEW 


REGIONAL AFFAIRS 


alternative is a total economic split. Al- 
ready the transitional Government Coun- 
cil, which includes the leaders of all the 
republics, has agreed on a system of dis- 
tributing imported foodstuffs and food aid. 

The only dissenter to Yavlinsky’s latest 
programme in Central Asia is Kirghizstan 
President Askar Akayev. He complains 
that Yavlinsky is trying to create a "new 
centre" and has given his support to an- 
other programme written by former ad- 
viser to Gorbachov, Stanislas Shatalin. 

Politically, though, the paths of the 
Central Asian republics are diverging. The 
failed coup has quickened the pace of de- 
mocratisation in Kirghizstan and Kazak- 
hstan. Tajikistan hovers on the edge of 
change, which now seems likely to take it 
closer to the Islamic world. A mujahideen 
victory in Afghanistan would have a pow- 
erful effect on Tajikistan, where there is a 
shortage of strong local leaders, most ob- 
servers agree. 

The exception to the general pattern is 
Uzbekistan, where the leadership is resist- 


the putsch. While they were already cele- 
brating their victory on the night of 19 
August, Akayev rallied supporters in the 
democratic Kirghizstan movement to 
blockade central committee headquarters, 
and stop the movement of military traffic. 

By committing itself too early to the 
coup, the local party destroyed itself. On 
August 24 Akayev issued a decree confis- 
cating party property and excluding the 
party from its traditional role in public or- 
ganisations. Now there is no one ap- 
proaching his stature in the republic, and 
he will run unopposed in coming presi- 
dential elections. 

But Akayev's budding democracy faces 
as many problems as any of the other 
Central Asian republics. Not the least of 
these is the economy. His 1992 budget 
projects a КЫ 2.4 billion income, with out- 
lays of КЫ 87 billion. Russian Republic 
President Boris Yeltsin has helped cover 
this year's deficit with a КЫ 600 million 
subsidy, but still there is a gaping hole in 
the budget. Observers fear that hostility 





ing the pressure for greater democracy, 
and has moved decisively to make its sov- 
ereignty more than a declaration. President 
Islam Karimov recently told an interviewer 
that to end the communist party's role in 
his republic would be to throw the 
economy into chaos. He prefers to follow 
the Chinese model of limited economic re- 
form within a disciplined political environ- 
ment. 

Turkmenistan is, as usual, quiet. How- 
ever, President Saparmurad Niyazov has 
taken the precaution of nationalising all the 
property which once belonged to the So- 
viet Communist Party. 

Perhaps the most surprising drama of 
the August coup attempt occurred in tiny 
Kirghizstan, formerly known as Kirghizia. 
Here the independent, scholarly president, 
Askar Akayev, surprised the local party 
apparatus by staging his own fight against 
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from neighbouring Uzbekistan's conserva- 
tives could combine with economic auster- 
ity to cause troubles for Akayev. 

Nothing so dramatic occurred in 
Kazakhstan during the August upheavals 
Nazarbayev did not immediately condemn 
the coup, but called for an extraordinary 
session of the Congress of People's Depu- 
ties. He claims some credit, though, for 
helping prevent troop movements into the 
Kirghiz capital Bishkek (formerly Frunze), 
by mediating on the telephone. 

The coup aftermath in Kazakhstan is 
likewise not so clear-cut as the anti-com- 
munist sweep that took place in Kir- 
ghizstan. The communists have trans- 
formed themselves into a Socialist Party, 
whose leadership is substantially different 
from the former inner circle. But press re- 
ports say that the former party leaders are 
being given ministerial posts in the new 
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government. 

Opinions are divided as to whether the 
new party will emerge as the same old ap- 
paratus with a new name, or whether the 
socialists will restrict themselves to the role 
of a parliamentary party, with less pro- 
perty and more genuine activism. A public 
opinion poll has registered only 19% 
popular support for the transformed party. 
Other parties are now being officially reg- 
istered, too, including a Republican Party, 
a Social Democratic Party and a National 
Independence Party. 

Nazarbayev has moved fast to 
strengthen his republic's economic sove- 
reignty. He has decreed that all industries 
owned by the Soviet Union in Kazakhstan 
will become Kazakhstan property this year. 
From next year all import-export activities 
will be carried out exclusively by the re- 
public. Kazakhstan will also be creating its 
own gold and diamond reserves. 

It is in Uzbekistan that the line has been 
drawn most firmly against the spread of 
democracy. Karimov kept a low profile 
during the coup attempt, and now has 
emerged speaking the language of sover- 
eignty. But his declaration of independence 
to his parliament on August 31 has not 
been greeted by popular rejoicing because, 
it appears, few people in Uzbekistan are 
taking it very seriously. 

The leader of the Birlik (Unity) move- 
ment, Abdurahim Pulatov, reacted by call- 
ing it the replacement of one system of 
slavery by another. 

Karimov responded to the new situa- 
tion by allowing one opposition party, the 
Democratic Party, which claims around 
3,000 members, to register. But he has 
taken no steps to loosen his grip on the 
press, and has broken up demonstrations 
to mark the defeat of the coup with arrests 
and fines. He is talking about holding 
multi-party elections early next year, but 
shows no sign of relenting in his opposi- 
tion to recognition of Birlik as an official 
party. 

A new element will be added to the 
Uzbekistan equation with the formation of 
a local branch of former foreign minister 
Eduard Shevardnadze's Movement for 
Democratic Reform. Started on the initia- 
tive of a local historian, the new movement 
could rouse the non-Uzbek population into 
more resistance to Karimov's style of au- 
thoritarianism. 

Splits in the Islamic community will 
also have an unpredictable effect on 
Uzbekistan's future. The official Islamic 
structures, for long controlled by the KGB 
and the communist party, have been com- 
ing under increasing criticism in the last 
year. Recently the Tashkent region created 
its own independent religious-affairs de- 
partment, with its own mufti. In addition, 
the Islamic Rebirth Party, though officially 
banned, is thought to be gaining increas- 
ing popular support. E 
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Hardliners face growing Islamic power 


Party versus mosque 


By Sophie Quinn-Judge in Dashanbe, 
Tajikistan 


The Termezi mosque in 
Dushanbe is still having the 
finishing ceramic tiles put 


(IAS) I) on its brick walls and mina- 
rets, but already it is a living 


spiritual force. At Friday prayers it is 
overflowing with the faithful in their em- 
broidered black skull caps. The latecomers 
spread their brightly coloured prayer 
cloths along the alley outside, gesturing 
away any onlookers who block their path 
to Mecca. The few non-Islamic inhabitants 
from Russia уһ pass by look lost and 
uncomfortable. 

This Islamic force, unleashed by the 
freedom of religion which perestroika in- 
troduced, is now the only thing strong 
enough to confront the entrenched Com- 
munist Party of Tajikistan, which shares a 
border with Afghanistan to the south. 

The communists in this republic of over 
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5 million people are trying to live down 
their over eager reaction to the abortive 
August coup. Their Gorbachov-era leader, 
Kakhar Makhamov, has been made the 
scapegoat, resigning his post of parliamen- 
tary president. But a series of moves and 
counter-moves over the weekend of 20-23 
September suggests that communism in 
Tajikistan is by no means ready to lie down 
and die. 

The up-and-coming figure in the party 
is former first secretary Rakhmon Nabiyev 
who was appointed president of parlia- 
ment at an emergency meeting on 23 Sep- 
tember. Most observers see Nabiyev as a 
potentially strong, but Stalinist, leader. To 
guarantee himself in power, however, 

Nabiyev may have to package himself as a 
nationalist guardian of Islam. 

Besides appointing Nabiyev as presi- 
dent, parliament, which is composed al- 
most entirely of loyal communists, de- 
clared a state of emergency lasting until 1 
January 1992 and overturned an earlier 








Playing the Islamic card. 


decision by the Communist Party to dis- 
solve itself and hand over its property to 
the state. The dissolution vote had been 
taken only two days earlier at a party con- 
gress held on 21 September 

The series of decisions seemed to mark 
a strong comeback for hardliners in the 
party but the eventual outcome is hard to 
predict as the Commander of the Turkes- 
tan Military district has refused to order 
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any troops out to restore order. This could 
be a problem given the scale of street dem- 
onstrations that greeted the rollback vote 
by parliament. 

On the eve of the congress one 
could feel the deals being brokered in the 
Tajik capital. Leaders of the small Demo- 
cratic Party caucus were planning a protest 
meeting to coincide with the congress. But 
the democrats waited in vain for the Is- 
lamic Rebirth Party to show up. 

Tajikistan’s spiritual leader, the Qadi 
Haji Akbar Tu Radzhon-Zoda, is one of 
those who had demanded the dissolution 
of the Communist Party, or at least an end 
to its governing role. The Qadi, or Kazi- 
kalon as he is known in Tajik, a religious 
scholar trained in Tashkent and Jordan, 
was appointed by the Mufti of Central Asia 


. in 1988, when the Islamic religious revival 


here was just beginning. He has become 
the pivotal figure in Dushanbe's political 
drama. He can either give the Communist 
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The military breakup of 
this heavily armed nuclear 
power is fraught with 
dangers that have leaders 
all over the world wor- 
ried. The conflict in Yugoslavia is enough 
to convince most doubters that the dis- 
solution of the Soviet empire could turn 
violent — along the Armenia-Azerbaijan 
border violence has already become a 
daily fact of life. Such border conflicts 
are the most likely cause of dissension, 
with the treatment of minority popu- 
lations another sensitive problem. 

In Central Asia, Soviet experts say, all 
the national divisions are artificial. Most 
of the republican borders were drawn by 
a commission in 1924, to create ethnic 
homelands that had no roots in Central 
Asian tradition. As a result there are 
perhaps 1 million Tajiks in Uzbekistan, 
while around 23% of Tajikistan’s popu- 
lation is Uzbek. In the fertile Fergana 
Valley, shared by Kirgyz and Uzbeks, 
land disputes erupted into violence in 
1990. 

As long as a remnant of the Soviet 
Union continues to exist, whether as an 
economic union or a loose confederation 
of states, these potential conflicts may lie 
dormant. Russian Republic leaders have 
said in a moment of explosive candour 
there will be no problems if the border- 
ing republics with large Russian minor- 
ity populations (the Ukraine and Kaza- 
khstan) remain within a union. 

Although he has since backed away 
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Party his religious stamp of approval or 
hope to see it wither away. 

Denying rumours that he is in league 
with Nabiyev, he admits that he had earlier 
tried to unite the republic's communists 
and democrats. Now he sees the impossi- 
bility of this: “Only a coalition without the 
communists can run the republic,” he says. 

Both the Qadi and the leaders of the 
Islamic Rebirth Party, which was only le- 
galised at the end of August, speak of a 
democratic Islamic government, which 
would guarantee freedom of religion. The 
Qadi advocates a secular democracy, in 
which Islam would play a major role. 

Muhammadsharif Khimmatov, chair- 
man of Tajikistan's section of the Islamic 
Rebirth Party, says that his party would 
like to take power by parliamentary means, 
to establish a government which would 
make Islam the state religion. In an Islamic 
democracy, he told Moscow's Independent 
Newspaper, individual rights would not be 


from the statement, a spokesman for 
Russian President Boris Yeltsin threat- 
ened soon after the failed anti-reform 
coup in August that Russia would con- 
sider redrawing boundaries, if either of 
these republics left the union. 

With strongman Nursultan Nazar- 
bayev, a supporter of unity, at the helm 
in Kazakhstan, there is reason to believe 
that peace will prevail in the area bor- 
dering southern Siberia, where Kaza- 
khstan's Russian population is concen- 
trated. But Nazarbayev's recent declara- 
tion that Kazakhstan would retain the 
nuclear weapons now stored on its soil, 
under central military control, reveals a 
lingering distrust of Russian intentions. 
(Shortly after the failed coup, the Russian 
leaders announced that all Soviet nuclear 
weapons would be moved to their terri- 
tory, ostensibly to keep them under 
central control.) 

The new Soviet chief of staff, Gen. 
Vladimir Lobov, insists that the Soviet 
military will remain a unified force. For 
the time being none of the Central Asian 
republics appears ready to shoulder the 
expense of a separate army, though 
Tajikistan and Uzbekistan have been 
making noises about developing their 
own forces. 

The Uzbeks have created a Ministry 
for Defence Affairs which will take on 
some of the functions of the Soviet Min- 
istry of Defence. A spokesman told 
Izvestia, the official Soviet Government 
newspaper, on September 9 that the new 
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as unlimited as in the West, where "soci- 
ety's rights are practically unrecognised." 
Muslim women would not be completel 
veiled — they are only required to wear a 
head scarf, he explains. “But in this ques- 
tion we are against force — a woman will 
dress as suits a Muslim only when faith 
has entered her heart." 

Historian Rustam Shukurov explains, 
though, that Islamic believers are the only 
people who can create a fundamental 
change in Tajikistan. “We aren't excited by 
a national idea,” he says, contrasting the 
Tajiks’ ancient Persian culture with that of 
the Turkic peoples of Central Asia. He 
adds, though, that the coming of an Islamic 
government to Afghanistan, where one of 
the Islamic tribes are also Tajiks would 
have a very strong influence on Soviet 
Tajiks. Undoubtedly, the Afghan Tajiks are 
already influencing events here: over 90% 
of the common border is now in the hands 
of the Islamic mujahideen. n" 





ministry would look after civil defence, 
organise alternative service in non-mili- 
tary sectors such as transport and health 
care, and improve the preparation of 
youth for military service. 

Uzbekistan President Islam Karimov 
assured the Associated Press on 17 Sep- 
tember that his republic did not intend 
to create its own independent army, so 
long as the Kremlin continued to consult 
republican leaders on military issues. For 
the time being it will limit itself to the 
creation of a national guard of around 
700 men, he said. Before the August coup 
attempt, the Uzbekistan government had 
signed an agreement with the Soviet 
general staff on the principles of coop- 
eration. The Muslim clergy, too, had 
promised to facilitate the call-up of local 
youth. 

Uzbekistan, with a population of 
about 21 million, provides around one 
third of all recruits to the Soviet army. In 
1990, the Soviet armed forces may have 
had as many as 2.7 million conscripts. 

The demand that all Uzbek recruits 
be stationed within their own republic or 
at least in the Turkestan Military District 
was once strongly promoted by Uzbek 
nationalists. But in view of the enormous 
armed force this would provide the re- 
public’s leadership, they have dropped 
this from their platforms. Now they be- 
lieve that a major military reform must 
first be carried out to reduce the union's 
armed forces. 

This reform, which is now certain to 
be implemented, will probably eliminate 
the construction battalions in which so 
many Central Asians serve. The main 
object of this system is to provide cheap 
labour to the government. 

m Sophie Quinn-Judge 
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fascinating sideshow to the pere- 
stroika and glasnost processes in 
the Soviet Disunion and East 
Europe is the formerly Marxist 
ountries’ tentative acquisition of the capi- 
.talistic techniques of marketing. We've 
seen it all happen in China since the late 
1: 1970s, with some of the worst excesses, in 
| the form of nonsensical billboards, posters, 
‘advertisements, brand names and labels, 
providing plenty of grist for this column, 
and we may confidently expect plenty 
more from behind what was the Iron Cur- 
tain. 
.... Some of the Russian promotional ma- 
terial, however, is surprisingly sophisti- 
cated. Chris Pritchard of New South Wales 
ends a page of ads from a supplement 
roduced by Moscow News two years ago, 
‘om which one would assume that even 
пеп the Russians had been full-blown 
apitalists. since the tsars were over- 
thrown. 
_ Free of misprints or any other bloopers, 
те advertisements offer services including 
hose of a bureau of interpreters and 
slators (“skilled linguists familiar with 
terminology in various fields of science 
and technology for business negotiations”), 
a foreign trade advertising agency (“which 
can offer you a complete package of PR 
and advertising services in the USSR — 
mass media, direct mail, outdoor and spe- 
cial advertising, promotional events [with] 
multilingual account executives ready to 
offer you consulting services and media 
| recommendations . . . an experienced part- 
„ner in business promotion in the USSR 
which is a huge market with great 
potentials"), a "Quit Smoking in One Ses- 
iion" course in Yalta in the Crimea plus 
Various contacts through the Continent 
_ Nord International Dating Service (“which 
| can help you get acquainted, start a family, 
- or simply share a hobby"). 
So, even two years ago, Moscow boast- 
‚ей experienced account executives, hyp- 
. nosis (brain-washing?) to get you off the 
“nicotine habit where Winston Churchill 
once puffed his cigars and a dating service 
enabling you to get acquainted and start a 
ussian family. 
. Im anxiously awaiting Russia's first 
insider-trading scandal, a savings-and- 
| loans banking crash, an attempt to corner 
the national bond market, a major in- 
| surance rip-off and news that a private 
Russian company has been selling nerve 
.. gas to Iraq. Then we'll know that Moscow 
| is experiencing the full benefits of capital- 
ism. 
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Things seem to be getting off to a rather 
slower start in East Europe. Profis Co. Ltd, 
an ambitiously named Warsaw firm ad- 
vertised its services in the columns of the 
Solidarity newspaper Gazeta: 










HALLO foreign Partnets. We offer to you: 
€ Something better than joint venture 6 Fool 

information about business opportunities in 
Poland 6 Franchise 6 Consulting 6 &&& 







They got one thing right: "Fool infor- 
mation" is just what you'd expect from its 
Western equivalent. 

In the pages of a trade magazine pub- 
lished by Poland's Ministry of Foreign 
Economic Relations, Bob Kapp spotted a 
hilarious, if poignant advertisement by a 
Warsaw livestock firm, Animex: 


ANIMEX 


New Offer 


€ holidays in saddle in famous Polish stud 

€ long distance rides in most picturesque regions 
of Poland 

© horse driving lessons by Polish World masters 


€ other equestrian services 













Judging from the first item, Poland is 
exploiting every possible natural resource. 

In the pages of the inflight magazine of 
JAT, the Yugoslav airline, a Skopje firm, 
Boro (“35 yers Tradition") advertised its 
grinding machines: 


REAL AROMA, FINEST AND SOFTNES FOR 
THE BEST TOURKISH COFFEE... 


ONLY "BORO" GRINDERS WILL GIVE YOU 
THAT 


MILLSTONE 
COFFEE .- 
GRINDERS 
FOR COFFEE 
‘CHOPS 
PRODUCTION PROGRAME _ 
- GRINDERS FOR: . D 
COFFEE ——-— 
— "ALL SORTS OF CORN DONE 
“RED PEPER. E 
|. "ALL SORTS OF SEEDS REACH WITH - 
GRACE : ue ccu 
-CHEMICALS 
-CORK 


-FOOD CUTERS 
-SIFTERS 
-TRANSPORTES 


As Stephen Schwartz of the San Fran- 
cisco Chronicle who spotted the item re- 
marks the phrase “AH sorts of seeds reach 
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Traveller’s Tales 


with grace” has the double virtue of being 
incomprehensible and having a certain 
"grace" of its own. The same goes, as far as 





Benedikt Morak of Bandung, Indonsia, is ` 


concerned for an ad for Russian tractors 
advertised in the pages of the REVIEW. The 
tractors boast "universale pneumatic sys- 
tem for trailer brake gear and tyre inflat- 
ing, drive pulley, removable hydraulic cyl- 
inders and breakable hydraulic clutches." 
Is this a technical term unknown to Morak 
and myself, or does it mean the clutches 
break? 


An Indonesian firm also. marketing tractors, 
published its prospectus and a rights issue 
in the pages of the Jakarta Post on 29 April 
this year. Len Steffen of Jakarta spotted a 
rather worrying disclaimer on behalf of 
Bapepam which supervises: Indonesia’s 
securities market: 

BAPEPAM DOES NOT MADE ISSUE AN 
AGREEMENT OR DISAGREEMENT STATEMENT 
FOR THIS SECURITY ISSUANCE NEITHER 
GUARANTEES THE CONTENTS OF THIS PRO- 
SPECTUS EVERY APPROPRIATE STATEMENT IS 
AGAINST THE LAW. 6 


— which makes it appear as if, in Ja- 
karta, every apt statement is illegal. What 


PT United Tractors meant to say was prob- | 


ably something like a typo-ridden dis- 
claimer accompanying another public offer 
by PT Semen Gresik in the pages of the 
same newspaper on 23 May: 

BAPEPAM DOES NOT APPROVE OR 
DISAPROVE OF THIS STOCK, NOR IS IT RE- 


SPONSIBLE FOR THE ACCURACY AND 
COMPLETENSES OF THIS PROSPECTUS. ANDY 
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STATEMENT WHICK CONTRADICTS THE . 


ABOVE IS A VIOLATION OF THE LOW. 9 


Back in Moscow, Bill Allen, another collec- | 


tor of linguistic infelicities, treasures inter 


alia a letter from an Italian businessman || 
apologising for taking a long time to send | 
Allen some material, beginning: "Please | 
apologise for the delay . . .” He also pos- # 
sesses a Russian translation into English of | 


a children's story which includes the sen- 
tence: "Outside, a little boy could be seen 
playing with his balls." And he has a 


-booklet of instructions supplied to guests 


of a Warsaw hotel where he stayed re- 
cently: “Don’t used any instruments which 
3 are reiforced of current upstream which 
aren't in rooms equipment." 

Allen tells me that certain items from 
this column have begun appearing in 
TWIMS (This Week In Moscow), an informal 
broadsheet circulated by the US Embassy 


there. Their source for the items is appar- | 


ently the British Embassy. E 


3 OCTOBER 1991 








HYATT HOTELS & RESORTS 
ASIA PACIFIC 





RESORTS 


Australia 
Hyatt Regency Sanctuary Cove 
(Gold Coast) 
Hyatt Regency Coolum 
(Sunshine Coast) 


French Polynesia 
Hyatt Regency Tahiti 


Indonesia 
Bali Hyatt 
Grand Hyatt Bali 


Korea 
Hyatt Regency Cheju 


Macau 
Hyatt Regency Macau 


Malaysia 
Hyatt Kuantan 


Mariana Islands 
Hyatt Regency Saipan 


HOTELS 


Australia 
Hyatt Regency Adelaide 
Hyatt Hotel Canberra 
Hyatt on Collins Melbourne 
Hyatt Regency Perth 
Hyatt Kingsgate Sydney 
Park Hyatt Sydney 


People’s Republic of China 
Hyatt Tianjin 
Hyatt Regency Xian 


Hong Kong 
Hyatt Regency Hong Kong 
Grand Hyatt Hong Kong 


India 
Hyatt Regency Delhi 


Indonesia 
The Aryaduta Jakarta 
Hyatt Regency Surabaya 
Grand Hyatt Jakarta 
Japan 
Century Hyatt Tokyo 
Korea 
Hyatt Regency Pusan 
Hyatt Regency Seoul 
Malaysia 
Hyatt Kinabalu 
Hyatt Saujana (Kuala Lumpur) 
New Zealand 
Hyatt Auckland 


Philippines 
Hyatt Regency Manila 


Singapore 
Hyatt Regency Singapore 
Taiwan 
Grand Hyatt Taipei 


Thailand 
Grand Hyatt Erawan Bangkok 


“That water looks 
inviting.” 

“So does the view, 
from here.” 


Feel The Hyatt Touch, 





Asia - Australia - Pacific 


When you need a more relaxing 
perspective on life it’s time to escape with 
Hyatt. Our nine Resorts in Asia Pacific offer 
exceptional accommodation in the region’s 
most breathtaking locations. Recommended 
for those who take their pleasure seriously. 





For reservations and more information about Hyatt Hotels and Resorts worldwide, call your travel planner or your nearest Hyatt 


Hyatt Hotels and Resorts enc 








ses hotels managed or operated by two separate groups of 


ration and companies associated with Hyatt International ( 


ompanies — Companics associated with 


yr poration 





Peking’s diplomatic priorities benefit junta 


SLORC salvation 











ў By! Bertil Lintner in Bangkok 
n the wake of the 19 August abortive 
I coup in Moscow, Peking has bolstered 
Ё. its ties with the ruling military junta in 
„Burma — making the Burmese opposition 
parties and their democratic movement the 
biggest indirect losers from this regional 
ealpolitik. 
^ Just three weeks after the Moscow coup 
“the ruling State Law and Order Restora- 
tion Council (SLORC) officially nullified the 
result of the May 1990 Burmese election, in 
| Which the opposition National League for 
emocracy (NLD) scored a landslide vic- 
ory. Lieut-Gen. Aung Ye Kyaw, a junta 
nember, used the occasion to declare that 
e SLORC intends to remain in power for 
ther five to 10 years. 

Analysts attribute the SLORC's un- 
quivocal 8 September announcement, 
iade in the face of strong condemnation 
y many of the world's democratic nations 

over the past year, to a confidence fuelled 
y Rangoon’s increasingly cordial relations 
ith Peking, But this development should 
be seen in the broader context of the post- 
coup collapse of communism in the Soviet 
Union. 
* ^ The failed Moscow coup came as a 
Shock to China's hard-line leadership, but 
: even before the coup Peking had lost much 
of its previous, strategic importance to the 
. West. To compensate, Peking is now busy 


strengthening ties with 
smaller, Asian countries in 
order to remain at least a 
regional power. Apart 
from normalising relations 
with its previous adver- 
saries in Indochina, coop- 
eration with Burma, which 
is rapidly emerging as 
China's closest ally in the 
region, is believed to top 
Peking's new list of priori- 
ties. 

For the SLORC, continu- 
ing support from China is 
seen as crucial for survival. 
The importance of this re- 
lationship was under- 
scored when SLORC chairman, Gen. Saw 
Maung, in his first journey abroad since 
coming to power two years ago, paid an 
official visit to China on 20-25 August. 

The official Xinhua newsagency hailed 
the visit as a big event, while the state-run 
Working People’s Daily in Burma enthusias- 
tically announced that “we have friends, 
those on whom we can count and those 
who can count on us.” The immediate out- 
come of the visit was a badly needed boost 
of morale for the isolated Rangoon regime. 
Peking agreed to give Rangoon a Rmb 50 
million (US$9.3 million) interest-free loan 
for unspecified economic projects and to 
build a television station in Burma. Details 





Saw Maung: survival. 


about further arms shipments are also be- 
lieved to have been discussed. 

China has so far supplied Burma with 
six Hainan-class patrol boats and an un- 
specified number of smaller patrol vessels, 
at least 11 F7 jet fighters, about 100 light 
and medium tanks and the Chinese ver- 
sion of the Soviet PT76 light amphibious 
tank, a substantial number 
of armoured personnel car- 
riers, about two dozen 
37mm and 57mm anti-air- 
craft guns, rocket launchers 
and assault rifles. At least 
five Chinese instructors are 
now based in Burma to 
help the Burmese maintain 
their new equipment and 
an unknown number of 
Burmese naval officers and 
air force pilots are undergo- 
ing training in China. 

Sources in Rangoon say 
the total value of Chinese 
arms shspments — deli- 
vered and. yet to be deliv- 
ered — to Burma amounts: 
to US$1.4 billion, making Rangoon one of 
China's important customers for military 
hardware. The dependence on China for 
military supplies has become of utmost 
importance for Burma. The EC on 29 July 
called for an international embargo on 
military sales to Rangoon, confirming the 
unofficial blockade that most democratic 
nations have adhered to since the SLORC 
was set up three years ago. 

Over the past few years, China has also 
emerged as Burma's most important trade 
partner. Since an initial agreement was 
signed on 6 August 1988 to open official 
cross-border trade, Burma has become 
China's chief foreign market for cheap 
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AUSTRALIA 


. Australia, long accustomed to lecturing 
. other countries on civil liberties and hu- 
. man rights, is about to find itself on the 
receiving end of international attention. 
This time the controversy centres not on 
aboriginals but rather a defiant Mel- 
bourne lawyer, John Little, who says he 
would prefer to rot in jail than abandon 
his principles. 
Little was jailed in early September 
for not paying his union dues. Since 1986 
he has fought the Law Institute of Vic- 
toria over its requirement that members 
contribute to an insurance plan known 
as the Solicitors Guarantee Fund. He ar- 
gues that the premiums are “ludicrously 
high" and make legal services too ex- 








Double jeopardy 


pensive for the average person. 

The case has attracted particular at- 
tention among Australia’s Asian com- 
munity. Little has practised law for 30 
years with experience in Hongkong, 
China and South Korea. His Melbourne 
clientele is largely Chinese. Little’s plight 
has been brought to the attention of the 
UN Committee on Human Rights. 

When Little continued to refuse to 
pay the premium in the 1980s, the law 
institute barred him from practising. 
When he defiantly continued to practice, 
he was charged with contempt and jailed 
by Victorian Chief Justice Sir John 
Young. On that occasion he served eight 
days in jail. Little continued his practice 








despite another successful application by 
the law institute to the state Supreme 
Court in 1988 to have him struck off the 
roll of solicitors. He paid up under pro- 
test to enable him to continue practising. 
In the long appeal process since 1988, 
Little added an argument, claiming that 
the law institute was misusing the gua- 
rantee fund and practising-certificate fees 
for social functions instead of legal aid 
projects. He lost the appeal but refused 
to pay court-ordered fines despite the 
certainty of another jail term. 
Australians, even within the trade 
union movement, have never reached 
consensus on the principle of compul- 
sory unionism. Support for Little comes 
not just from those who believe his alle- 
gations that funds are being misused but 
also from people who believe he is being 
punished unfairly for simply not want- 
ing to belong to an organisation he does 
not support. m Bob Hawkins 
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consumer goods. 

Official Burmese statistics put the two- 
way trade with China at Kyat 1,196.5 mil- 
lion (US$184 million), while unofficial es- 
timates by World Bank consultants say 
nearly US$1.5 billion worth of goods are 
exchanged along the Burma-China frontier, 
not including a flourishing trade in nar- 
cotics from the Burmese sector of the 
Golden Triangle. In comparison, trade with 
the US, which on 19 July last year became 
the first country to impose economic sanc- 
tions on Burma, amounted to a mere 
US$22 million in 1990. Trade with the EC, 
Australia and New Zealand amounted to 
US$132 million in the same year. 

But analysts emphasise that Burma's 
dependence on China goes beyond arms 
supplies and trade. “The Burmese also 
depend on the Chinese for advice on di- 
plomacy and propaganda. We have reports 
about regular meetings between SLORC of- 
ficials and Chinese Embassy staff in Ran- 
goon when they discuss these matters,” an 
Asian diplomat said. Striking similarities 
in the propaganda campaigns of the Chi- 
nese and Burmese governments lend cre- 
dence to this suggestion. 

In view of cooperation in the diplomatic 
field, observers believe that Saw Maung’s 
recent visit to Peking was also an attempt 
to muster Chinese support during the 
current UN General Assembly session, 
where the Burma issue will be discussed. 
Last year, Sweden, supported by 20 West- 
ern democracies, tabled a resolution calling 
on the SLORC to halt human-rights abuses 
and to honour the outcome of the May 
1990 election. 

Following fierce opposition by China, 
Cuba, Singapore and Mexico, the resolu- 
tion was withdrawn at the request of Japan 
for a year — which means that it will be on 
the agenda at this General Assembly ses- 
sion. The Burmese are reported to have 
received with some concern an appeal 
from UN Secretary-General Javier Perez de 
Cuellar on 6 September to release NLD 
general secretary Aung San Suu Kyi from 
house arrest. She was detained on 20 July 
1989 and the house-arrest order was ex- 
tended by another three years in July 1991. 

So the question of whether the SLORC 
will survive for another five or 10 years, as 
Aung Ye Kyaw suggested on 8 September, 
will now more than ever depend on events 
in China rather than on moves by the UN 
and the international community. 

But observers also argue that Rangoon’s 
short-term salvation, the fall of commu- 
nism in the Soviet Union and China's sub- 
sequent, somewhat diminished role as pri- 
marily a regional power, may put the 
SLORC in an even more difficult diplomatic 
position. According to one analyst: “Recent 
developments in the Soviet Union are 
likely to further alienate the Burmese 
regime — along with China's govern- 
ment." Li 
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BHUTAN 


King seeks help to cope with ethnic strife 


Winds of change 


By Rita Machanda in New Delhi 


hutan's King Jigme Singye Wang- 

chuk, gripped by à siege mentality 

over ethnic Nepalese turmoil in his 
country, has won fresh pledges from India 
to help contain political agitation on their 
common border. 

In early September the king met India's 
new leaders who duly reiterated they 
would not allow their territory to be used 
as a staging ground by thousands of pro- 
democracy Bhutan residents of Nepalese 
origin forced to flee after the king revoked 
their citizenship rights. While the king may 
feel encouraged by India's offer to 
strengthen its military outposts along the 
open and heavily forested border, he is 
only too aware of the constraints on New 
Delhi, which must delicately balance its 
interest in Bhutan's stability and a desire to 
avoid inflaming nationalist passions 
among India's own ethnic Nepalese popu- 
lation. 

There is also the issue 
of support for the pro-de- 
mocracy Nepalese among 
officials in India's Marx- 
ist-ruled state of West 
Bengal. An estimated 2- 
5,000 Bhutanese of Nepa- 
lese origin have fled to 
West Bengal's Jalpaiguri 
district in the past year. 
Communist ministers of 
West Bengal have pro- 
tested against raids by the 
Bhutanese army into 
Indian territory to capture 
pro-democracy activists 
and guerillas. 

But it is significant that 
the Indian Government appears to have 
turned a blind eye to the abduction of 
leading Bhutanese dissidents who have 
sought refuge in West Bengal and 
Assam. 

In trying to forge closer ties with India, 
the king played on New Delhi's anxiety 
over a "Greater Nepal" movement that 
could galvanise ethnic Nepalese across 
northeastern India and southern Bhutan. 
India's indifference and even antagonism 
towards the pro-democracy movement in 
Bhutan stems from the assessment that it is 
controlled from Nepal. 

The resurgence of democracy in Nepal 
and challenge to its monarchy have cer- 
tainly given a fillip to the democratic forces 
in Bhutan. Moreover, the Nepali Congress 
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King Jigme: under siege. 


party and leftist parties in Nepal strongly 
back dissidents of Nepalese origin in Bhu- 
tan. 

Although Nepal has no border with 
Bhutan, the open border with India has 
made it possible for more than 6,000 
Bhutanese to seek refuge in Nepal. 
Most of the refugees are activists of the 
Bhutanese People's Party and human- 
rights groups. 

Ironically, the King's own actions to 
assert Bhutanese culture became trans- 
formed into a movement for multi-party 
democracy and fuelled Nepalese activism 
which both Bhutan and India fear. 
Alarmed at a shift in the demographic 
balance as revealed in the 1988 census 
which showed Nepalese Gurkhas in the 
majority in five southern districts, the 
king imposed a Bhutanese-Buddhist cul- 
tural hegemony and denied expression of 
Nepalese Hindu culture and decreed that 
the traditional Bhutanese dress be worn 
by all. The teaching of Nepalese language 
was dropped from schools 
and the Bhutanese 
Dzongkha language was 
enforced as the official 
language. 

Census figures were 
whitewashed in 1989 with 
the king claiming Bhutan's 
population was only 
700,000, of which only 
28,000 were ethnic Ne- 
palese and the rest were 
illegal immigrants. Ac- 
cording to the 1988 census, 
Bhutan's population was 
1.37 million, of which 
Bhutanese Buddhists com- 
prised 48%, the Nepalese 
45% and others 7%. 

Matters came to a head when the 1985 
citizenship act — which declared 1958 as 
the cut-off point for citizenship by 
domicile in Bhutan — was rigorously en- 
forced, resulting in the statelessness of 
some 30,000 ethnic Nepalese who had no 
documentary evidence of domicile. The 
measure sparked mass protests in August 
and September 1990. Some 325 people 
were said to have been killed in the follow- 
ing violence. 

India sought to persuade the king to 
drop the dress and cultural code. However, 
the king no longer believes rescinding the 
cultural code would make a difference, and 
New Delhi is wary of pushing him too 
far. п 
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AFGHANISTAN 


Hardliners are buoyed by Saudi weapons 


Hungry for arms 





By Salamat Ali in Islamabad 
espite the recent US-Soviet 
agreement to halt arms 


D supplies to their allies in 


Afghanistan, a newly opened 
weapons pipeline from Saudi Ara- 
bia to hardline mujahideen threat- 
ens to undermine negotiation ef- 
forts to end the country’s civil war. 

Since the Gulf War, Saudi Ara- 
bia has been furnishing hardline 
Afghan guerillas with captured 
Iraqi weapons, including Soviet 
T62 tanks, anti-aircraft guns and 
120-mm апа 130-mm artillery & 
guns. About 300 tanks are said to ` 
have been delivered and some 
have been spotted near Gardez 
and Jalalabad. 

The massive influx has confused the 
moderates since they supported the allied 
forces in the Gulf War while the hardliners 
were outspoken in their backing of 
Saddam Hussein. More importantly the 
moderates are demoralised because they 
feel the Saudi arms shipments will only 
stiffen the hardliners’ resolve to fight rather 
than negotiate. Some resistance groups es- 
timate that with the current stockpiles, 
fighting could last three to four years. 

Acknowledgment of the arms pipeline 
comes in the wake of several encouraging 
signs the Afghan civil war might draw to a 
close. In addition to the US-Soviet agree- 
ment, Kabul and resistance groups had 
accepted UN Secretary-General Javier 
Perez de Cuellar's five-point formula for 
an intra-Afghan dialogue. Kabul had 
agreed to a demand by the resistance bar- 
ring President Najibullah from participat- 
ing in the dialogue or serving in the pro- 
posed interim government ahead of elec- 
tions. Differences between most Pakistan- 
based and lran-based resistance groups 
had been overcome and both blocs were 
invited to Moscow for talks. 

But the Moscow visit illustrates the in- 
trigue and reservations among the parties 
to the conflict. Russian President Boris 
Yeltsin had invited Pakistan-based Afghan 
Interim Government (AIG) President 
Sibghatullah Mojadedi to Moscow. Before 
Mojadedi could decide on the dates of his 
visit, the Soviet Embassy in Islamabad sent 
its own invitations to Mojadedi, AIG Justice 
Minister Pir Ahmed Gailani and two other 
ministers for talks with Soviet officials in 
Moscow. These invitations were the prod- 
uct of Soviet Deputy Foreign Minister 


mujahideen dismayed by arms influx. 


Nikolai Kozyrev's talks with resistance 
leaders in Islamabad before the failed So- 
viet coup. A similar invitation was ex- 
tended to Iran-based resistance leaders, 
headed by Rahmatullah Murtazavi. 

The Soviets pointedly ignored hardline 
resistance leaders Gulbadin Hekmatyar of 
Hizbe Islami, Yunus Khalis who heads his 
own faction of Hizbe Islami and AIG Prime 
Minister Abdul Rasool Sayyaf. All three 
had boycotted the second round of Afghan 
resistance talks in Teheran. It is said that 
powerful Pakistani backers of the 
hardliners are unhappy about the Kremlin 
shunning their surrogates and thus have 
pressured moderates to delay accepting 
their invitations to Moscow. 


BANGLADESH 


Oath to 


democracy 


Power was formally transferred to a 
popularly elected government when 
Prime Minister Khaleda Zia was sworn 
in under an amended constitution on 19 
September, marking the end of 16 years 
of executive presidential rule. 

The new constitutional provisions re- 
turning Bangladesh to a Westminster- 
style parliamentary system were sup- 
ported by 84% of voters in a referendum 
on 15 September. 

Khaleda made some changes to her 
cabinet — though retaining most of the 








The hardliners oppose Perez de 
Cuellar's proposal that would allow 
Najibullah's Watan Party to compete in 
elections following the interim govern- 
ment. Moderates too are deeply concerned 
about the credibility of the interim govern- 
ment and ensuing elections. Gailani told 
the REVIEW that Perez de Cuellar assured 
him and Mojadedi in Teheran that 
the interim government would in 
no way be under the shadow of 
the present Kabul leadership. 

Although flush with Soviet 
arms, Kabul is under pressure. Its 
patron Moscow faces its own fi- 
nancial and food shortages and is 
unable to maintain traditional aid 
levels. Furthermore, the Kabul re- 
gime is under threat of coups from 
various directions. Hekmatyar and 
former defence minister Gen. 
Shahnawaz Tanai, who defected to 
the resistance after the failure of 
the last attempted coup, are in 
close touch wih the army and 
Afghan politicians. Najibullah was 
recently forced to put his prede- 
cessor Babrak Karmal under house 
arrest and arrest Gen. Ehsamuddin, head 
of the state security agency. 

In an apparent attempt to outflank the 
hardline guerilla groups, Najibullah on 18 
September restored former King Zahir 
Shah's citizenship, creating the possibility 
he could assume control of the interim 
government. But few expect the ex-mon- 
arch to return to Kabul soon and sacrifice 
his neutrality. Nor is it known whether the 
mujahideen will accept Zahir Shah. 

Another critical question remains. So 
long as the hardliners reject any plan that 
does not guarantee their ascendancy in 
Kabul, what value would an agreement 
between moderate Afghan guerillas and 
the Soviet Union have? a 


AONIHO DAN 


incumbents — which had resigned to 
take a fresh oath under the new constitu- 
tional provisions. She dropped Bangla- 
desh National Party (BNP) heavyweight 
Badruddoza Chowdhury, who was edu- 
cation minister, though he will remain 
deputy leader of the house. 

The prime minister has given up her 
portfolios for home affairs, information 
and energy but retains defence, establish- 
ment and energy. There had been con- 
cern that the work of some of the minis- 
tries had suffered because of her other 
responsibilities. Finance Minister Saifur 
Rahman, who has introduced tough eco- 
nomic measures, kept his job despite 
speculation that he might be removed. 
However, Rahman's Planning Ministry 
portfolio was given to Zahiruddin Khan, 
a flamboyant industrialist who is not аге 
MP. 
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PAKISTAN 


Islamabad seeks closer ties with Teheran 


Courting the imams 


By Salamat Ali in Islamabad 
fter nearly four decades of security 





pacts and economic cooperation 

with the West, Pakistan is being 
forced to distance itself from its former al- 
lies because of their opposition to its nu- 
clear programme. This is one reason why 
Islamabad is looking for new political rela- 
tionships with its Islamic neighbours. 

The new foreign policy design was ar- 
ticulated by President Ghulam Ishaq Khan 
during a mid-September visit to Iran when 
he proposed a confederacy of Islam of 
some 43 Islamic states. The choice of Iran 
as the first ally ineIshaq Khan's campaign 
is natural because both Pakistan and Iran 
profess to be ideological Islamic states. 
They also share the sense of gloom com- 
mon among the world’s Muslims in the 
wake of the Gulf War. 

Iran attached considerable importance 
to Ishaq Khan's visit. He became the first 
foreign dignitary to address the post- 
revolution Iranian parliament. More im- 
portant, he was also received by Syed Ali 
Khamenei, Iran’s supreme spiritual leader 
who does not usually meet foreign visitors. 
Substantive discussions on a host of bilat- 
eral issues added further weight to the 
visit, convincing the Iranians that the 
president was articulating the joint view of 
the Pakistani establishment. 

The visit came in the wake of major re- 
gional developments including the loos- 
ening of Moscow’s control over its Islamic 


Khaleda’s government has 21 cabi- 
net ministers, 15 ministers of state and 
three deputy ministers. Four ministers 
are from outside parliament, as allowed 
by the amended constitution. 

Two other senior BNP stalwarts who 
played critical roles during the demo- 
cratic struggle — Abdul Matin Chowd- 
hury and retired brigadier A. Hannan 
Shah — are new cabinet ministers. 
Chowdhury has been given the Minis- 
try of Home Affairs while Shah takes 
over the Ministry of Jute. Najmul Huda, 
a lawyer and a noted civil-rights activ- 
ist, has become information minister. 

For the first time two women MPs 
have been appointed ministers of state: 
Jahanara Begum as minister for culture 
and Sarwari Rahman in the social wel- 
fare and women's affairs portfolio. 

п 5. Kamaluddin 
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Central Asian republics and improved 
prospects of peace in Afghanistan. Glo- 
bally, both Iran and Pakistan feel they have 
been isolated by the US and pressured by 
American view of a new world order. 

Addressing the Iranian parliament, 
Ishaq Khan in a clear but indirect reference 
to the US-sponsored new world order 
condemned the "new kind of imperialism, 
new hegemonic roles and international and 
regional bullies.” Equally welcome to his 
hosts was his view that the security of the 
Gulf should be the responsibility of the re- 
gional states alone. 

Ishaq Khan called for evolving a crisis- 
management system, which the Muslim 
world could use to mediate in disputes 
between countries. In case 
of hostilities, he said, the 
aggressor country should 
be clearly identified and 
collective action taken 
against it. He argued also 
for cooperation among 
Muslim states for building 
an indigenous defence ca- 
pability rather than buying 
security from outsiders. 
Iran could not have agreed 
more. During its long war 
with Iraq, Teheran kept 
demanding that Iraq be 
named the aggressor. In 
the recent allied campaign 
against Iraq to free Kuwait, 
Teheran opposed the in- 
duction of outside forces into the region. 

But Ishaq Khan's focus was really on 
economic issues. Arguing that most of the 
wealth generated in the Muslim countries 
was being invested in the West, he called 
for economic integration of Muslim coun- 
tries. He suggested two steps: one, forma- 
tion of an Islamic common market and 
two, setting up of an Islamic central bank 
to provide balance of payments support 
and financial security to the entire region. 

Behind the scenes, Pakistan accepted 
the Iranian suggestion not to rush into 
recognition of Muslim republics of Soviet 
Central Asia most of which were heavily 
dependent upon Moscow for vital indus- 
trial products that could not be supplied 
by the Muslim world. The conclusion was 
that patience would do the trick because, 
with increasing autonomy, these republics 
would naturally gravitate towards the 
south. 

Soon after Ishaq Khan's return Minister 
of State for Foreign Affairs Sadiq Kanjoo 
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Ishaq Khan: unity. 


replied to reporters' questions on recogni- 
tion of the Central Asian republics by say- 
ing that Islamabad was moving in that di 
rection but there would be no hasty deci- 
sion. He added that the president of 
Uzbekistan had been invited to visit Pak- 
istan and Pakistan International Airlines 
would soon begin a service between 
Karachi and Tashkent. 


Foreign-policy experts in Pakistan are 4 


divided on the prospects of a Muslim bloc. 
Some believe that the commonwealth pro- 
posed by Ishaq Khan is not a mere fantasy 
but a distinct possibility though it could 
take time to materialise and might have to 
pass through several phases. Others argue 
that Arab ethnic chauvinism would never 
allow the idea to succeed. According to this 
view, the oil-rich Arabs would be quite 
happy to continue their current financial 
and security arrangements for the 
foreseeable future. 

Some analysts consider it far more fea- 
sible for Pakistan, Iran and Turkey to pro- 


vide a nucleus to which will all Muslim - 


Central Asians might eventually gravitate. 
Turkey is unlikely to be 
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no option but to turn east. 
In a couple of decades 
there could be some 
chance of Arabs also feel- 
ing attracted to a non-Arab 
Muslim association. 

During Ishaq Khan's 
visit, the two sides signed 
five memoranda of under- 
standing to promote co- 
operation in road building, 
transport, railways, tele- 
communications and  oil- 
and-gas exploration. 
Agreeing that develop- 
ment of infrastructure 
must precede significant economic coop- 
eration, a joint ministerial commission was 
formed to supervise cooperation in road 
building and transport. It was agreed to 
link the railhead at Zahidan on the Paki- 
stan-Iran border with Kerman to ensure 
through rail traffic from Pakistan into Iran 
and onwards to Europe through Turkey. 

Hearing complaints of inadequate tele- 
phone circuits from Pakistan, Ishaq Khan 
ordered Pakistani officials to visit Teheran 
soon to discuss expansion of telecom links. 
The president also ordered the imediate 
installation of 16 additional satellite and 
microwave circuits for Iran. 

In early October, Pakistani experts are 
to visit Teheran to finalise Iranian help in 
joint exploration for oil and gas in the 
border regions of Baluchistan. About the 
same time, another official delegation is to 
visit Teheran to finalise the selection of 
contractors for the proposed Iranian-fi- 
nanced oil refinery at Karachi based on 
Iranian crude. m" 


They believe that since 


admitted to the EC, it has — 
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Adrift without the Soviets 


ver a 40-year period Sino-Soviet 

relations have ranged all the way 

from close alliance in the early 

1950s, to intense antagonism 
throughout most of the 1960s and 1970s, to 
full normalisation at the end of the 1980s. 
One result of this has been that the Mon- 
golian security environment has changed 
dramatically several times. 

The strategic role of Mongolia can be 
described as that of a buffer zone between 
major powers interested in or bordering on 
Central Asia. This is hardly a recent deve- 
lopment. For many centuries before the 
birth of rivalry between the two commu- 
nist powers, control over Mongolia was the 
key to influence in Central Asia. But Mon- 
golia’s position became particularly crucial 
during the period of Sino-Soviet confronta- 
tion. 

There can be no doubt that deployment 
of Soviet troops in Mongolia during the 
1960s significantly helped improve the 
geopolitical situation of the Soviet Union. 
The Soviets viewed Mongolia both as a 
buffer and as a “deterrent territory” against 
China. On the other hand, given the length 
of the border (4,500 km) it is not surprising 
that China felt especially vulnerable to an 
attack launched from Mongolia. Mao 
Zedong called Mongolia a “fist in China’s 
back.” 

Today the Sino-Soviet relationship is 
being fundamentally restructured though, 
at least according to Chinese sources, it will 
not revert to a formal alliance like that of 
the 1950s. China and the Soviet Union 
continue to consider each other as a long- 
range threat, but at the diplomatic level 
relations are changing in ways that have 
profound implications for Mongolia. 

The Sino-Soviet joint communique of 
May 1989 invalidates Soviet obligations to 
aid Mongolia against attack, at least from 
China. This is because the agreement 
commits the Soviet Union and China not 
to use force or the threat of force against 
each other in any manner. The ban covers 
actions involving the use of the territory, 
territorial waters or air space of any third 
country adjacent to either party. 

Mongolia is also affected by changes in 
the strategic thinking of both Peking and 
Moscow. Soviet doctrine has shifted from 
the idea that attack is the best form of de- 
fence to the idea that defence is the best 
form of defence — a change which means 
it no longer has much interest in stationing 
troops beyond its own frontiers. China 
meanwhile is changing its strategic doc- 


By R. Bold 


trine from the defence-oriented "people's 
war" to “war under modern conditions.” 
This places emphasis on local border wars. 

Changes in the Sino-Soviet relationship 
and in the two countries' thinking on stra- 
tegic issues mean that Mongolia faces a far 
more complex security situation than in the 
comparatively recent past. The Mongolian 
People's Republic has a treaty of friend- 
ship, cooperation and mutual assistance 
with the Soviet Union and a treaty of 
friendship and cooperation with China. 
How to balance these treaty relationships 
so as to remain on good terms with both 
neighbours is one of the challenges facing 
Mongolia. There is also the possibility of 
abandoning the principle 
of alliance policy and of 
integrating Mongolia 
within some Northeast 
Asian security frame- 
work. 

An important psycho- 
logical change which 
may ease our entry into 
the new era is that the 
historic Mongolian per- 
ception of a "threat from 
China" generally no 
longer exists. However, 
the fading of the Chinese 
threat does not mean that 
we are free of external 
threats; indeed Mongolia 
could not possibly cope 
on its own with the en- 
tire spectrum of possible 
threats to its security. We 
have to deal with con- 
flicting realities such as 
our own inexperience 
and the unwillingness of 
neighbouring countries 
to accept Mongolia's in- 
creasingly independent 
line. 

As a result of its open- 
door policy, Mongolia is 
rapidly becoming part of Northeast Asia in 
a political sense. In an economic sense, 
however, it remains painfully remote from 
Northeast Asia and this increases our vul- 
nerability. Today Mongolia is having to 
cope with new and potentially disastrous 
assaults on its security stemming from the 
debt situation and the country's economic 
crisis. Other security-related problems that 
are attracting attention include food short- 
ages, lack of modern transportation and 
communications links with the outside 
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Northeast Asia 
should foster 


the . realise its greatest na- 


world and ecological factors. 





The problem of adjustment to the new | 


security era is complicated by the lack of a 
single balance of power in Asia. There are 
in fact several balances of power, and 
needless to say, this creates a nightmare 


for arms control. In Northeast Asia the | 
radical reduction of conventional arma- | 


ments is an issue that arises along the Sino- 
Soviet border and in the Korean peninsula. 
As an alternative to bilateral arms reduc- 
tions agreements there is scope for unilat- 
eral confidence-building measures. 
Mongolia already made a unilateral 


gesture by reducing its own armed forces | 


by 20,000 troops in the past two years. 
Now it may be time for 
other nations to make 
similar moves, including 
China and the Soviet 
Union, whose relations 


security perceptions of 
the US and Japan. 
A further rapproche- 
ment by Peking and 
.. Moscow would require 
[. both to take a new and 


= " + 


Mongolia. Consultation 
; on Northeast Asian se- 
. curity problems pro- 
> 


of an environment that 
enables each country to 


tional potential, and thus 
. contributes to a more se- 
cure regional environ- 
à 


tries to encourage and 
foster the development 
of an independent, non- 
aligned and internation- 
ally cooperative Mongolia. The existence of 
such a country should be acceptable to 
both the Soviet Union and China. Mongo- 
lian independence and neutrality could be 
a factor in helping to stabilise the balance 
of power between them and within all of 
Northeast Asia. н 


- Northeast Asian coun- 
À 


R. Bold is executive secretary of the Mongolian 
Centre for Strategic Studies. The views ex- 
pressed are his own and should not be construed 
as those of the Centre. 
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Эч JAPANESE EMPEROR 1 


_ For the first time, an emperor and empress of Japan are 
. venturing into Southeast Asia. As Emperor Akihito and 
` Empress Michiko make their way from Thailand to Malay- 
- sia and on to Indonesia their visit is bound to be taken as 
. having a double entendre: it will bolster good relations as 
— Japan looks to Asia in the post-Cold War era, and it will give face 
. to countries once subjugated as part of Japan's Greater East Asia 

| Co-prosperity Sphere. 
-~ Tt also is the royal couple's first official overseas tour since 
— Akihito's accession to the throne. Akihito previously visited all 
з three countries as Crown Prince. His father, the Showa Emperor, 
. from 1912 until his death in 1989, visited both the US and several 
BOE countries during his reign. Japan is the chief source of 
. aid for all three countries and their biggest trading partner. Total 
. two-way trade between Japan and the three Asean countries 
. reached nearly US$42 billion in 1990, according to Japanese fig- 
ures, equivalent to about half Japan’s bilateral trade with the EC. 
The royal couple has received invitations from both South 


difficult for Akihito to visit China before going to Korea, 
and the secretive minders of the Imperial Household 
Agency are chary of exposing the emperor to a bad recep- 
tion. In South Korea, the would risk running into 
demands to issue an apology over World War II. 

Thailand, a non-combatant in the Pacific War, was never occu- 
pied by Japan. Warm relations between the royal families of both 
countries, moreover, date back to the 19th century. Japan's occu- 
pation of Malaysia and Indonesia during the war were relatively 
brief episodes lasting less than five years, in contrast to Korea's 35 
years as a colony and China's long, bloody struggle. 

Not that there are no latent anti-Japanese feelings in Southeast 
Asia. In 1974, then prime minister Kakuei Tanaka encountered 
anti-Japanese riots in Thailand as well as in Indonesia during his 
disastrous tour of Southeast Asia. But the Tanaka riots were moti- 
vated primarily by resentment of Japan's aggressive economic 
inroads rather than memories of the war. After nearly two dec- 


1 ades of diplomatic efforts, expanded flows of investment and aid, 
.. Korea and China (China reiterated its request during Prime Min- and greater degree of economic interdependence, such unpleas- 
on Kaifu's recent visit to Peking in August.) But it would be 





5 antness is far less likely to occur today. m Robert Delfs 


EE ` 


Looking East, popular once again, was literally torture in the war years 


Kinder Co-prosperity 


By K. Das in Kuala Lumpur 





ooking East was literally torture 

i for Malaysians in the war years, 
but today they turn to Japan for 
pleasure and profit. Japan is no 

longer the object of revulsion it used to be, 
even if businessmen know of the legends 
of Bushido and the ninja, legends of ruth- 
less fighters ensconced in a cultural milieu 
that cannot be penetrated. There is respect 


gling from his waist, a loathsome, terrify- 
ing troll of a figure. This secret policeman's 
role, however, was far from secret. And 
mothers no longer had to evoke images of 
the pontianak (female vampire), or the 100- 
headed Ravana or the God of Hell with his 
red visage festooned in black hair, to keep 
the children quiet. “The Jepun Devil will 
come!” was an awesome thought. And the 
accompanying maternal shudder was not 
only realistic, it was all too real. The new 


and admiration for the Jepun, and 
certainly some trepidation, and in 
recent times a growing feeling that 
what the Imperial army could not 
achieve half a century ago, the 
tradesman of the Sogososhas has. 

Malaysia's former foreign minis- 
ter, Tan Sri Ghazali Shafie, put it 
bluntly in Tokyo last year when he 
declared that Japan was “over- 
stretching its grabbing hands as it 
did [before] not knowing where to 
stop.” 

For Ghazali’s Pacific War genera- 
tion the ogres and monsters of their 
own myths and legends were sud- 
denly reduced to poor ghosts by the 
early 1940s. There was a new mon- 
ster in their midst, the ubiquitous 
kempeitai, the Japanese secret police- 
man, short and squat, foul-tem- 
pered, the killer-knight in his floppy ы 
cap and a hasty katana (sword) dan- — Inheritor of the Imperial past. 
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monsters in the streets were not to be exor- 
cised by priests, penances or prayers. 

If there was no Dachau, Belsen or 
Buchenwald gas ovens for the local Jews 
(read "Chinese") in Southeast Asia, there 
were intimations enough of a civilisation 
running amok down the peninsula and 
into the archipelago below, and they were 
perhaps more dreadful than the whispered 
stories of Nazi devils seeping in over the 
BBC; here were sights of freshly severed 

human heads on spikes displayed 
* at busy city junctions and market 

places. Hitler hid his chambers of 
horror from his Aryan blondes, but 
the rampaging Knights of the 

Bushido seemed to revel in open 

terror. Signs under the gory heads 

triumphantly proclaimed Imperial 

Government responsibility for the 

horror. Populace be warned: no 

challenge would be brooked. 

There were no vast concentration 
camps for local civilians, but there 
were the mass graves of innocent 
women and children slaughtered in 
the first flush of victory, and then 
the Siam Death Railway recruiting 
gangs working in broad daylight; 
and later still, no walls around com- 
pounds filled with human derelicts. 
— remnants of slave labour gangs 
— dying slowly of building Impe- 
rial Japan's Greater East Asia Co- 
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prosperity Sphere. 

National populations were railroaded 
into working for this mish-mash vision of 
a Brave New Asia, (conceived by Japanese 
scholars and the military in prolonged na- 
tional debates in the years before the Sino- 
Japanese War of 1894-95). People in Ma- 
laya and Singapore, with small variations 
in the rest of the region, began their work- 
ing mornings in compulsory parades, in 
schools, factories and offices — even plan- 
tations — looking East, facing the Rising 
Sun, as the school principal, or some colo- 
nel or lieutenant in uniform bellowed: “Dai 
Nippon Tenno Heika! Banzai!” And the re- 
sponse had to be a full-throated and con- 
vincing: “Banzai!” 

Then came the order to bow, often in an 
angry scream loud enough to wake the Son 
of Heaven in his walled Imperial Palace: 
“Sai keirei!” It had to be that deep bow, of a 
full 90 degrees from the waist, held with 
unblinking closed eyes for several pre- 
scribed seconds. Then the reading of Impe- 
rial Decrees, and the national anthem sung 


by the assembly: “The Empire would last a 
thousand years . . . until the moss covered 
all the pebbles . . .” 


For the English educated it was a de- 
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The Pacific War came to Malaya in 1941; by 1 
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mand to shift gear, and to engage the mind 
into the ridiculous after all those years of 
“God Save The King,” “London Bridge Is 
Falling Down” and similar inane invoca- 
tions; for those steeped in Indian, Chinese 
and Malay culture it was total absurdity 
that was publicly being sanctified with the 
business end of a bayonet. 

There was much laughter and merri- 
ment — behind closed doors of course — 
about Kigen Setsu (Empire Day, 11 Febru- 
ary), Marai Shinsei Kinenbi (Anniversary of 
the Rebirth of Malaya, 15 February, the day 
Singapore fell) and Meiji Setsu (Emperor 
Meiji's birthday, 3 November), and there 
was a growing certainty amounting to ac- 
tive faith that the whole insane joke would 
come to an end sooner rather than later. 
The new Empire-wallahs, who ate their 
fish raw and bathed naked in full view of 
the general public, were clearly even more 
out of tune with the land than the old. 
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5 February 1942, Japanese Time began and lasted until 1945. 


As the older locals still call it, it was 
Japanese Time, the clocks set two hours 
ahead to match Tokyo time, the time of 
boiled tapioca root and banana money, 
because the staple was no longer rice in the 
market which reeled under the weight of 
paper currency (the green 10 dollar note 
depicted a banana tree) churned out in the 
last days with an abandon beyond any 
logic. One estimate was that Japanese 
military units had jointly and severally is- 
sued some 7 billion of their dollars com- 

to less than 220 million in circulation 
under the British before the war. In 1945, 
when the war was over, the British Military 
Administration took control of 300 tonnes 
of banana money and dispatched it all to 
incinerators in the country. 

The sunshine and rains — and the 
sparse populations — did help keep fam- 
ine at bay, but it was a nightmare for all 
that. The years produced bumper harvests 
of beri-beri and all the wasting diseases of 
protein and vitamin deprivation, particu- 
larly in the urban areas. Japanese kaisha 
(companies) and kumiai (associations) mo- 
nopolised the local and export trade in 
primary produce including rice and fish. 
Rice production itself fell by more than 
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half, and so did the production of poultry 
and other meat products. The tin and rub- 
ber industries came under the giant Japan- 
ese family trusts (zaibatsu) like Mitsui 
Kosan, Toyo Kosan, Nippon Kogyo and 
Junan Sakin. 

By 1945 the Japanese soldier was still 
feeding well, but the panic food-growing 
programmes — even golf courses and 
playing fields were dug up to plant tapioca 
and sweet potatoes — introduced in 1943, 
were not working. If there was to be a 
prolonged campaign against the expected 
invasion by the Allies, the urban popula- 
tion would have quickly faced starvation. 

The Knights of the Bushido were to 
milk the country as fast as they could to 
feed the Imperial war machine, but the Ja- 
panese governors of the Malay States knew 
little about governing colonies. What 
goodwill there was in some sections of the 
population in the early days was gone. 
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Then, mercifully, as most of the old-timers 
still put it, the Bomb fell. Talk of Hiroshima 
and Nagasaki, and campaigns against nu- 
clear war today, make sense to the genera- 
tion born after independence in the late 
1950s, but to the victims of the occupation 
it was an agent of deliverance from evil, 
and, to many, it was divine retribution as 
well. 

The collapse of Singapore just 70 days 
after Pearl Harbour produced incredulity 
and groaning laments in Whitehall, and 
Winston Churchill was saying to the US 
Congress on Christmas Eve 1941, as Gen- 
eral Yamashita’s bicycle army was pedal- 
ling down the Malay Peninsula, “It be- 
comes still more difficult to reconcile Ja- 
panese action with prudence or even san- 
ity. What kind of people do they think we 
are?” 

Churchill would not have been aware 
of the irony of it, for the unctuous laments 
which went on well into the post-war years 
did not embrace the real war victims, the 
thousands (mostly Chinese) who were 
robbed, tortured and murdered. To this 
day the paltry war reparations made by 
Japan remain the subject of bitterness, not 
only against the Japanese but the British 


government as well. 

To many Chinese now in their 60s and 
70s, the British relinquished their respon- 
sibility and their honour when they fled 
before the advance of an inferior force 
(100,000 against 30,000 Japanese is their 
working figure). All the complex military 
explanations about wartime exigencies, 
priorities and shortages (aircraft and air- 
craft carriers) are dismissed as poor excuses 
— Japan is not a poor nation any more, 
they say, Japan can still pay, and so can the 
British. 

The Chinese — through the Overseas 
Chinese Association — were actually 
forced to collect 50 million Straits dollars 
within the year ending 20 April 1942 and 
that had virtually bankrupted the commu- 
nity. 
The post-war colonial government 
agreed to the Chinese community's de- 
mand that the money be returned by Ja- 
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pan, and the item was included in Britain’s 
war indemnity claims, but nothing came of 
it. Indemnities paid to Britain included 
US$454 million earmarked for Singapore 
and Malaya, and Japan has since argued 
that because the two territories were Bri- 
tish at the time, there was no obligation to 
pay anything further. 

After the war the Japanese government, 
in an action that took 22 years to material- 
ise, agreed to make gifts of US$25 million 
each to Singapore and Malaysia. Singapore 
also received loans of US$25 million at in- 
terest rates of 4.5% and 5.5% — to buy 
Japanese goods. Even the gift of US$25 
million to Malaysia (to purchase two 
Japanese-made ships) was marred by a 
sudden Japanese decision to add a clause 
to prevent further claims. Prime Minister 
Tunku Abdul Rahman's cabinet rejected 
the condition, which was in due course 
deleted. Nevertheless, it was tacitly agreed 
that no further demand would be made. 

One of the more persistent “Blood 
Debt” campaigners today is Soon Kian 
Seng who in 1942 saw his village in Negri 
Sembilan depopulated and torched in a 
single morning after the people were asked 
to gather in the local green for an “impor- 
tant announcement.” The people came in a 
picnicking mood and fed the soldiers with 
the best they had in their larders. After the 
feast the soldiers surrounded the field and 
shot or clubbed to death everyone in sight. 
Young Soon's grandmother, through some 
survival instinct, had remained with the 
seven-year-old boy at some distance from 
the feast, and ran for her life with him in 
tow. 

Soon, now a Kuala Lumpur Airport 
taxi-driver, has written several letters to the 
Japanese Government (he always carries 
photocopies of them as well as photo- 
graphs and other occupation-related docu- 
ments in his cab), demanding compensa- 
tion for the victims of the families. He has 
spoken to Japanese academics, 
journalists and writers, and 
says, "They talk, write notes, 
visit the mass grave sites, take 
photographs. Then nothing 


happens. I suppose they write 


Over the years several mass 
graves have been identified, the 
remains exhumed, prayers of- 
fered, and reburied under me- 
morial monuments, a huge one 
as recently as 1984. In 1972, a 
call by Japanese residents in 
Singapore for the removal of 
one such memorial on the sea- 
front created an uproar. One 
Shiro Kanda wrote in the Ja- 
panese-anguage World Weekly 
that Japanese residents felt that 
with the paying of the "Blood 
Debt," the "sentiments" of 
Singaporeans had "vastly im- 


proved." The clumsy ar- 
gument revived the old 
hatreds for a time. In a 
1984 publication, Malayan 
Chinese Resistance to Japan 
1937-1945, Selected Source 
Materials, the editor, 
Chua Ser Koon, wrote: 
^, , . the painful memo- 
ries of the occupation did 
not really subside until 
some 26 years elapsed 

For some they will 
never fade away. Japan, 
as Soon sees it, had 
humiliated all the Great 
Powers, and the White 
Man's preoccupation was 
not with the liberation 
of the people in peril, but the recovery of 
the lost stamping grounds of his glory 
days. And so Britain's post-war pro- 
grammes, like the French and Dutch pro- 
grammes, foundered on the naive belief 
that the liberated masses would welcome 
the old colonialism — merely because the 
Japanese had been brutal. "Cannot," says 
Soon, "they both still owe, Japanese and 
British. Both are responsible. Indemnity is 
indemnity, blood debt is blood debt. C 
annot be forgotten." 

Despite the horrors perpetrated in 44 
months of the occupation, despite all the 
heavy post-war propaganda hailing the 
glory of Western democratic and judicial 
traditions, the hatred of the Japanese was 
not replaced by any consuming love for 
the returning White colonial master. Even 
more significantly, hatred of the Japanese 
did not fester and grow. 

The hatred may well have remained 
and even grown if not for the new post- 
war preoccupation — the communist ter- 
rorists in the jungle. Ironically, the target of 
the new hate and fear was the same army 





Footsoldiers in a newfangled co-prosperity sphere. 
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Soon: 'blood debt is blood debt.' 


which harassed the Ja- 

panese from 1941-45, the 
$ Malayan People's Anti- 
* Japanese Army (MPAJA). 

The Chinese-domi- 

nated MPAJA was to be- 
come the MPABA (the B 
standing for British) after 
the communist party 
was banned in 1948, but 
in the brief interregnum 
before the British troops 
arrived, they harassed 
and bullied Malay vil- 
lagers, and even briefly 
set up local soviets or 
governments, and sowed 
the seed of Sino-Malay 
suspicions that were to 
last for decades. 

The local Chinese myth was that the 
Malays had collaborated with the Japanese 
while the Chinese fought them in jungle 
and town. The Malay myth was that the 
Chinese communists and Kuomintang Na- 
tionalists alike were bent on domination of 
what was a Malay country. These percep- 
tions contained ill-digested half-truths 
complicated further by the divide-and-rule 
policy of the Japanese as well as the Bri- 
tish. 

The new jungle war (formally from 
1948-60) was fought by the British on two 
fronts, military and economic, and the 
propaganda in which the campaigns were 
packaged had no time or space for defeated 
enemies. The British had their hands full 
keeping the communists at bay as well as 
in keeping the Sino-Malay peace. 

Quite different from Thailand, the Phi- 
lippines or Indonesia, nationalism came to 
fruition in Malaya more slowly, hand-in- 
hand with growing prosperity, and the 
nationalists did not need to protest against 
Japan's economic adventures in the region 
in the 1950s and 1960s. Malaysia's own 
prosperity -was buffer enough 
against ethnic violence as well 
as against any Japanese eco- 
nomic threat, and if the new 
knights of the new co-prosper- 
ity could deliver the glittering 
consumer goods, why not? The 
Japanese miracle which the 
West was already praising 
looked too good to reject out of 
sheer pique. 

If the post-war generations 
increasingly saw Japan as an 
economic role-model, Prime 
Minister Datuk Seri Mahathir 
Mohamad outdid the rest of the 
region with his Look East 
policy, virtually inviting the 
Japanese to replace the old 
British model with their work 
ethics and their economic 
designs. Those who opposed 
this dramatic shift in thinking 
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were simply swept aside. The national car, 
` the Proton Saga, no one denies, is a 
Japanese car made in Malaysia. The trans- 
fer of technology which was hoped for 
never came except in terms of handfuls of 
scholarships, but the Japan card had its 
uses 


While theorists like Singapore's former 
prime minister Lee Kuan Yew and Malay- 
sia's former foreign minister Ghazali Shafie 
have tilted their lances at Japanese eco- 
nomic policy planners in recent times, and 
urged Japan to be more global-minded and 


less self-centred, Kuala Lumpur seems 
anxious to maintain a pragmatic friendship 
with Japan which remains the leading for- 
eign investor in Malaysia. So it was not 
surprising that in April Mahathir again 
publicly commended the Fukuda Doctrine 
of 1977 which disavowed a military role 
for Japan and pledged cooperation with 
Asean and like-minded countries outside 
the region to strengthen solidarity and re- 
silience. 

If there are shades of the old Co-pros- 
perity Sphere, as quite a few seem to think, 
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Erstwhile conqueror searches for a new regional role 


Deity to diplomat 





By Michael Vatikiotis in Kuala Lumpur 


When Japan occupied South- 

east Asia during the Pacific 

War, the Japanese emperor 

was a living god far too re- 

vered to step foot in the ter- 
ritories acquired for him by the Imperial 
Army. Yet, to some of his conquered sub- 
jects, ironical as it may seem, the Japanese 
emperor was a liberating spirit; driving out 
the colonial oppressors and fostering a new 
spirit of Asian nationalism. 

Today, the emperor is no longer a deity 
and is perhaps, like modern European 
royalty, becoming more of a diplomat for 
Japan. If that is the case, Emperor Akihito's 
Asean tour is timely. For as much as some 
Japanese are questioning the role their 
emperor should play, it takes place at a 
time when Japanese intentions towards the 
region are being scrutinised more closely. 

Japan's economic pre-eminence in 
Southeast Asia is at its peak. Yet, as the 
end of the Cold War erased the super- 
power equation, there is growing concern 
about the role of Japan as a regional super- 
power. Despite efforts by Tokyo to allay 
this fear, the logic of the New World Order 
. and its impact on the region is compelling. 

There is more than one candidate for 
regional boss. China or a unified Korea are 
mentioned as well as Japan. To Southeast 
Asians, it is hard to dismiss the possibility 
of Japan once again playing a martial role 
in the region. 

Yet behind that neat parallel that Ja- 
pan's contemporary pre-eminence sug- 
gests, lies another historical irony. Just as 
the colonial subjects of Southeast Asia 
looked to Imperial Japan as a liberator 
during the initial stages of the Pacific War, 
today a new conflict with the West is per- 
suading government's in the region that 
Japan is the lesser of two evils. 





Protectionism, real or imagined, has 
supplanted colonialism as the face of 
Western injustice, against which some see 
Japanese economic muscle as the surest 
defence. So when Malaysian Prime Minis- 
ter Datuk Seri Mahathir Mohamad pro- 
posed an East Asia Economic Group, en- 
compassing Southeast Asia, China and Ja- 
pan, few observers missed the correlation 
with Japan's Greater East Asia Co-pros- 
perity Sphere of old. But many have also 
urged Japan to endorse the idea as a bul- 
wark against the fortified markets of the 
West. 

There are more precise historical paral- 
lels. In the case of both Indonesia and 
Thailand, the harshness of Japanese rule 
has led to a lingering ambivalent attitude 
towards Japan. 

But there was a measure of gratitude 
too, for the Imperial Army's removal of the 
Dutch colonial government and the fillip 
this gave to the Indonesian nationalist 
struggle. “The Japanese Imperial Army 
seemed to fill the young with a sense of 
dynamism. They were awestruck by the 
Japanese, who after all had brought Whites 
to their knees everywhere in Asia," wrote 
the Indonesian author Pramoedya Ananta 
Toer, in Acceptance, a powerful short story 
about the upheavals of the period. 

Some of Indonesia's senior military of- 
ficers, among them President Suharto, 
served in the militia set up by the Japanese 
army known as the PETA which promoted 
Japanese martial training and discipline. 
Ultimately the young recruits put this ex- 
perience to effective use during the strug- 
gle for independence against the Dutch 
which followed. 

Japanese hegemony in the region also 
fuelled the virulent nationalist pretensions 
of Field Marshal Phibulsongkram in Thai- 
land, and was used as a pretext to annex 
territory in what is now the Shan states 
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for the moment at least the optimists out- 
number the pessimists. The old ghosts ap- 
pear to be laid low for now. 

Still, Akihito, son of the last god-em- 
peror, is likely to hear rumblings of past 
discontents as he is entertained by the 
young Look-East generation in Kuala 
Lumpur's growing theatre scene. His hosts 
who are planning the welcome may well 
keep the lid on even these vague noises, 
yet it may be no bad thing for Tokyo to 
take the opportunity to put even the re- 
maining ghosts to rest. a 


area of Burma. 

The truth is that Southeast Asians have 
long been accustomed to the dominating 
influence of external powers — a facet of 
the region’s geopolitics dating back to the 
tributary demands of the Chinese empire. 
They are also acutely aware of the limits of 
hegemony and the trade-offs involved. 

Thus while attention will be focused on 
the historical sensitivities of his hosts, per- 
haps the major area of uncertainty lies in 
Japan itself. Japan is clearly searching for a 
role, though a satisfactory formula remains 
elusive. A meeting of the warring Cambo- 
dian factions in Tokyo last year was hailed 
in Japan as the first international peace 
conference ever to be held on Japanese soil 
since the end of World War II — even 
though it was a doubtful success. Japan 
wants to be a major contributor to the 
economic reconstruction of Cambodia, and 
eventually Burma. There are concerns for 
democracy and human rights being written 
into agreements on overseas aid. 

Where does the emperor fit in? Will he 
seek to put an imperial stamp on the ex- 
pressions of regret and more recently con- 
trition by which Japanese leaders have 
sought to expunge memories of the war? 
Might his presence prompt anti-Japanese 
protests similar to those witnessed in both 
Indonesia and Thailand in the mid-1970s? 

This seems unlikely given the current 
climate of anti-Western feeling in the re- 
gion. But in Jakarta, former soldiers dra- 
gooned into fighting for the Japanese plan 
to beseech the emperor for money. Despite 
lingering suspicions, there appears to be 
growing support for a more assertive Ja- 
pan. For its part, Japan seems less shy of 
this role. The small naval flotilla Japan sent 
to the Gulf made port calls in Malaysia and 
the Philippines, to cite one example. 

Oddly enough, a comparison with the 
Commonwealth comes to mind. When 
Queen Elizabeth of Britain visits former 
British colonies, she is regarded less as a 
symbolic sovereign, and more as the 
chairman of a cosy club. 

The analogy does not stretch very far. 
But as all of Asia struggles to understand 
the new post-Cold War world, Japan finds 
itself being asked to play — to a degree — 
a paternal role in the region. " 
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Confucian carrot and stick 





Law and Political Dynamics in South Korea 
by Dae-Kyu Yoon. Westview Press, Boulder, 
Colorado. US$40. 


Using an interdisciplinary functional 
approach and focusing on the historical, 
cultural and political context in which 
South Korean law has been shaped, Dae- 
Kyu Yoon, a professor at Kyungnam Uni- 
versity, has written a stimulating intro- 
duction to the Korean legal system and a 
valuable overview of developments in 
Korean public law since 1945. 

Yoon starts with the premise that “in 
the realm of politics, law ought to serve 
two functions — to justify government 
powers and to restrain their abuse . . . So 
far law in Korea has been long on justifying 
government powers and short on checking 
their abuse.” He explains that the political 
content of the rule of law has always been 
substantial and that tendencies towards 
authoritarianism and other factors peculiar 
to Korea give precedence to immediate 
interests over legal principles. Thus such 
facets of democratic government as judi- 
cial independence have been honoured 
more in the breach than in the observance. 

Democratic constitutionalism faces ma- 
jor impediments in Korea. Firstly, the 
strong Confucian tradition with its em- 
phasis on hierarchy and strict obedience to 
the king and other authority figures has 
proven inhospitable to the growth of a 
modern legal system. Confucian morality, 
which permeates Korean society, empow- 
ers the man of virtue at the expense of laws 
and institutions. The sagely individual can 
inspire, influence and exhort others more 
effectively than the coercive force of insti- 
tutions. This, combined with the impor- 
tance of “face” and the preference for form 
over substance, tends to hinder the efficient 
execution of the law. 

Secondly, South Korea’s Western legal 
system was introduced as a by-product of 
Japanese colonial rule (1941-45), which had 
as its goal colonial dominance and total 
assimilation. Consequently, the legal sys- 
tem contained few elements of social jus- 
tice, and spawned a tendency towards re- 
sistance and hostility to the law which car- 
ries over to the present day. 

This background partially explains the 
wide gap between the constitution as writ- 
ten and its actual administration by the 
government, particularly in political cases. 
One stark example: in 1979 the government 
secured a cease and desist order against 
the opposition party leader, Kim Young 
Sam forbidding him from acting as the le- 
gal head of his party. 

Yoon's premise that “government au- 
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thority is not based on some divine right, 
nor is it an end in itself; it is a means to 
achieve the development of the individual” 
reflects prejudice in favour of the common 
law tradition. Yoon’s solution to the quag- 
mire of South Korean constitutionalism is 
to bolster the rule-of-law. But given Ko- 
rea's history and culture, benevolent Con- 
fucian despotism tempered with a system 
of informal checks on the abuse of power 
could possibly function more naturally and 
efficiently. Yoon fails to recognise let alone 
discuss such options. 

Parts of the book read like the doctoral 
dissertation it was in an earlier life. The 
chapter on judicial review that sets out 
how the courts have been regularly influ- 
enced by political forces over the past 40 
years is pedantic. While Yoon’s methodical 
style is an asset in a book of this nature, 
when he overdoes it the reader feels as if 
he is sitting through an extended trial. 

While not light reading, Yoon provides 
a valuable introduction to South Korean 
public law and poses fundamental ques- 
tions applicable to all modern legal sys- 
tems. m Gary Huie 





Hot dragon 


Race to the Swift: State and Finance in 
Korean Industrialisation by Jung-en Woo. 
Columbia University Press, New York. 
US$35. 


Most writers on South Korea’s economy 
have simplified their task by pretending 
that the larger issues of politics and power 
hardly matter. The result is a jungle of 
treatises on export promotion schemes and 





Park Chung Hee: financial repression. 
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industrial policy and no discussion of the 
authoritarian domestic politics or the 
buoyant world environment which al- 
lowed South Korea to prosper. 

Jung-en Woo's book goes a long way 
towards filling that gap. She asks how the 
structure of state power — notably in the 
form of authoritarian presidents — pro- 
moted economic growth in South Korea 
and how a weak country carved out a 
measure of international autonomy. 

Race to the Swift is one of the most pro- 
vocative books written on the Korean 
economy in the past decade. It takes a fresh 
look at the political background of South 
Korea's stunning economic success that has 
placed the country in the context of su- 
perpower rivalry and the post-war expan- 
sion of global trade. From the 1950s 
through the 1970s, economic growth pro- 
moted by the US, the World Bank and the 
IMF was linked to anti-communism. In few 
places was the success of capitalist de- 
mocracy more critical in the crucible for 
the Cold War order than on the Korean 
peninsula. 

Left-leaning students of political econ- 
omy have always been troubled by the 
way South Korea and Taiwan escaped the 
trap of dependency which the capitalist 
world was supposed to impose on the 
Third World. Woo argues convincingly 
that the US (and Japanese) concern with 
nurturing Korea as an anti-communist bul- 
wark brought in massive infusions of aid 
and allowed it to pursue economic policies 
that otherwise would not have been toler- 
ated. 

At home, financial repression made the 
state strong and allowed it to engineer 
stunning economic growth with a mini- 
mum of interference from business. One of 
Park Chung Hee's first acts when he took 
power in 1961 was to nationalise the banks. 
In a capital-starved society in which en- 
trepreneurs had few other sources of 
funding, companies were forced to kow- 
tow to the state if they wanted cash for 
expansion or even day-to-day operations. 

Woo does not ignore the decades of 
brutal colonialism before the economic 
take-off, when Korea was dragged out of 
its self-imposed isolation. Her discussion 
of the importance of the Japanese era, 
when the patterns for subsequent growth 
were laid down, is an illuminating discus- 
sion of a little-researched (and extremely 
sensitive) corner of Korea's past. The 
forced-march industrialisation of Park's 
1970s had its roots in the fascistic mobilisa- 
tion from above engineered by the Japa- 
nese in the 1930s. 

The state and business have been locked 
in an uneasy embrace ever since. This is 
the central pillar of power that supports 
Korea Inc., an economy which has been at 
the top of the world growth charts for 30 
years. 

Syngman Rhee, whose rule from 1948 
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to 1960 is often written off as an era of 
stifling incompetence and breath-taking 
corruption, emerges in Woo's account as a 
sympathetic figure. A master manipulator, 
Rhee wheedled substantial aid from the US 
and, thanks to South Korea's importance 
as an anti-communist wall, managed to 
show decent growth throughout the 1950s 
while resisting efforts by US policymakers 
to pull his country into the Japanese orbit. 
US policymakers wanted Rhee to use US 
aid money to buy Japanese industrial 
goods, and sell the Japanese rice and sea- 
weed, something that the fiercely anti- 
Japanese president resisted. 

South Korea's success, as Woo rightly 
argues, depended in large part on decisions 
made in Washington and Tokyo. When the 
mood in Washington shifted away from 
military security and towards trade during 
the 1980s, South Korea's room to manoeu- 
vre was dramatically reduced. Yet so far 
South Korea has managed to keep up its 
extraordinary record of growth. 

Financial liberalisation has been the 
buzzword of the past decade. As the state 
relaxes its stranglehold on the financial 





Capitalists in an anti-communist crusade. 


sector, strong central control withers away. 
What Woo calls the Leviathan state is no 
more. A glance at Tokyo's financial market 
suggests, however, that state control is not 
simply going to expire because of the 
nominal deregulation of finance. 

The book is uneven in places. Woo, an 
academic, has little feeling for how compa- 
nies or markets work. As in most revision- 
ist books, there is a slightly sour tone, and 
Woo gives South Korea only grudging re- 
spect for its successes. 

Moreover, there is precious little room 
in Woo's theory for real people. Business- 
men appear as rapacious "political capital- 
ists" or as mere abstractions, "a hard- 
working and increasingly confident bour- 
geoisie.” Kim Jae Ik, a key technocrat of 
the early 1980s, is dismissed as President 
Chun Doo Hwan's “Svengali,” as if South 
Korea's economic success has been one big 
con game. Unfortunately, the vinegary 
tone will limit the audience for this wel- 
come addition to studies of South Korea's 
political economy. m Mark Clifford 
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Family bi 
amily 
Offspring of Empire: The Koch'ang Kims 
and the Colonial Origins of Korean 
Capitalism, 1876-1945 by Carter J. Eckert. 
Seattle and London: University of 
Washington Press. US$60. 


Andrew Grajdanzev's 1944 exposé of 
Japanese exploitation in Korea threw cold 
water on the imperialists' glowing reports 
of the benevolent annexation (1910-45). 
Now, nearly 50 years after the liberation, 
themes of suffering and deprivation still 
echo throughout Korean scholarship on the 
Japanese period, revealing the depth of 
psychological scars but concealing the co- 
lonial legacy behind blanket denunciations. 
The conventional view assigns the roots of 
Korean capitalism to either the pre- or post- 
colonial years and dismisses the annexa- 
tion as economically stagnant. 

Carter Eckert clears away these myths. 
Instead of ignoring the Japanese role in this 
little dragon's coming of age, he focuses on 
the cloud's silver lining: as in Taiwan, Ko- 
rea's economic miracle rests 
on a colonial foundation. 

The Japanese courting of 
the native bourgeoisie under- 
scores a painful irony. Ac- 
cording to Eckert, chaebol 
(major business groups), 
which amassed the resources 
and experience for Korea's 
fast growth, excelled precisely 
by selling Korea down the 
river; burgeoning enterprises 
cast their lot with the Japanese 
and straddled the line be- 
tween nationalism and col- 
laboration. By drawing large 
Korean concerns under their 
wing, the Japanese used the age-old 
method of “divide-and-conquer” to defuse 
a volatile nationalist movement. 

Offspring of Empire weaves the story of 
the Koch'ang Kims' textile chaebol into the 
context of world war, Japan's imperialist 
ambition, and Korea's first great industri- 
alisation. A sketch of their Japanese-fuelled 
success traces continuities between colonial 
and present-day Korea. 

In 1876 the Kims’ grandfather started 
out as the third son in a small scholar- 
landlord family in Ko'chang, Korea's “rice 
bowl.” Japanese plans to keep Korea an 
agricultural colony played into the Kims’ 
hands, and by 1924 the clan was the third 
wealthiest family in Korea. They could 
“wander all over the Cholla Provinces 
without ever stepping off their own prop- 
erty.” 
The Kims' industrial business debut 
came in 1919 with the purchase of the 
Kyongbang Spinning and Weaving Co. 
After several lean years, Kyongbang 
launched a compaign of expansion made 
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possible by Japan’s turning Korea into a 
supply base and springboard for aggran- 
disement on the Asian continent. 

The family rose to the upper echelons 
of the colonial economy through forging 
close ties with the Chosen Industrial Bank 
while the Japanese cultivated a native 
bourgeoisie to realise imperialist goals. The 
relationship, says Eckert, was a tangle of 
personal and corporate interests that basi- 
cally turned Kyongbang into a quasi-gov- 
ernmental company — privately owned 
but inseparably linked to the state. 

Japan’s acquisition of Manchuria in 
1931 bolstered neighbouring Korea's role 
as a semi-industrial country within the Yen 
Bloc. 

By opening factories in China that ex- 
cluded Chinese capital and labour, Korean 
entrepreneurs not only mimicked hated 
Japanese practices but refined the tech- 
niques of economic imperialism. 

True to the local saying that “no one 
spits on money,” Kyongbang threw itself 
into the Japanese war effort. The Imperial 
Army was a manufacturer’s dream, but 
prosperity had a price. 

Social isolation bred resentment to- 
wards the bourgeoisie, whose survival 
made them increasingly dependent on the 
Japanese. Claiming to be modernising Ko- 
rea gave the Kims an excuse to copy ruth- 
less Japanese tactics, and labour unrest sent 
them hiding behind the imperial police. 
The Japanese did the dirty work for them. 

Adding insult to injury, the bourgeoisie 
capitalised on the Japanese policy of 
moulding the Koreans into imperial sub- 
jects — the crowning outrage of colonial- 
ism, and the already insurmountable bar- 
rier between commoners and elites grew 
higher. 

The Kims' loyalty to class over nation 
culminated in zealous exhortations to Ko- 
rean youth to sacrifice themselves in the 
“holy war for a Greater East Asia.” 

Beyond the stock portrayal of Koreans 
as victims only, Eckert highlights internal 
strife that gave rise to chaebol co-opted into 
the Japanese autarkic vision. It is no secret 
that these huge enterprises thrived at the 
expense of the peasantry and smaller 
companies. 

Less often discussed, however, is the 
way that entrepreneurs like the Kims had 
as much of a stake in the perpetuation of 
the imperial regime as the Japanese milita- 
rists who had created it. 

Eckert presents a fresh perspective free 
from the cultural pride and anti-Japanese 
sentiment which colour much Korean 
writing. 

In this fascinating and intensely thor- 
ough book for anyone interested in East 
Asia, the author strikes a rare balance be- 
tween sensitivity and objectivity, and of- 
fers an innovative and complex argument 
much needed in Korean studies. 

Bi Denise Chai 
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EVEN THE 
ROOKIES 
ARE § 


At GATEWAY 
BUSINESS PARK in 
Cavite, Philippines, 
the formidable 
Filipino worker can 
start working where 
others have yet to 
train. 


There is a 
higher standard 
for industrial 
workers in 
Asia... 


This is no idle boast. Those who 
have employed the working Fili- 
pino in his homeland and abroad 
will attest to the fact that the aver- 
age Filipino worker comes 
equipped with skills you would 
hindi expect in this part of the 
world --- even today. 


He speaks English. He can read 

English. He has at least a High 

School education. He has worked 

with foreigners before. He has at 
least 2 years work experi- 
ence or has gone to a skills 
training school. And that, 
by local standards, makes 
him a "rookie". 


No wonder the Filipino is 

much sought-after as 
manager or skilled worker all over 
the world. 


Now, one industrial estate in Asia, 
in the Philippines,gives you direct 
access to the Filipino worker— 
GATEWAY BUSINESS PARK. Be- 
ing located in Cavite Province, 
Gateway has access to this 
province's vast reservoir of skilled 
workers whose talents and attitudes 
are among the best the country has 
to offer. They are young, highly- 
intelligent and willing to learn. 
These same workers helped to 
build Gateway Business Park and 
that explains its 

exceptionally ad- 

vanced state of 

readiness. 


Meet our work Gateway 


forceand meet the : 
future of Asian Business 
productivity. Park 


Where Asia's Greatest Rewards Await 


A commitment of Gateway Property Holdings, Inc. 
4th Floor, Filipino Merchant's Bldg. 135 de la Rosa 
cor. Bolafios & Legaspi Sts. Legaspi Village, Makati, 
Metro Manila, Philippines Tel. No. (632) 8191146 
Fax No. (632) 8175816 Telex 66774 RONDEL PN 
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COMPANIES 


Bangkok Land flotation makes it pivotal player on stockmarket 


New kid on the block 





By Paul Handley in ! Bangkok 

espite hostile publicity and mar- 

ket apprehension, the Baht 5.4 
D billion (US$210 million) flotation 

of property developer Bangkok 
Land appears assured of success. The lar- 
gest float ever on the Stock Exchange of 
Thailand (SET) is reported to be overbooked 
even though the share is not open for sub- 
scription until 7 October. 

But critics remain unconvinced that 
Bangkok Land, which has little in the way 
of a track record, will deserve its new- 
found eminence as the bourse's second- 
largest company by market capitalisation. 
The company's controlling shareholder, the 
Kanjanapas family, is regarded by some 
Observers as a market plunderer, while 
analysts project a serious oversupply in the 
Thai capital's property market. 

According to an announcement on 18 
September, 60 million new shares (or 10% 
of the equity) will be issued at Baht 90 each, 
valuing Bangkok Land at Baht 54 billion. 
Only blue-chip Siam Cement will have a 
higher market value: at Baht 74 billion, it 
accounts for 9.5% of total market capital. 

Another family property company, 
Tanayong, was listed in March, and it is 
currently valued by the market at Baht 42.4 
billion. When Bangkok Land is listed in 
December, Mongol Kanjanapas and his 
sons Anant and Keree, known in 
Hongkong as the Wongs, owners of the 
listed Stelux and Hwa Kay Thai compa- 
nies, will control nearly 12% of market 
capital. Siam Cement's share of market 
value will slip to 9%. 

Market observers are concerned that the 
role of stolid Siam Cement as an anchor on 
SET index turbulence will be diminished. 
Instead, the dominant role could be as- 
sumed by a more speculative business run 
by a family associated with share-trading 
practices that have unsettled regulators on 
this immature bourse, though there has 
been no suggestion of illegality. 

The unease is further fuelled by a gen- 
eral Thai distrust of the Kanjanapas, one of 
the country’s wealthiest families. Despite 
their Sino-Thai origins, they are regarded 
by many as outsiders for having spent most 
of the past three decades in Hongkong. 

Originally, Anant Kanjanapas had 
wanted to sell 120 million shares at Baht 
100 each, the other 60 million shares being 
the family’s own. Underwriters argued that 
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the market could not digest a Baht 12 bil- 
lion issue, while analysts and the SET 
questioned the family’s commitment to the 
business if it was intending to cash in Baht 
6 billion worth of shares. 

Anant cut the proposed sale to 90 mil- 
lion shares, but brokers and authorities still 
balked. While they debated, the sET has- 
tened to settle the issue. In early Septem- 
ber, it issued a rule forbidding major 
shareholders of a newly listed company 
from selling shares on the market within 
12 months of a flotation. Anant scaled back 
the offering to 60 million shares. 

The main concern among market ob- 
servers is Bangkok Land's ability to fulfil 
its earnings projections in 
the face of what is seen 
as an almost inevitable 
downturn in the prop- 
erty market. A glut is 
looming in office and 
high-class residential 
markets. Hotels are in 
oversupply, and retail 
space outside the city 
centre already outstrips 
demand, with more 
coming on line. 

But brokers and real- 





Waiting for the 
bubble to burst 


Bangkok Land's listing comes as the im- 
mediate future for property market in the 
Thai capital looks ominous. Opinions 
vary on the severity of the problem, but 
nobody denies the likelihood of an over- 
supply of office, hotel, high-class resi- 
dential and even retail space. 

All the signs are there: while the 
Bangkok skyline appears to have more 
unfinished towers than finished, sales of 
space have slowed dramatically. Some 
developers have reacted by speeding up 
construction. Others, from the solid Dusit 
Thani hotel group to the brash architect- 
developer Rangsan Torsuwan, have put 
projects on hold. 

Projects announced as being sold out 
months ago seem to have many units 
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estate analysts believe Bangkok Land has 
an advantage over other real-estate firms, 
given its strategy, locations and cost base. 
The company’s main project is Muang 
Thong Thani, a 470-ha development on 
Chaeng Wattana Road, about 20 km north 
of the city centre and 6.5 km southwest of 
Don Muang airport. 

The initial development phase, cover- 
ing 1990-95, consists of Baht 60 billion in 
flatted factories, retail and office space and 
houses and apartments for middle- and 
high-income buyers. The Kanjanapas ac- 
quired the land decadeseago, at a fraction 
of the price paid by developers who 
bought in the past four years. 

The location is a new 


кару орага demand residential and commer- 


SIS" cial hub of Bangkok, and 
it includes the headquar- 
ters of two major state 
enterprises and a new 
site for Bangkok's main 
international school. It is 
located at the terminus of 
the city's new arterial ex- 
pressway, now under 
construction. One of 
Bangkok's proposed 
mass-transit systems un- 


available for purchase. The lists of condo- 
minium units for sale in newspapers are 
growing steadily. Bangkok Land said 
early in the year that 80% of its apart- 
ments being developed were sold out. 
The stated figure is still 80%. 

The crux of the problem, in Bangkok 
at least, is high-class condominiums and 
office space. For the past two years, do- 
zens of 20-40-storey condominiums have 
been under construction, mostly focused 
on the prestigious Sukhumvit Road area. 
Few have been completed, and the ex- 
pected glut will not begin to make an 
impact until next year. 

Last year, many of the units were 
marketed at more than Baht 30,000 a m?. 
This meant a 250-m? apartment was 
priced at US$300,000, a staggering sum 
given that construction costs are signifi- 
cantly below those of Malaysia or Singa- 
pore. Yet for the many “high-class” con- 
dominiums, the price rose to Baht 40,000 
a nr. Analysts say the market is already 
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der consideration could pass nearby 
— should it ever be built. 

Building industrial condomini- 
ums, Hongkong-style flatted facto- 
ries, is new to Thailand. Industrial 
space is tight in Bangkok, and the 
site’s proximity to the airport could 
lend support to export-oriented 
businesses. Bangkok Land says 87% 
of space in the first eight buildings, 
equivalent to 541,000 т? in floor 
space, has been pre-sold. 

Anant is focusing on the most 
undersupplied side of the residen- 
tial market: housing for middle-in- 
come earners such as civil servants. 
About 46,000 apartments of 40-50 m* 
will be marketed. The company 
claims 18,000 units have been sold 
out of the first two sub-projects. 

Elsewhere around Bangkok the 
company has a sprinkling of 
projects, similarly focused at middle- 
income apartment dwellers. One 
project just announced is also aimed 
at an unserved niche. Along the 
Bangna-Trat highway stretching 
from Bangkok to the eastern sea- 
board, Anant plans to build a dense town 
of small condominiums to house 20,000 
workers at factories in the vicinity. 

The company's entry into these unex- 
ploited recesses of the property market is 
apparently what helped investors over- 
come their worst fears about the Bangkok 
Land flotation. But equally important was 
a notionally aggressive pricing of the issue. 

At Baht 90, Bangkok Land is on a pro- 
spective 1992 earnings multiple of 7.3 
times, based on the company's figures. 
That is a discount to the overall prospec- 


coming off its peak, and they predict 
prices to fall to as low as Baht 25,000 a m? 
within the next few years. 
` The picture is similar for office tow- 
ers. Occupancy rates are currently near 
to 100%. In a recent survey on office 
rental costs in cities around the world, 
Bangkok jumped ahead of Kuala 


Lumpur. The av rent in Bangkok is 
about Baht 600 а m’, and can be as high 
as Baht 700. 


But with dozens of new buildings 
scheduled to come on line next year, 
prices have already hit the upper resist- 
ance level. Sales of office space have dried 
up over the past eight months, as buyers 
await the price benefits of a glut. Ana- 
lysts see maximum rentals falling back to 
the Baht 600 level in 1993. 

Two questions dominate: how severe 
will be the effect of the glut and how ex- 
tensive will be the damage to banks and 
finance companies which have backed 


this building spree? Property analysts 
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Ever upwards 





tive 1992 market multiple variously put at 
9,5-11 times by brokers. And it compares 
with an average 1991 propsective multiple 
for listed property firms of nearly 40 times 
earnings. 

Bangkok Land’s earnings projections 
are almost certainly overstated, even its 
lead underwriters admit. But, as one 
Hongkong-based analyst said, even if pro- 
jected 1992 earnings fall short by 40%, the 
earnings multiple will still only by 12 times 
the subscription price. That puts the coun- 
ter on a par with Siam Cement. 


believe any crash will cause only limited 
damage. Local and foreign investors are 
waiting to snap up properties as prices 
fall, and most have enough faith in the 
Thai economy to believe that a glut in 
two years will be overcome within five. 

Some developers will be able to ride 
out a tumbling of prices. Others are 
known to be fully invested and will need 
to sell assets to finance other projects. 

If the crash is bad, it is sure to hurt the 
financial sector. The Bangkok Bank 
group, for instance, has financed many 
development properties in which both 
the bank and its owner, the Sophon- 
panich family, have taken interests. The 
Sophonpanichs also have their own pri- 
vate development firm. 

However, inspectors at Bank of Thai- 
land, the central bank, say they believe 
commercial banks have the reserves, col- 
lateral and resilience to withstand a 
slump in real-estate values. 

m Paul Handley 
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In general, analysts say Thai 
property developers habitually ex- 
aggerate sales reports to suggest 
limited availability. And many 
home units recorded as sold are 
booked by speculators who, if the 
market falls, might forfeit their small 
deposits and extricate themselves 
from contracts. 

One analyst points out that while 
the company is booking income 
from sales of uncompleted, and not- 
yet paid-up units, company sources 
said they plan a dividend pay-out 
next year of 50%, or Baht 2 billion. 
That would have to come out of 
cash flow, according to this analyst, 
which would be a problem if the 
company failed to make its target on 
sales. 

Moreover, it is counting a high 
level of interest income, earned from 
borrowing offshore in selected for- 
eign currencies and placing the cash 
in baht accounts with Thai banks, 
an arbitraging spread that is cur- 
rently 4-5%. Yet, it has neither pro- 
vided for possible exchange losses 
nor apparently has it considered that the 
high yields offered by Thai banks may 
soften. 

That said, the cash raised by the com- 
pany could easily be used to prop up the 
balance sheet if sales fall too far below pro- 
jections. "Property companies can do bi- 
zarre things with their bottom line,” com- 
ments one analyst. 

Nevertheless, brokers say their custom- 
ers have booked all the shares that they 
can offer. For the 13 million offered to for- 
eign investors, London institutions have 
taken a significant amount, and Hongkong 
institutions and individuals have taken an- 
other chunk. But the heaviest buyers have 
reportedly been Japanese, who have shown 
themselves most able to pick big (and 
therefore liquid) stocks. 

One reason for the enthusiasm is that 
index-tracking investors cannot ignore the 
large role Bangkok Land will play in the 
market. "They [institutional investors] have 
to have it, and have to hold it,” a Hong- 
kong broker says. However, other brokers 
say their clients are looking to make size- 
able short-term gains presuming the share 
surges when it hits the market. 

Locally, Bangkok Land's main bankers, 
Bangkok Bank, Siam Commerical Bank 
and Siam City Bank, were reported to be 
taking 12-18 million shares between them. 
This will reassure some local investors who 
feared a share glut. Also, most recall that a 
widely disparaged Tanayong offering 
rights issue in July did actually perform, 
price-wise. Original subscribers could have 
tripled their money as a result of the offer- 
ing; even if they had hung on as the price 
dropped to its current low level, they 
would still have broken even. " 
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BANKING 


Pakistan acts to invigorate moribund banking sector 


Vaulting ahead 





By Jonathan Friedland in Karachi and 

Islamabad 

i rime Minister Nawaz Sharif has em- 

barked on a vigorous programme to 

shake up Pakistan’s inefficient state- 

owned banking monopoly. In the past six 

months, the government has reversed two 

decades of statist policy by partially priva- 

tising two big lenders and granting licences 
for 10 new private banks. 

The government hopes to bring more 
savings into the banking system to fund 
industrial expansion and to weaken an 
informal finance sector that is frequently 
hit with scandalous frauds. It also wants 
to reduce government dependence on 
cheap bank credit and to modernise a 
banking system that has often become 
hostage to the politics of patronage since 
prime minister Zulfikar Ali Bhutto nation- 





leasing companies and other financial in- 
stitutions. 

“There has been no profit motive [from 
Pakistani banks] and, hence, no customer 
service,” the Pakistani executive of a for- 
eign bank in Karachi says. “Denationalisa- 
tion and the granting of new licences will 
help, but you can’t change attitudes and 
put in new systems overnight.” 

The first move taken in breaking the 
hegemony of the nationalised banks by the 
Sharif government was to sell a minority 
stake in — and effective management 
control of — Muslim Commercial Bank 
(MCB). A group of 11 investors led by La- 
hore-based textile magnate Mian Moham- 
med Mansha purchased a 26% stake in MCB 
in April after a bitter battle with another 
group of investors and a sharp confronta- 
tion with MCB’s employee union. 

The Mansha group paid Rs 56 for each 


Pakistan’s state-owned and newly privatised banks 





alised the country’s five major banks in 
1974, 

“Why should we have a monopoly of 
five banks?” asks Qazi Alimullah, the fi- 
nance secretary of the Ministry of Finance. 
“The economy is five times larger than it 
was 20 years ago. It is awash in liquidity.” 

Still, the steps taken by the Sharif gov- 
ernment are not expected to have an im- 
mediate impact on the overall character of 
Pakistani banking. Roughly 80% of the as- 
sets in the country’s Rs 700 billion (US$30 
billion) financial sector are in the hands of 
the five big banks. Moreover, these banks 
are heavily overstaffed, deeply inefficient 
and only superficially profitable in some 
cases. 

The big banks have also shied away 
from introducing many new banking 
products or innovations. As a result, many 
Pakistanis prefer to keep their money at 
home or in a wide range of cooperatives, 
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share of MCB against an estimated net-asset 
value (NAV) for each share of Rs 27, ac- 
cording to the bank's new president, 
Hussein Lawai. Preparations are under 
way to float 25% of the government's re- 
maining stake on the Karachi Stock Ex- 
change. Eventually, 51% of the bank will 
be owned by the Mansha group, with the 
remainder to be held by the public. 

The far smaller Allied Bank was next 
on the auction block. Eager to avoid an- 
other dispute with a banking union, the 
government granted a group of Allied 
managers and employees Rs 50 million to 
help purchase a 2696 stake in the Karachi- 
based lender. In June, the buyers paid Rs 
70 a share for a bank with an estimated 
NAV of Rs 14 a share. Analysts say the price 
was too high and it will take a decade or 
more for the investment to pay off. A flo- 
tation of 25% of the government shares is 
being planned to take place within the next 
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few months. 

Government officials are currently en- 
tertaining private expressions of interest in 
United Bank and Habib Bank. National 
Bank of Pakistan, the second-largest in 
terms of assets after Habib and the last of 
the state-owned quintet, is unlikely to be 
privatised. Businessmen believe United 
Bank will be sold next, but they doubt the 
government will get its hoped-for price of 
Rs 100 a share. 

The most far-reaching move taken by 
the government came at the end of 
August, when Sharif announced that he 
was granting the first private commer- 
cial-banking licences in almost two 
decades. Ten out of 44 applicants suc- 
ceeded, their names amounting to a who's 
who of Pakistan's major industrial 
groups. Among the applicants were the 
Saigol and Habib families, whose United 
Bank and Habib Bank were nationalised 
by Bhutto. 

Notably absent among the successful 
applicants were principals in the scandal- 
ridden Bank of Credit and Commerce 
International (BCCI), particularly its ailing 
founder, Agha Hasan Abedi, whose wife 
put in an application for Progressive 
Bank 


One former BCCI executive, Kamal 
Shoaib, was given the go-ahead to set up a 
new bank backed largely by overseas Paki- 
stanis. Shoaib was charged in a US federal 
racketeering suit on 17 September for the 
alleged illegal takeover of Independence 
Bank of Encino, California. It is unclear 
whether this will affect the licensing of the 
Franklin Commercial Bank he is setting up. 

Each of the 10 new banks is to have 
paid-up capital of Rs 300 million, of which 
50% is to be put up by sponsors with an 
equal amount to be raised through 
stockmarket flotations. Finance Minister 
Sartaj Aziz says all the banks are free to 
open as many branches as they see fit. 

Most of the sponsors of the new banks 
say they will concentrate on wholesale 
lending to corporate customers as well as 
trade finance. Their greatest immediate 
concern is to find capable staff, no easy task 
given the small size of foreign-bank op- 
erations in Pakistan and the quality of ta- 
lent at state banks. 

Analysts say the opening of the new 
banks will have only a modest impact at 
first. The banks are allowed a debt ratio of 
13 times their capital, giving them potential 

ate assets of about Rs 39 billion, or 
6% of the financial-sector total. 

In addition, the five major banks and 
the 20 or so foreign banks in the country 
control around 7,000 branches. Even if they 
find enough staff to open 10 branches each, 
the impact of the upstarts will mostly be 
psychological, says Nessar Ahmed, presi- 
dent of Crescent Investment Bank. 

Naseem Saigol, a Lahore-based indus- 
trialist who received a licence to start his 
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family-backed Union Bank International in 
the textile centre of Faisalabad, views the 
task of managing a successful bank in 
Pakistan as an infrastructural proposition. 
"The banking system in this country has 
gone to the dogs," he says. 

“Management shifted from the head 
offices to Islamabad with nationalisation," 
Saigol says, "and loans were sanctioned as 
favours. Politicians raped banks without 
acknowledging that banks depend on 
public trust. The net result is a very ineffi- 
cient and virtually bankrupt banking sec- 
tor." 

Saigol says his family decided to start a 
new bank instead of taking control again 
of United Bank for this reason. “The prob- 
lems [at United] are so great that it will 
take 10-15 years to sort them out, a Her- 
culean task," he says. "We thought it better 


to start a new bank, clean." 


A confidential World Bank study re- 
leased last year indicated that as much as 
50% of the loans held by state-owned 
banks are non-performing. Bankers con- 
firm that these institutions routinely roll 
over loans or lend anew so borrowers can 
continue to meet interest payments de- 
spite an inability or unwillingness to 
service the debt from their own operations. 
The new owners of MCB and Allied face 


` great pressures and difficult choices on this 
front. 


P 


akistan's bureaucrats tend to play 
down the level of non-performing 
loans in state-owned banks. 
Alimullah says the percentage of non- 
performing assets was lowered to 18% 
after the government allowed state- 
owned banks to swap their infected pub- 
lic-sector loans for bonds. 

Alimullah, however, says a key goal of 
the reform process is to "insulate the fi- 
nancial system from non-economic influ- 
ences so that the efficiency of resources al- 
location is insured." 

Newly privatised banks also face diffi- 


- culties in lowering unnecessary costs. 


Textile tycoon Mansha admits that it 
will be difficult for MCB to fire workers 
or close branches because of its power- 


ful employee union. “We are overstaffed,” 


he says, "but with the expansion of our 


` business in Pakistan and abroad and 


through natural wastage, we ought to be 
okay." 

MCB president Lawai says the bank 
could function well without 2,600 of its 
13,000 employees. "It will take three years 
to change the culture here," he says. "We 
are now concentrating on improving cus- 
tomer service and on offering new pro- 
ducts." 

Analysts say Lawai is off to a good start. 
мсв'ѕ deposit base rose 20% in its first four 
months under private management, com- 

with an industry-wide growth rate 
of about 6%. в 
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ECONOMIC MONITOR: 


PHILIPPINES 





Back to square one 


fter providing some cause for op- 
timism earlier in the year, largely 
under the influence of the IMF's 
stabilisation programme, the Phil- 
ippine economy is once again lurching to- 
wards a breakdown. 
GDP fell 0.9% in the second quarter after 
a relatively flat first three months (accord- 
ing to revised figures, СОР softened by 0.2% 
in the early part of the year). Things are set 
to get far worse, however. The IMF has in- 
dicated it will not approve September's 
scheduled drawdown from the Philip- 
pines’ standby credit facility until the gov- 
ernment acts to ensure that its P26.2 billion 
(US$950 million) deficit ceiling is not 
breached. 
While the US$50 million tranche (from 
a total credit line of US$380 million) is not 


Saved by agriculture 


R 





much in itself, the loss of the IMF's “seal of 
good housekeeping” would have wide im- 
plications. Practically all Manila’s official 
development assistance (ODA) loans, as 
well as its commercial-bank debt resche- 
dulings, are contingent on the IMF pro- 
gramme being met. 

The economic fallout of an IMF credit 
freeze could easily rival the effects of the 
Mt Pinatubo eruptions — likely to add P2 
billion to government spending — or the 
consequences of a total US military pull- 
out. (Pinatubo's impact has yet to show up 
in the GDP figures.) 

Back in November 1990, a similar im- 
passe caused by the soaring costs of oil- 
price subsidies took the Philippines to the 
brink of economic chaos. This time, the 
cause is a financial haemorrhage at the 
government electricity monopoly, National 
Power Corp. (NPC). Manila has had to take 
over the corporation's debt-service burden, 
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amounting to P7 billion in the first half, 
and will have to cover NPC losses that are 
forecast to reach P12 billion by year-end. 

IMF sources say the fund is insisting that 
it will not release more credit unless Manila 
raises power charges, or takes other steps, 
to control NPC's losses. In that event, the 
jolt will worsen the already-recessionary 
tendencies of the stabilisation programme, 
while threatening the successes. One of the 
latter was inflation, which in the second 
quarter averaged an annual rate of 11.6%, 
slowing from an average of 22.6% in the 
previous three months. 

This sharp drop, however, was also 
partly the result of another policy impasse 
— over the 9% import levy — which 
caused a sudden slowdown in imports, 
and hence in economic activity. Only agri- 
cultural growth mitigated the effects of a 
sluggish manufacturing sector and a pre- 
cipitous decline in construction. 

As companies postponed purchases of 
raw materials in expectation of a lower 
levy (it was eventually cut to 5% on 1 
September), imports dropped 9.4% in the 
second quarter, compared with the earlier 
quarter. For the whole of the first half, im- 
ports were up 2.9% from a year earlier at 
US$6 billion, against exports up 6.8% at 
US$4.2 billion. The trade deficit remained 
little changed at US$1.8 billion. 

Meanwhile, a combination of factors 
forced the central bank to buy US dollars 
for pesos to defend its target rate of 
P28:US$1, set last October. Reduced de- 
mand for dollars, caused by the import 
slowdown, limits on banks' dollar holdings 
(an anti-speculation measure) and a sud- 
den inflow of US-dollar denominated ODA 
loans in February caused the peso to ap- 
preciate to P27:US$1. 

Since a rising peso would endanger 
exports, the central bank had to purchase 
nearly US$1 billion from the banks, in the 
process expanding the peso money supply 
beyond programme levels. 

Malacanang Palace and Congress seem 
too immobilised by the US bases issue and 
other political considerations to steer the 
economy through the shoals. Congress has 
refused to enact new tax measures to help 
alleviate the budget deficit. A P1-a-litre 
additional duty on crude oil did, however, 
take effect on 25 September as part-com- 
pensation for the reduction in the import 
levy. The government can only hope that 
the new duty does not face a challenge in 
the courts — the fate suffered by NPC's ef- 
forts to put its house in order. 

m Rigoberto Tiglao 
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Interim Report Highlights 1991 


Jardine Matheson 








` Profit after tax and outside interests + 10% 
Earnings per share + 6% 
-Dividend per share + 896 


. Excellent performance from Jardine Pacific 
Flotation planned for insurance broking subsidiary 


“Our businesses continue to perform well and the results for the full year are — 
expected to show a satisfactory level of profit growth. | : 
HENRY KESWICK, Chairman 
18th September 1991 
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HALF-YEAR RESULTS 
{unaudited} ; 
Six months ended Year ended 
30th June 31st December 
1991 1990 1990 
USS milion US$ million US$ million 
Turnover 3,382.0 2,464.0 6,034.5 
Operating profit 109.2 ' 136.7 265.3 
Share of profits less 
| losses of associates 162.6 142.9 296,4: 
Profit before taxation 271.8 279.6 561.7. 
Taxation 
| — Company and subsidiary ; 
undertakings (23.2) (32.1) (67.0) DAE 
— Associates (35.5) (30.1) (62.1) DS 
Profit after taxation 213.1 217.4 432.6 ; | EES 
| Outside interests (78.0) (94.1) (202.8) эз Бо 
Profit after taxation : : 
and outside interests 135.1 123.3 229.8 eae ae 
L Extraordinary items 6.8 — (3.4) E 
Profit attributable to ыл 
Shareholders 141.9 123.3 226.4 
Dividends (18.2) (16.3) ga2Y- 
Transter to reserves 123.7 107.0 153:2 
us¢ Use 
Earnings per share 
— basic 25.94 24.48 
— fully diluted 24.15 22.56 
Dividends per share 3.40 3.15 
Jardine Matheson Holdings Limited 
_. incorporated in Bermuda with limited liability 
ii The regislers of members will be closed from 14th to 18th October 1991 inclusive to identity those Shareholders entitled lo the interim dividend of USt3.40 per share which 
will be payable in cash with a scrip alternaive on 28th November 1991. Shareholders registered on a section of the Jersey branch register of members who wish fo receive 
Же dividend in Hong Kong Dollars, or Shareholders registered on the Company's Hong Kong branch register ol members who wish to receive their dividend in Liniled 
^. Sales Dollars, should notify one-of the Company's transfer agents on or before 11th Oclober 1991. Shareholders whose shares are held through the Central Depository 
c Systent n Singapore (CDP) will receive Hong Kong Dollars unless they elect through CDP To receive United States Dollars. The Hong Kong Dollar equivalent of the dhddend 
declared in. United States Dollars will be calculated by reference lo a rate prevailing five business days prior to the payment dale: 
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Malaysian lender combines prudence with vision 


The nimble pioneer 





By Ed Paisley in Kuala Lumpur 


alaysia's resourceful Public Bank 
M Group is staking its international 

expansion on a successful entry 
into Vietnam and Sri Lanka. Few Asian 
banks would be so bold, but then not many 
are as capable of exploiting niche markets 
as Public Bank, the largest financial-serv- 
ices conglomerate in Malaysia's private 
sector. 

In its 25-year history, Public Bank has 
thrived on an entrepreneurial-lending 
strategy that targets Malaysia's small and 
medium-sized businesses and the coun- 
try's aspiring middle class, where margins 
_ are high and risks manageable. The Chi- 
nese-owned group's prudence, though, is 
evident in the close watch it keeps 
on à potentially troublesome portfo- 
lio and in the results of doing so: a 
history of profit growth. 

Public Bank's nimbleness is also 
evident in the links that founder and 
president Tan Sri Teh Hong Piow 
has forged with the ruling United 
Malays National Organisation 
(Umno). Through the years, Teh has 
paid close heed to meeting the de- 
mands of Umno's New Economic 
Policy. Responding to Umno's poli- 
cies, Public Bank acted quickly to 
offer low-cost home-owner loans 
and to implement a hiring pro- 
gramme for bumiputras, or indig- 
enous Malays. 

In the process, the bank has 
grown from a one-branch operation to a 
financial-services empire with more than 
155 bank and finance-company branches 
in Malaysia. In Hongkong, the group oper- 
ates a bank branch and JCG Finance, a 31- 
branch finance house catering to small 
Chinese businesses and the colony's 
74,000-strong Filipino community. 

Today, Public Bank is poised to begin 
expanding overseas. It has a branch set to 
open in Sri Lanka, a potentially lucrative 
joint venture in Vietnam with that coun- 
try's Bank for Investment & Development 
of Vietnam (BIDV), and a new merchant 
bank in New Zealand, Bancorp Holdings. 
The bank is also planning pioneering op- 
erations in Cambodia, Laos and Burma. 

Public Bank's overseas ventures are a 
mirror of its domestic growth strategy. In 
Vietnam, the bank is seeking a profitable 
niche market among the 1 million-strong 
Chinese community in Ho Chi Minh City. 
At the same time, the bank has assured 








itself of strong government connections by 
signing a joint venture with BIDV, which is 
responsible for vetting all investment 
projects and international aid. 

This overseas push also serves a pur- 
pose in Malaysia, where Prime Minister 
Datuk Seri Mahathir Mohamad is encour- 
aging companies to broaden their business 
ties with Third World countries. Indeed, 
Public Bank is the first Malaysian bank to 
heed Mahathir's calls — yet another ex- 
ample of the institution's keen political 
acumen. 

Despite Public Bank's overseas expan- 
sion aims, the group is firmly rooted in 
Malaysia. It boasts a Malaysian stable of 
subsidiary financial-services companies in 
factoring, trusts, equities and futures. It 


Public Bank Group 
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also has a trust business and merchant 
bank via its offshore subsidiaries on 
Labuan Island, the putative offshore bank- 
ing centre in East Malaysia. In the near 
future, Public Bank hopes to become a 
complete financial-services supermarket by 
acquiring insurance and other merchant- 
banking units. 

Public Bank, the group’s primary 
money spinner, ranks fourth in Malaysia 
in total assets. But in after-tax income, it 
ranks second only to Malayan Banking, 
pulling in M$75.3 million (US$27 million) 
in 1990, compared with Malayan Banking's 
M$172.1 million, which was generated 
from a loan portfolio four times the size. 
Public Bank's net return on assets in 1990 
was 1.4%, against Malayan Banking's 
1.29%. 

Public Bank’s performance has been 
marked by alternating aggressiveness and 
caution and by catching economic cycles 
with just the right mix of investment and 
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lending strategies. Analysts and fund 
managers credit the group’s success to its 
management's agility and its renowned 
caution when lending to relatively risky 
clientele. 

The bank's ability to shift quickly its 
lending and investment goals was most 
evident during the economic recovery from 
the 1985-86 recession, when it invested 
heavily in Malaysian Government securi- 
ties rather than attempt to rebuild its loan 
portfolio as most other banks were doing. 
The move produced the bulk of the bank's 
pre-tax profit of M$54.1 million in 1987, 
and contributed to about 50% of the bank's 
earnings in 1988. 

Many other Malaysian banks were 
caught flatfooted as eager domestic com- 
panies borrowed heavily during the re- 
covery. Of the move, a Public Bank official 
says simply: "Interest rates were falling, 
fixed rates were up, so we bought heavily 
and quickly." Today, the bank has a 
sharply reduced government-paper port- 
folio. 

Similarly, rather than lend a huge 
amount of funds for property and leisure 
. development since the late 1980s, 
f the bank has loaned money to other 
banks through the interbank mar- 
ket. In 1990, interbank lending rep- 
resented a hefty 38% of its assets, 
compared with 42% in other loans 
and advances. Now that Malaysia’s 
property and leisure sectors are 
wobbling, Public Bank stands out 
for not having any potentially trou- 
bling loans. 

But at the basic banking level, 
Public Bank makes its money on 
prudent loans at higher margins to 
less-than-perfect customers. “We 
lend to those who have difficulty 
maintaining their books but who 
clearly have an entrepreneurial 
spirit,” a bank operations manager 
says. 

Adds Harry Menon, senior general 
manager: “Our primary market is small- 
to-medium businesses, those involved in 
trade or manufacturing, or cottage indus- 
tries. About one third of our customers are 
large corporate clients, and the other two 
thirds small-to-medium-sized businesses. 
Of course, we also lend for housing and 
consumer financing.” 

Menon stresses that the bank “concen- 
trates on wealth creation on the asset side 
rather than on the investment side” by 
lending for plant and equipment that pro- 
duces exportable goods. He says, “We have 
avoided the speculative avenues, such as 
lending for high-rise buildings and condo- 
miniums.” The bank's portfolio roughly 
consists of 35% in manufacturing and in- 
dustry, 25% in housing, 15% in real estate 
and 25% in a variety of other businesses 
such as agriculture, mining and consumer 
credit. 
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Protecting Public Bank against problem 
loans, though, is management's other pri- 
ority. Analysts say a fair portion of the 
bank's profit growth in 1990 stemmed from 
the recovery of bad debts lingering from 
the recession. The bank, which provisioned 
itself heavily when the recession hit, ap- 
parently reaped the benefit on recoveries 
last year. 

Public Bank predicts that Malaysia’s 
economy will experience a slight 
slowdown this year, a forecast that could 
explain the bank's light provisioning in 
1990. Menon, however, says the bank's 
confidence in its loans is predicated on its 
dose relationship with customers, as the 
bank steps in quickly if a borrower is in 
trouble. 

“If we can help a borrower who is one 
month behind on payments," Menon says, 
"surely this is better than waiting for three 
months and then slapping on extra interest 
charges, which he clearly can't pay." 

Menon cites the bank's actions during 
the Gulf crisis asean example. "We im- 
mediately looked at the impact of this on 
our customers in the plastics and paper in- 
dustries, both of which were likely to suf- 
fer from the war. We asked if they had 
enough material on hand and to check if 
they had early orders in. Extra lines of 
credit were extended to see them through 
the crisis.” 

The bank’s international expansion 
plans, however, indicate that its manage- 
ment believes further growth in Malaysia 
could prove difficult. Malaysian financial 
authorities are determined to shrink the 
number of financial-services companies in 
the country, mostly through mergers. 

Bank president Teh is opposed to Pub- 
lic Bank seeking merger partners, since a 
smaller company would not strengthen the 
group and a large one would dilute its 
power. He wants to keep Public Bank in 
the hands of its current shareholders and 
management, not only to protect his per- 
sonal investment but also because he be- 
lieves the group's flexibility can be main- 
tained only by keeping majority control of 
all subsidiaries. 

This has stymied the group's desire to 
become a complete financial-services su- 
permarket by adding insurance and mer- 
?hant-banking units. Teh will not accept a 
minority interest in an insurance company 
эг a merchant bank, and a majority holding 
in either type of company is currenty not 
for sale. Further, the government is not is- 
suing any more merchant-banking licences. 

But Public Bank is exploring one more 
avenue of domestic expansion — credit 
cards. It has just signed up with Visa and 
has poached the US company’s top mar- 
keting man in Malaysia to start up the op- 
eration. Previously, the bank had marketed 
an American Express card, but true to its 
traditions, it is trying to tap middle rather 
than upper-class Malaysians. " 
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Public Bank eyes Asia 5 outposts 


Frontier finance 


ublic Bank's overseas expansion 
P closely follows its successful do- 

mestic growth strategy: identify a 
niche market among the less fortunate and 
get there first. From Vietnam to Sri Lanka, 
New Zealand to Cambodia and Laos to 
Burma, the group is targeting high-yield 
opportunities in high-risk markets. 

The group's international moves high- 
light its savvy political skills. As Malaysia's 
leading privately owned and Chinese-con- 
trolled bank, Public Bank must follow 
carefully the suggestions of Prime Minister 
Datuk Seri Mahathir Mohamad. Most re- 
cently, that has meant increasing its eco- 
nomic ties to Third World countries. 

This year, Public Bank has invested 
US$1.3 million in a branch in Sri Lanka. 
But more significantly, the bank will soon 


Back from the recession 
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sign a 50:50 joint-venture agreement with 
Vietnam's premier development bank, the 
Bank for Investment & Development of 
Vietnam (BIDV). The joint venture is ex- 
pected to give Public Bank singular access 
in the country. 

With these acquisitions, Public Bank is 
poised to become a financial institution to 
reckon with in those risky investment areas 
that could prove as lucrative in the next 
century as Malaysia is today. Its recent 
NZ$4.2 million (US$2.5 million) purchase 
of a 40% stake in Bancorp Holdings, a New 
Zealand merchant bank, indicates a will- 
ingness to gamble in riskier developed 
markets as well. 

At the same time, Public Bank is con- 
sciously eschewing investments in the de- 
veloping financial centres of Asean, such 
as Jakarta, Bangkok and even Singapore. 
Its 1990 acquisition of Hongkong finance 
house JCG Holdings is its only venture into 
an established financial centre. But even 
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JCG is viewed in part as a long-range play 
on China. Public Bank officials hope the | 
finance house will complement their re- 
stricted licence bank in Hongkong, which 
is developing trade-finance relations with . 
Taiwan and Hongkong companies operat- 
ing in China and Malaysia. 

Public Bank's expansion away from es- 
tablished financial centres fits its corporate 
strategy. "Our type of clients are mid-level 
businessmen who pay slightly higher 
margins,” says senior general manager — 


London, and [the bank] can't compete in 
markets we don't know." 

But there is more to this than smart 
marketing. Public Bank has a keen sense of 
direction when following the policy wishes 
of Malaysian authorities. Mahathir has 
been eagerly seeking to expand the coun- 
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try’s South-South economic and diplomatic 5 
ties, while Bank Negara, the central bank, d 


has been busy signing bilateral trade-fi- 
nance arrangements throughout Asia, 
Latin America and Africa. 

On cue, Public Bank has begun to seek 
niches among several of the countries that 
Mahathir and the central bank have tar- 
geted. Public Bank, however, has been se- 
lective. The group has chosen to wait be- 
fore moving into Latin America, for ex- 
ample, and it prefers to strengthen its do- 
mestic operations in Malaysia in the so- 
called growth triangles embracing Singa- 
pore, Thailand and Indonesia. 

Perhaps the most canny move Public 
Bank has made is in Vietnam, through its 
pending US$10 million joint-venture 
agreement with BIDV. The Vietnamese 
state-owned bank will eventually vet all 
the loans that the World Bank, the IMF and 
the. Asian Development Bank offer once the 
US lifts its embargo on loans to Vietnam 
by those financial institutions. 

The deal was clinched after Public 
Bank's president, Tan Sri Teh Hong Piow, 
accompanied a Malaysian Government 
delegation to Ho Chi Minh City and Hanoi 
earlier this year. According to bank 
sources, Teh insisted that his bank retain 
operating control of any financial-services 
arm it invests in. The agreement was ap- 
parently signed only after the intervention 
of top Malaysian and Vietnamese officials 
to smooth over differences between the 
aides. 

Says Teh: "The [Malaysian] Ministry of 
Finance, too, was pushing for us .. . We 
would have preferred 100% ownership, 
but needed the local expertise to partici- 
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pate in venture capital [investments] and 
take equity stakes.” 

Given its connections and the substan- 
tial Chinese community in Ho Chi Minh 
City that Public Bank excels at catering to, 
there is great potential for the joint-venture 
bank. Further, bank competition in Viet- 
nam is weak. Analysts point out that Viet- 
nam’s other joint-venture bank, Indovina 
Bank, is woefully short of skilled staff. 
Indovina is a 50:50 venture between 
Summa Group of Indonesia and the In- 
vestment & Commercial Bank of Vietnam. 

Analysts also believe that banks from 
the developed world are unlikely to cap- 
ture a significant portion of business be- 
cause of Vietnam’s aversion to what it sees 
as financial exploitation by leading capi- 
talist countries. Only the Thai banks oper- 
ating in Vietnam are likely to give Public 
Bank's joint venture a run for its money, 
reflecting the roughly US$8 million that 
Thai companies have invested in Vietnam. 

In Sri Lanka, Public Bank is hoping that 
its branch will capitalise on low-end in- 
dustrial producers in Malaysia shifting 
their operations to the island as wage and 
cost pressures build at home. "Labour-in- 
tensive industries are under pressure in 
Malaysia, where it is becoming no longer 
cost efficient [to operate],” senior general 
manager Menon says. 

Menon believes the positives for mov- 
ing into Sri Lanka far outweigh the nega- 
tives brought about by the risk inherent in 
a country racked by more than a decade of 
sectarian strife. “The flight time is three 
hours [from Kuala Lumpur to Colombo],” 
Menon points out, “[and the country has] 
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Public Bank president Tan Sri Teh Hong 
Piow has made his fortune by being the 
first to invest in a wide range of projects 
and the first to seek profit in new adven- 
tures elsewhere. From property develop- 
ment and light manufacturing to banking, 
Teh's timing has been good, as has his 
ability to skirt the problem of being a 
Chinese in a Malay-dominated political 
and business environment. 

Teh's net worth is estimated at M$44 
million (US$16 million), though this fig- 
ure predominantly reflects the value of 
his 40% stake in Public Bank. But Teh 
points out that he made and lost millions 
long before he decided to concentrate his 
energies on Public Bank in the late 1960s. 

These early investments established 
Teh as one of Malaysia's leading busi- 
nessmen. He dealt himself in and out of 
numerous business investments in Ma- 


Teh’s ever-expanding empire 


Figures are in % 
Asia/Pacific 
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Source: Public Bank 


13 million educated, English-speaking 
people and Commonwealth law.” 

In contrast, Public Bank’s plunge into 
New Zealand was a pure gamble, Menon 
says. Picked up at a 50% discount to its net 
tangible assets, the Bancorp Holdings stake 
was an “opportunistic” purchase. 

Public Bank bought into Bancorp Hold- 
ings via its offshore subsidiary on Labuan 


Man and myths 


laysia, Singapore and Hongkong while 
working his way up the ladder at Over- 
sea-Chinese Banking Corp. (OCBC) in the 
1950s and Malayan Banking Corp. in the 
early 1960s. 

Teh raised enough capital in these in- 
vestments to start up Public Bank in 1966. 
He also made enough important contacts 
among Malaysia's ethnic Chinese com- 
munity and the governing Malay elite to 
make a serious go of Public Bank. 

The story of Teh, son of a Chinese 
immigrant to Singapore, contains many 
of the elements of a Horatio Alger myth, 
though with a Confucian twist. A hagi- 
ography commissioned by Public Bank in 
1987 details how economic deprivation 
and a tough family life in Singapore 
steeled Teh for the challenges of becom- 
ing an entrepreneur. He worked hard to 
support the family, and even after re- 
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Island. The group aims to capitalise on ris- 
ing investment interest in the country 
among ethnic Chinese, particularly those 
who have emigrated from Hongkong and 
Singapore. 

“Will New Zealand go belly up?" 
Menon asks. “No, but it will bottom out.” 

Public Bank officials say they are proud 
they made their move into New Zealand 


ceiving his education in Singapore, he re- 
mained deeply involved in family affairs. 
This sense of responsibility drove him ta 
seek his fortune, Teh’s biographer says. 

But like Alger's mythical heroes, Tehi 
needed a lucky break. A Malaysian 
banker tells the tale that Teh, by securing 
a piece of prime Kuala Lumpur property 
with a three-month lien, was able to raise 
the purchase price by selling off parcels 
at 10% down. He raised enough cash tc 
pay off the lien and develop most of the 
remaining sites. “Such activities were пой 
illegal then," the banker says, "and [Teh] 
saw the loophole and acted on it" . 

Teh soon became a developer of flats 
and shophouses around Kuala Eumpur 
He also moved into leisure development 
and textile and garment manufacturing. 
listing some of his companies in Singa- 
pore and Hongkong to raise cash to ex: 
pand his investments. 

Teh declines to discuss where he made 
his early money. He prefers to credit his 
luck to his transfer by OCBC to Malaysia 
where opportunities abounded, and his 
acumen to the many ventures he delvec 
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before Singapore's splashy US$466 million 
acquisition of a 4.7% stake in Brierley In- 
vestments Ltd (BIL) and a 30% interest in 
BiL's British hotel group Mount Charlotte. 

“We saw the opportunity first,” a Public 
Bank official says. 

. Perhaps more importantly, Bancorp 
Holdings: provides Public Bank with the 
opportunity to develop merchant-banking 
skills on Labuan. Public Bank has been de- 
nied a merchant-banking licence in Malay- 
sia, опе of the last additions the bank needs 
fo turn itself into a complete financial- 
services supermarket. 

In Cambodia, Laos and Burma, Public 
Bank sees similar entrepreneurial opportu- 
nities, president Teh says. He and other 
officials at the bank, however, decline to 
talk about specific plans for these countries. 

The other international investment 
Public Bank has made is in its offshore 
запкіпр units on Labuan. The group's two 
affshore vehicles, Public Bank (L), which 
ĝas paid-up capital of US$4 million, and 
?B Trust, which hag paid-up capital of only 
75$300,000, both made a slight profit in 
he first half of this year. 

The group recognises that the Labuan 
2xperiment will take a decade or more to 
nature. But the chance to develop off- 
ihore-lending skills is considered worth the 
Жоп. 

:*"Many Malaysian companies аге seek- 
ng funding offshore, which the govern- 
nent wants them to do through Labuan,” 
Menon says. “Besides, the pricing is better 
vecause there are no withholding or in- 
‘ome taxes for Malaysian companies.” 

ш Ed Paisley 


nto before opening Public Bank in 1967. 
Teh gave up his Singapore citizenship 
vhen he started the bank.) 

"Learned that to diversify is too much 
rouble,” Teh says. “Relatives, too, 
ought their share of trouble." (Cur- 
ently, no relative of Teh’s works at Pub- 
ic Bank, a slap at nepotism Teh likes to 
nake known.) 

Teh opened Public Bank with a M$2 
nillion capital base and quickly began 
hedding his many investments. How he 
ibtained his banking licence at a time 
vhen the government was restricting the 
tumber of banks remains another mys- 
ery — and one that Teh relishes. “How I 
ame to receive a licence at that time is a 
ecret,” he says. 

-Bankers in Kuala Lumpur and Singa- 
ore name a host of candidates who 
night have helped Teh's application 
hrough the bureaucracy, but none that 
ould be verified. In the event, the bank's 
ipening ceremony was presided over by 
unku: Abdul Rahman Putra Al-Haj, 
dlalaysia’s first prime minister. 

_ From the beginning, Public Bank has 
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The Team 


е e 
spirit? 
ndonesia's most powerful business- 
I men have announced their intention 
to move ahead with giant infrastruc- 
ture projects, despite a government-driven 
campaign to curtail overseas borrowing. 
Bankers are now waiting to see which 
projects are given official approval. 
On 4 September, Jakarta said that all 
government-related projects requiring off- 


shore financing would require the ap-. 


proval of a Foreign Commercial Debt Team 
(FCDT) that was being set up. In addition, 
the team was authorised to set a ceiling on 
foreign borrowing for the fiscal year end- 
ing on 31 March 1992. Purely private 
projects do not need official approval when 
borrowing overseas. 

Coordinating Economy Minister Radius 
Prawiro was quoted on 19 September as 
estimating the total value of "mega- 
projects" under consideration at US$78.9 
billion. These are mainly large infrastruc- 
ture projects — such as roads, power 
plants, ports and telephones — and a series 
of petrochemical complexes. 

Bankers and economists say the main 
priority for Indonesia should be to push 
forward with an upgrading of the coun- 
try's infrastructure. "These are what Indo- 
nesia needs to sustain long-term develop- 









ment," says one economist. Analys 
worry, however, that a flurry of new. p 
rochemical projects — while viable ‘ov 
the long term — would put enorme 
pressure on Indonesia's current account. 
One potential problem for the FCDT, 
economists say, is that many of the pro- 
posed petrochemical projects are joi 
ventures between the state and politicall 
influential private businessmen. E 
In recent months, for example, bus 
nessman Prajogo Pangestu has announced 
he will move ahead with a US$L4 billion 
olefins complex in West Java and а US$1.3 
billion industrial tree estate and pulp plant. 
in South Sumatra. On 23 September, news 
reports said Prajogo had been appoint 
as lead investor for a US$2.4 billion. re- 
sidual catalytic cracking unit in Central 
Java. All three projects will use funds from. 
state-owned banks and should need ЕСТ 
approval, bankers said. UM 
The Humpuss Group, which is; cot 


trolled by President Suharto's 29-year 
son Tommy, revealed on 22 September 
it intended to implement its plans fo 
US$288 million methanol plant in Ea 
Kalimantan, a US$250 million purified. 
terephthalic acid plant in Aceh; and à 
US$250 million urea fertiliser plant in Wes 
Java. Bankers believe all three would r 
quire FCDT-approved financing. 
Whether the FCDT is able to assert con 
trol over all these projects is still unclear. 
“We have no intention of postponing ou 
projects despite a recent call by the gov 
ernment,” Humpuss executives wer 
quoted as saying on 23 September. о 
ш Adam Schwarz 








generated mostly good press. Except for 
a minor run on the bank in 1983 after 
unfounded rumours circulated about its 
connection with a collapsing Arab bank 
in Hongkong, the only stain on its record 
is a questionable bonus and rights offer- 
ing in the same year. 

The offer came after the bank declared 
no such plans were afoot and after many 
shareholders had sold their shares. The 
subsequent offering brought grumblings 
from minority shareholders, though the 
Kuala Lumpur Stock Exchange absolved 
Public Bank of any wrongdoing. That 
cash call set the stage for Public Bank's 
dramatic expansion and substantially in- 
creased Teh's equity position in the bank. 

The 60-year-old Teh, however, sums 
up the dramatic upturn in the bank's 
fortunes in the early 1980s rather differ- 
ently. "No bank has failed because an 
employee has stolen money or because 
customers haven't paid their loans," he 
says. "Banks fail simply because of bad 
management." 

Teh credits Public Bank's success to 
the fact that it has had at its reins a single 








dominant shareholder, himself, апа-а 
competent management staff. He says 
this has enabled the bank to make quick 
decisions in changing economic circum: 
stances. "m 

Nonetheless, Teh is quick to acknow- 
ledge that Public Bank's management 
team, which is considered one of the best 
in the region by securities analysts and 
fund managers, is largely responsible for 
the bank these days. “I do not now run: 
the bank from day to day," he says, “but 
I am still involved in some management 
decisions." 

But Teh is involved in the group's: 
long-term strategies. He played a key role 
in the Vietnam joint-venture negotiations, 
and he appears to be providing ће im- . 
petus for the bank's coming focus on - 
Indochina. i : 

Because of Teh's standing at Public: 
Bank, many shareholders wonder how 
the group will fare after he retires. Teh 
says control of Public Bank will be left 
with those who inherit his shares — the © 
implication being he will be with the bank ` 
until he dies. ш Ed Paisley _ 
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MARKETING 1 


Asian firms seek to produce own-name goods 


Brand of hope 





By Carl Goldstein in Taipei and Hongkong - 


sian manufacturers, often the 

anonymous producers behind some 

of the world's most famous labels, 
are looking for a competitive edge in ex- 
port markets by trying to establish their 
own brand names. From Seoul to Taipei to 
Hongkong and Southeast Asia, manufac- 
turers who were fattened on subcontract- 
ing deals are attempting the difficult proc- 
ess of selling under their own name, rather 
than letting the customer slap his corporate 
imprimatur on their product. 

For the most part, they have a long way 
to go. With a few Japanese exceptions, the 
great majority of recognisable corporate 
labels are American or European. One 
survey of "international brand power" by 
a design and corporate-identity consul- 
tancy came up with a top 10 consisting of 
Coca-Cola, Sony, Mercedes-Benz, Kodak, 
Walt Disney, Nestle, Toyota, McDonald's, 
IBM and Pepsi Cola. 

Now, companies around Asia are trying 
to follow the lead of Japanese 
firms, which have long since 
ceased to be regarded as the West's 
workshops (or original-equipment 
manufacturers as the industry 
terms such subcontractors). It is 25 
years or more since the "Made in 
Japan" label was synonymous with 
cheap goods. 

Recognising the link between 
brand-name sales and a perception 
of quality, Taiwan has launched a 
"Made in Taiwan" promotional 
campaign aimed at broadcast and 
print media in Western markets. 
The idea is to give the island's 
goods a cachet they often lack and 
counter the notion of Taiwan as a 
counterfeiting centre. 

Some marketing specialists 
question the approach. “Compa- 
nies make products, not countries," says 
Donald Casey, president and chief execu- 
tive of Landor Associates, which con- 
ducted the survey of brand recognition. 
"When enough companies in a country are 
making quality products, they'll erase the 
old image," he says. 

The challenge is to translate the export 
prowess that made the four Asian NICs — 
and the Southeast Asian contenders for the 
mantle — into a major force in world trade 
by raising the brand awareness of indi- 
vidual companies. 

Taiwan and Hongkong firms are in the 





forefront of this process. Both manufactur- 
ing centres have a large number of inde- 
pendent producers with significant tech- 
nological expertise, together with the fi- 
nancial muscle necessary to build an inter- 
national marketing and support network. 

South Korean firms — particularly the 
big business groups — have plenty of fi- 
nancial clout, but they have been ham- 
pered in establishing a firm international 
identity by the broadly diversified nature 
of their manufacturing interests. In South- 
east Asia, where the big fortunes have 
mostly been based on primary commodi- 
ties and trading, few companies have made 
a start at establishing a brand identity out- 
side their home base. 

Different routes are available for pro- 
ducers seeking a brand-name niche. One is 
to buy a Western firm with a well-known 
identity. Hongkong-based Semi-Tech took 
this option two years ago when it bought 
Singer Sewing Machines of the US, under 
whose marque it hopes to assemble a stable 
of cheap electronic appliances. Hongkong 





A Giant in its own name. 


watchmakers have bought established 
Swiss and French names. 

The more difficult, but potentially more 
rewarding, approach is for a manufacturer 
to nurture its own name. The experience of 
Taiwan computer-maker Acer, however, 
reveals that this strategy has its pitfalls. 
Three years ago, Acer chairman Stan Shih 
decided the firm's original name, 
Multitech, was too generic. About USSI 
million was spent on searching for a name 
suited to making the company "Taiwan's 
Sony." 

On one level, the strategy has worked 
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well. Revenue this year should top US$1 
billion. With some 70% of sales going out- 
side Taiwan, Acer is easily the island's 
largest exporter of branded goods. 

But the drive to become one of the 
world's top five personal-computer makers 
by the year 2000 has hurt Acer's bottom 
line. From 1985-88, net income margins av- 
eraged a healthy 4.3%. But in 1989, net in- 
come plunged to 0.8% of sales. Last year, it 
fell to a nearly invisible 0.2%. 

The company’s position was partly un- 
dermined by a weak US market and a 
shakeout in the overcrowded personal- 
computer industry. But the underlying 
causes had much to do with the company’s 
heavy spending on distribution companies 
in the US and Western Europe, on beefing 
up its overseas sales and marketing staff in 
both regions, and on raising the percent- 
age of turnover devoted to research and 
development. 

Shih believes Acer is suffering inevita- 
ble though temporary difficulties as it 
makes the leap to true multinational status. 
“You have to take a long-term view,” he 
says. “We are just in the process of estab- 
lishing our name among the general public 
of the US and Europe.” 

Once that has been accomplished, Shih 
says, Acer's fortunes will rebound. One of 
the attractions brand-name sales hold for 
corporate managers is the premium that 
can be charged. "A brand name adds 
value," says a marketing consult- 
ant. "Effectively presented, a 
brand name enables a company to 
command a higher price for the 
same level of quality." 

Taiwan's largest bicycle maker, 
Giant Manufacturing, estimates 
that the net margin on its own- 
name models is 30-40% higher on 
average than on the firm's still 
substantial subcontracting busi- 
ness. (This contractual work and 
brand-name manufacturing can 
prove countercyclical, providing 
some cushion against sudden 
changes in the marketplace.) 

Another Taiwan company, ten- 
nis racket and sports equipment- 
maker Kennex, made its reputa- 
tion in the US selling mid-range 
goods under its Pro Kennex label, 
though it had some higher-priced models 
as well. When the company decided to 
make the plunge in the Japanese market 
several years ago, it sold only the top-of- 
the-line rackets (and hired a leading Japa- 
nese tennis player as its chief spokesman). 

Some Hongkong electronics makers are 
trying to reduce their reliance on subcon- 
tracting work by establishing their own 
imprimaturs. Gold Peak Industries has 
been a producer of car radios and other 
audio products for European manufactur- 
ers such as Blaupunkt. (It also makes bat- 
teries, but has recently spun this operations 
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off i into a гера сотрапу, СР Batteries 
International, listed in Singapore.) In Sep- 
ternber, Gold Peak launched its own line 
of audio products, dubbed GP Audio, 
which it intends to sell first in Hongkong, 
then in Southeast Asia. 

7 Elec & Eltek, a maker of printed circuit 
boards and other computer-related prod- 
ucts, tried to enter the fax business with its 
own-name product. The attempt failed 
owing to difficulties in establishing a mar- 
keting and distribution network, according 
to analysts at S. G. Warburg Securities. 

. Some governments are trying to spur 
their companies along. Taiwan has estab- 
lished a state-backed group called the 
Brand International Promotion Associa- 
tion, with a board comprising the chief 
executives of leading companies such as 
Acer, Mitac and Copam (two other com- 
puter firms), Giant and Kennex. 

, Established two years ago, the group 
functions on one level as a sort of 
roundtable for chief executives, with mem- 
bers exchanging experiences and provid- 
ing mutual advice*and support. The gov- 
ernment this year provided NT$3 billion 
(US$110 million) worth of guaranteed 
loans at preferential rates. 

Companies use the funds for marketing 
and other activities aimed at spreading 
brand-name sales. Each firm's allocation of 
these loans is determined by a formula cal- 


culated on the previous year's exports plus 
the current year's marketing budget. A tax 
incentive benefits companies that spend 5% 
or more of turnover on research and de- 
velopment and brand-name promotion. 

Hongkong's Trade Development 
Council has been holding a series of semi- 
nars for the territory's manufacturers to 
highlight the importance of brand-name 
sales. "The time when we could sell bits 
and trinkets just because we're cheap has 
long passed," says the council’s Andrew 
Ma. "Developing your own brand name is 
an integral part of the drive to go up- 
market." The council has little to offer be- 
sides advice, however, as the government 
prefers that companies commit their own 
resources. 

Another benefit that branding may 
bring is added muscle in financial markets. 
^Many companies looking to tap capital 
markets realise that the goodwill value of a 
well-known brand name can help them 
command better terms with financial in- 
stitutions," says Hongkong-based Burson- 
Marsteller vice-president Mark Bain. 

Shih says this is one of the reasons why 
Acer was able to raise US$40 million on 
the Eurobond market this year. While it 
was the second example of a Taiwan com- 
pany exploiting this fund-raising window, 
it was the first since the Taiwan stockmar- 
ket crashed last year. " 
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Wheels of | 
fortune 


he success enjoyed by Giant Man 
| facturing; Taiwan's biggest Ысус 


maker, seems based on two taleni 
the imagination to turn a problem into 
advantage and the acuity to spot the diffe 
ence between a fad and an enduring shi 
in consumer demand. 

Giant was given a chance to display 
both attributes around 1985. When the 
company lost its biggest customer, it 
shifted into own-name marketing. Then, it 
backed its hunch that mountain bikes were 
here to stay. These bikes are. 
sions of the traditional racing mode 
fatter tyres, more comfortable se. 
handlebars that do not require the 1 ri 
sit hunched over the seat. 

Founded in 1972, Taichung-based 
made its reputation within the indust 
the early 1980s as an original-equipme 
manufacturer selling 700,000 bicycles. 
year to Schwinn Bicycles, the biggest ү 
ducer in the US. But then the US firm d 
cided to invest in its own factories in Chit 








































| fax (852) 834-6051. 


FAR EASTERN ECONOMIC REVIEW’S 
FOCUSES AND SPECIAL REPORTS 


Upcoming 1991 Schedule 


BANKING IN ASIA 
ITALY IN ASIA 
FRANCE IN ASIA 
FREIGHT & TRANSPORTATION 21 November 
THE ARAB-ASIA AXIS 


| To make your advertising reservations, or for more information, please contact your 
` local Review sales representative or Thomas Harter in Hong Kong: tel (852) 832-8461, 


















17 October. 
24 October 
31 October 








5 December 


“BUSINESS AFFAIRS 


and Hungary and abandon its heavy reli- 
ance on Taiwan suppliers. 

Faced with the loss of more than half 
their business, Giant president Antony Lo 
and chairman King Liu decided on a more 
resourceful response than just scratching 
around for new customers. The only way 
out, they felt, was selling bikes under their 
own brand name. 

“We had the technology already,” says 
Lo. The company’s Research and Deve- 
lopment staff devised bicycle frames made 
of chrome or aluminium alloys, or carbon 
fibre for the most expensive models. What 
Giant needed, explains Lo, was to change 
the way it did business. Instead of simply 
selling to a small number of big customers, 
the company had to begin the difficult — 
and costly — task of building an interna- 
tional distribution and sales network. 

From a modest base, Giant in 1986 be- 
gan to set up an overseas sales network. A 
distribution centre in the Netherlands came 
first, initially serving the whole of Western 
Europe. Other offices on that continent fol- 
lowed in short order; then the company set 
up warehouses and sales facilities in Los 
Angeles, Chicago, New Jersey, Canada, 
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Brand names in the international fashion 
industry are almost de rigueur, but 
widely recognised Asian labels are rare. 
Non-Japanese Asian brands are virtually 
unknown. Hongkong-based Kai-Yin Lo, 
who designs and markets a distinctive 
line of semi-precious jewellery, is one of 
the few exceptions to the rule. 

Lo has established a fast-growing 
business that stretches from a workshop 
in the backstreets of Kowloon, in Hong- 
kong, to some of the glitziest boutiques 
and department stores of New York. She 
was the first Asian designer to have her 
own boutique at the swanky Bergdorf 
Goodman store. Her line is also sold by 
Neiman-Marcus and I. Magnin, both 
names to reckon with in up-market US 
retailing. 

Since her company was founded in 
1979, sales have been heavily oriented 
towards the US. It was only in 1985 that 
she opened the first of three retail outlets 
in Hongkong. These now account for 
some 30% of the company’s total sales. 
As a private company, it does not release 
sales or profit figures. 

Lo is making a big push to crack the 
Japanese market, where most shoppers 
for luxury goods have traditionally been 
addicted to European names. The first 
break came two-and-a-half years ago 


Tokyo, Osaka and in Melbourne. 

It has been a successful strategy. Over- 
all sales rose to US$200 million in 1990, up 
from US$170 million in 1989 and US$120 
million in 1986. The US sales operation 
accounts for US$58 million of the total, and 
Europe US$75 million. 

A private company, Giant does not re- 
lease earnings figures. Lo says only that 
profits "are doing okay," and that overall 
margins have improved since making the 
shift to brand name marketing. 

When several Californian-based makers 
of customised machines started building 
mountain bikes in the early and mid-1980s, 
many industry experts predicted that their 
early popularity would prove to be 
shortlived. 

But it has gone far beyond that. Some 
60% of all bicycle sales in the US come 
under the mountain bike category; after a 
slow start, the figure is 40% in Europe. 
Giant jumped on the bandwagon early, 
and it was the first to introduce its models 
to Europe. Now the process is starting in 
Japan. Mountain bikes accounted for 50% 
of the 1.7 million bicycles produced last 
year by Giant. 


Fashioning an image 


when Wako, an exclusive 
speciality retailer of jew- 
ellery, watches, designer 
clothing and art, began 
selling her products at its 
outlet in the Ginza. 

And in August, 
Mitsukoshi, one of the 
leading Japanese depart- 
ment store chains, began 
featuring her products. 
Lo expects the Mitsu- 
koshi connection to in- 
crease her company's to- 
tal sales by 40% within a 
year. 

She also hints that the 
link with Mitsukoshi 
could lead to the possible purchase of a 
stake in her company. At present, the 
only other shareholder is Lo's brother, 
who holds a minority interest. “If we can 
find synergy with some company that 
can provide us with the necessary sup- 
port in product development, distribu- 
tion and marketing," she says, it would 
allow her more time at her craft, which is 
the part she prefers. 

The need for a larger partner with 
deep pockets and distribution channels 
illustrates the difficulties facing a small 
company trying to succeed in a business 


Lo: exception. 
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The company's performance exempli- 
fies Taiwan manufacturers generally 
successful struggle to cope with rapidly 
rising labour costs and the appreciation in 
the past few years of the New Taiwan 
dollar. The value of Taiwan's bicycle ex- 
ports rose 30% last year compared with the 
previous 12 months, and 58% in the first 
half of this year against the same period in 
1990. 

The improved export picture reflects the 
ability of Taiwan manufacturers to move 
into the production of more up-market 
models. Taiwan companies dominate sales 
to specialist bicycle dealers, a more lucra- 
tive slice of the market in which prices 
range from US$250-500 (compared with 
US$79-150 at the lower end of the range). 
These shops require smaller production 
runs than the US firms are willing or able 
to handle. 

Now a number of Taiwan's other 
brand-name bicycle makers are trying to 
follow in Giant's tyre tracks. Notable 
among them is Merida Industries, the is- 
land's No. 2 bicycle firm. Merida bikes are 
now sold in Taiwan and in the US. 

п Сагі Goldstein 





dominated by a few large rivals. 

“It's a long, costly process to build up 
a name,” she says, “and I'm going up 
against the likes of Paloma Picasso." In 
the fashion industry, an image of sophis- 
tication must rest on a 
foundation of distinctive 
design capabilities and 
sharp marketing sense. 
Companies typically 
promote the creator 
heavily; in this, Lo is no 
exception. 

An elegantly turned- 
out woman in her mid- 
40s, Lo radiates the easy 
confidence of someone 
born to wealth. Her 
grandfather was the 
comprador for Hong- 
kong Mercantile Bank, 
which was later incorpo- 
rated into the Hongkong 
& Shanghai Banking | 
Corp. in the 1970s. 

Her image is designed to appeal to 
professional women looking for versa- 
tile, medium-priced pieces that may be 
worn in different settings. Her prices 
start at about US$150. 

Growth prospects for Lo's company 
look good, but whether it will continue 
to be based in Hongkong will depend on 
factors beyond her control. The shadow 
of 1997 — when China will reclaim sov- 
ereignty over Hongkong — looms over 
Lo, as it does for many Hongkong resi- 
dents. m Carl Goldstein 
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Naturally enthusiastic. 


Aboard Japan Airlines, you quickly sense a genuine who encounter the refreshing hospitality of JAL once, do so 
enthusiasm on the part of the in-flight crew. It's easy to see again and again. Welcome aboard Japan Airlines. Where a 
they enjoy what they're doing. No wonder so many people world of comfort sets us a world apart. 
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A WORLD OF COMFORT. 
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IN HANOI? 


When they can make a good hot dog in Hanoi, you'll read about it in the All-Asia Guide. Seasoned 
travellers know even small details can assume immense importance when travelling in remote or unfamiliar 
territory. The Far Eastern Economic Review's All-Asia Guide has established itself as the most authoritative 
and detailed guide to the region. This just published, completely revised edition covers literally every country 
in Asia, including for the first time Soviet Asia and Siberia. Written by experts 
who really know each country, it not only reveals the best about them, but points 
out shortcomings and how to avoid them. A mine of up-to-the-minute information, 
featuring in-depth histories of each country... invaluable for understanding Asia's 
diversity of people and cultures. 

ELE rm LEN LE UN e Lh Ы C Rete FD Sn c CAR? We AA Ара. 
ı To: Publications Division, Far Eastern Economic Review Ltd., G.P.O. Box 160 Hongkong, 

1 . Please rush me copy/copies of the ALL-ASIA GUIDE 15th Edition, as indicated. I enclose 

ı а cheque/ postal order for 

! No. of copies E by airmail* 

| ALL-ASIA GUIDE 15TH Edition: HK$150, US$ 
LI 
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For airmail delivery please add: HK$50. US$6.: 
Name: 
Address: 
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Project Finance: Diverse Solutions 
for Unique Financing. 


There’s no shortage of projects in need 


of financing, but there is a shortage of 


banks which can provide the right financial 
solution. 

The Project Finance Team at UBS 
understands that project sponsors want 
their banks to offer unique financial solu- 
tions. Providing funding is not enough. 

UBS has been a financial advisor and 
lead bank for diverse projects such as oil 
and gas, waste-to energy, petrochemical, 


UBS. The bank of experts. 





mining, power generation, pulp and paper, 
and geothermal energy. This diversity of 
experience allows UBS to bring added 
expertise to each project. 

As the leading bank in Switzerland and 
one of the few AAA-rated banks in the 
world, UBS backs expertise with attention 
to detail. 





To know 


one truc expert 


is really 
all you need. 


UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Sydney, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 
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COMPANIES 


Essar Group seeks a place in India’s front rank 


Heavy hitters 


By Sucheta Dalal in Bombay 
nacountry where fortunes are usually 
built over generations, Shashi and 
Ravi Ruia stand out as men ina hurry. 
Their Essar Group has broken into the big 
league of Indian business in less than a 
decade, and is fast heading towards its first 
division. 

From a base in shipping, oil-field sup- 
ply and marine construction, Essar is 
branching out into sponge iron, steel, oil 
exploration and financial services. Group 
turnover of Rs 2.4 billion (US$141 million) 
in fiscal 1989-90 is estimated to have dou- 
bled in 1990-91, anal is projected to reach 
Rs 25 billion by 1995-96. 

Unlike many India businessmen, the 
Ruia brothers are also looking outwards. 
In August, Essar became the first Indian 
concern to win drilling contracts outside 
India. The group is also eyeing export op- 
portunities for the output of its sponge-iron 
and steel plants, and it is studying the 
feasibility of setting up a sponge-iron plant 
in Thailand, Malaysia or Indonesia. 

Such rapid growth, however, also raises 
questions about Essar’s management ca- 
pabilities, its ability to raise finance in a 
country struggling with a debt and foreign- 
exchange crisis and the vulnerability of its 
expensive investments to changes of for- 
tune in its target markets. 

In the past year, Essar has advanced on 
several fronts: 
> Oil exploration. Although small in oil- 
industry terms, the foreign contracts won 
in August marked Essar's debut in the in- 
ternational oil business. The first contract, 
in Oman, will have a value of US$20 mil- 
lion spread over four years, while the sec- 
ond, in Indonesia, will amount to US$8 
million annually. Essar will also be a bid- 
der, alongside foreign companies, in In- 
dia's own latest round of oil-exploration 
concessions. 
> Shipping. In March, the Ruias' 40%- 
owned Essar Shipping pulled off a major 
coup, acquiring control of South Indian 
Shipping Corp. (Sisco), a Madras-based 
blue-chip shipping company, through the 
purchase of a 22% stake. Sisco's nine bulk 
carriers will complement Essar Shipping's 
existing fleet of 33 ships, comprising tank- 
ers, bulk carriers, oil-field supply vessels 
and a drilling ship. 
® Iron and steel. A year ago, 31%-held 
Essar Gujarat brought on line a sponge- 
liron plant with capacity of 880,000 tonnes 
a year. The plant, in the heavy-industry 
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zone of Hazira 300 km north of Bombay, is 
already operating at full capacity, and 
Essar now plans to extend it to double 
output by 1992. Another project, however, 
is bogged down. This is a 1 million-tonne 
steel plant, due to open in 1992 but now 
unlikely to be ready until 1994. Partly as a 
result of India’s currency crisis, the Ruias 
are being forced to review their intention 
to produce steel entirely for export. Essar 
meanwhile has several other steel-related 
projects in various stages of planning. 
The Ruias, who exercise their control of 
the group through Essar Investments, ap- 
pear undaunted by the size of the task they 
have taken on. In conversation, the broth- 
ers repeatedly stress: “We must have Chi- 


Rising star 





nese-size plants and Western technology. 
Indians can do it.” 

The Indian businessmen they most ad- 
mire are Dhirubhai Ambani, for the 
scorching pace of growth he has set at Re- 
liance Industries, and Aditya Birla, for 
having made the Birla Group the closest 
thing India has to a multinational. 

By coincidence, Essar is headquartered 


in Maker Chambers IV, the same South . 


Bombay office complex which houses Re- 
liance. Like Ambani, the Ruias built rather 
than inherited their wealth. And like 
Ambani, they are credited with clear vi- 
sion, a knack for spotting opportunities 
that bigger rivals have missed, and an 
ability to strike political deals. The brothers 
are known to be close to figures in the 
Congress (I) party, which leads India's 
ruling coalition. 

Ravi Ruia, the younger and more calcu- 
lating of the two, is managing director of 
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Essar Gujarat, which encompasses the iron- 
and-steel operations. He is not worried by 
the prospects of foreign competition. “In 
every area we have operated in, we have 
had to outbid Western firms," he says. "We 
are used to their of operating style." 

Such self-assurance is born of an early 
baptism in business. Shashi Ruia, aged 48, 
was only 23 when he took over the family's 
small Madras shipping agency on the 
death of their father. Ravi joined him 
shortly afterwards, aged 19. 

They moved into marine construction 
in 1969, building harbours and jetties and 
laying underwater pipes and cables. These 
modest contracts by the then-named Essar 
Construction & Carriers led the group into 
a bigger undertaking — a joint venture 
with Brown & Root to lay a 220-km sub- 
marine gas pipeline from the Bombay High 
oil fields to Hazira. 

The pipeline contract brought Essar into 
contact with Gujarat Industrial Investment 
Corp. (СПС), a financing agency in the state 
where Hazira is located. СПС wanted to set 
up a sponge-iron plant using the gas 
brought ashore. Essar became a partner — 
then bought out the Giic’s interest in 1987, 
renaming itself Essar Gujarat. The Ruias 


had further luck, stumbling upon a new 
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plant at Emden, West Germany, which _ 


they bought for virtually a firesale price 
and shipped to Hazira for re-assembly. 

Opened in March 1990, the 880,000- 
tonne plant quickly attained full produc- 
tion. Its finances had already received a 
considerable boost because of a rise in In- 
dian prices of imported steel scrap, an al- 
ternative to sponge iron as a feedstock for 
steel-making. The boost in demand for 
sponge iron has pushed selling prices of 
Hazira’s output to Rs 6,000 a tonne — more 
than twice the price estimated in Essar's 
project studies in 1987. 

Having struck a goldmine, Essar plans 
to double the plant's capacity by the end of 
1992. Moreover, the early success of the 
project spurred the Ruias on to even more 
ambitious things: a 1 million-tonne hot- 
rolled steel plant, also at Hazira, which will 
use the sponge iron feedstock. India has 
only one similar-sized private steel plant 
— the 75-year-old Tata Iron & Steel Co. 

But it is in steel that the Ruias have en- 
countered their first big setback. Despite 
having raised nearly Rs 5 billion in one of 
the Indian stockmarket's "mega" issues in 
1989, the project is behind schedule. 

A downturn in steel prices has under- 
mined the Ruias' plans to produce exclu- 
sively for export. And while they could sell 
the output in the domestic market, where 
prices exceed those abroad, a decision of 
the V. P. Singh government to open up the 


steel sector is likely to result in increased _ 


competition. 

June's double devaluation of the rupee 
and New Delhi's new-found desire to en- 
courage exporters has, however, helped 
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restore the project's viability, 
though costs have escalated during 
the delay. The Ruias say they are 
reworking the project's finances 
and have yet to make a final deci- 
sion on its exclusive export orien- 
tation. 

In any event, Essar continues to 
plan for substantial exports to 
Southeast Asia, parts of Africa and 
the Middle East. "Japanese steel 
has become very expensive, and 
these countries are now importing 
steel from Brazil and Venezuela," 
says Ravi Ruia. "India's proximity 
itself will give it a major advan- 
tage." 

Ruia also wants to capitalise on 
India's raw materials base. In col- 
laboration with Bechtel of the US, Essar 
plans to lay a 270-km slurry pipeline that 
will carry iron ore from mines in Madhya 
Pradesh state to Vishakapatnam on India's 
east coast. 

Here, in another example of Essar's in- 
tegration strategy, the ore will be processed 
at a 4 million-tonne pelletisation plant. 
From Vishakapatnam, the pellets will be 
exported, or shipped (in Essar's own ves- 
sels) around India's southern coast to feed 
the plant at Hazira. 

Essar also has a 25% stake in a 3 mil- 
lion-tonne steel project at Vijaynagar, in 
southern India. The Karnataka state gov- 
ernment's award of the partnership to 
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Shashi and Ravi Ruia: integration strategy. 





South Korea's financial system is once 
again in the spotlight thanks to foreign- 
exchange dealings by the Seoul branch of 
Banque Indosuez. The bank's flirtation 
with South Korea's banking law has an- 
gered regulators and has prompted an 
outcry from politicians who want to pun- 
ish the French bank. But it has also un- 
derscored the need for more transparent 
regulations in the country's backward fi- 
nancial sector. 

Indosuez brought in US$85 million in 
cash between March 1990 and May 1991 
by engaging in offshore foreign-exchange 
transactions at artificial rates, in effect 
borrowing money from overseas. The 
transactions were not forbidden by South 
Korean banking law, but they flouted the 
spirit of the regulations by bringing in 
money from abroad and by undercutting 
South Korean monetary policy. 

This is not the first time a foreign bank 
has tried to bring cheaper money into 
South Korea, and it is not expected to be 
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Essar, in the face of bids from other Indian 
steel majors, has touched off controversy. 
Given Essar's lack of experience in steel 
and the delay in its Hazira project, the de- 
cision was seen by rivals as evidence of 
favouritism. Already, the project is having 
to be reconsidered because the rupee de- 
valuations have pushed up the cost of 
buying Chinese technology. 

The Ruias, however, have already dem- 
onstrated they can navigate in troubled 
waters. Their shipping operations, begun 
in 1975 as Essar Bulk Carriers and later re- 
named Essar Shipping, shunned liner 
trade, which is vulnerable to the vagaries 
of global trade. Instead, the company de- 


A slap for Indosuez 


the last. As long as the country's interest 
rates are well above world rates and 
foreign banks do not have access to suffi- 
cient local funds, there will be an incen- 
tive for foreign bankers to bring in money 
from abroad. Marginal interest rates in 
South Korea typically run at 19-25% an- 
nually. 

In 1988, Citibank had a similar 
type of ruse in the form of options trans- 
actions. This year, Fuji Bank brought in 
about US$200 million through this sort of 
loophole-mining. Fuji Bank's Seoul man- 
ager and chief treasury dealer were qui- 
etly sent back to Tokyo after regulators 
uncovered the scheme. 

The Indosuez controversy erupted 
earlier this month after a disgruntled 
former employee leaked information on 
the transactions to a local newspaper. 

Indosuez officials say the leak oc- 
curred after the employee, who had been 
given a Won 85 million (US$115,000) 
golden handshake at the end of June, 
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ployed its vessels on fixed-tim« 
charters in the offshore oil busi 
ness. 

Later, as India's offshore oi 
production boomed in the mid 
1980s, Essar chartered offshori 
supply vessels to India’s state 
owned Oil and Natural Gas Com 
mission. These charters kep 
Essar's head above water during 
the recession that swept the globa 
shipping industry. 

With the recent acquisition o 
control of Sisco, which has turno 
ver of Rs 750 million a year, Essa: 
Shipping, headed by Shashi Ruia 
looks even stronger. The Sisco ac 
quisition again demonstratec 
Essar's links to power: 59% of the 
highly profitable shipping company i: 
owned by government financial institu 
tions that were clearly asked to suppor 
Essar's assumption of control. 

The brothers' most surprising venture 
is in financial serviees, India's fastest 
growing sector. Having gained financia: 
expertise through its experiences in raising 
cash and managing currency exposure 
Essar has bought a company called India 
Factors, now renamed Indian Securitie 
Ltd (ISL). The aim is to seek a tie-up with а 
major international investment bank + 
give ISL an edge in the Indian market. 

However, the growing breadth о 
Essar's activities, as well as the speed of it 


tried to blackmail the bank to give hirw 
more money. 

Finance Ministry officials were embar 
rassed by the disclosure of the Indosue 
transactions. “There is no way we сай 
tolerate this sort of action," one official 
says. "We are trying very hard to contrc 
domestic liquidity, in spite of a lot of pc: 
litical pressure." 

Although the money brought in b. 
Indosuez was a relatively small amount 
a Finance Ministry official says the min 
istry had to take action against the bani 
to enforce its monetary policy. Indosue: 
was not helped by the fact that the Now 
tional Assembly had just begun its annua 
inspection of government agencies, an¢ 
that the Finance Ministry was unde" 
pressure to show that it could be tougi 
on foreign banks, which are often accusec 
of profiteering. 

According to Indosuez, it made clos 
to US$3 million in pre-tax profit on th 
disputed foreign-exchange deals. Th. 
bank says it stopped the transactions i 
May. 

Ironically, the incident developed at 
time when many foreign banks believe 
that regulators had adopted a less cor 
frontational stance towards them. At 
thorities recently have been careful not t 
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expansion, are cause for concern. Leading 
sources at Indian financial institutions be- 
lieve Essar may not be able to sustain its 
current pace and suggest that some 
projects, particularly the Vijaynagar steel 
plant, may be delayed indefinitely. 

Another worry, observers say, is the 
absence of a strong second line of com- 
mand and the Essar Group’s highly cen- 
tralised management structure. Ravi Ruia 
vehemently denies this charge, saying 
Essar has lured top-flight managers. 

A bigger problem may simply be 
money. Because of India’s financial crises, 
the institutions whose job it is to bankroll 
industry are short of funds. Essar has 
tapped the stockmarket every year since 
1987 (it has two issues pending — for Essar 
Shipping and for ISL), and it will have to 
raise more money to complete the delayed 
steel project at Hazira. 

Essar expects to obtain financing 
through International Finance Corp., an 
arm of the World Bank, and London-based 
Commonwealth Development Corp. Essar 
has also signed a memorandum of under- 
standing with the Asian Development 
Bank for a US$100 million loan. 

However, while Essar’s bottom line will 
be under pressure when it begins to spend 
the money raised in 1989, the group is seen 
as basically healthy, having relied chiefly 
on equity finance rather than debt. And 
the sponge-iron project, a clear winner, will 
act as a cushion. п 


let minor regulatory disagreements get 
out of hand for fear of adding to foreign 
pressure to liberalise South Korea's fi- 
nancial markets. 

The Indosuez incident quickly de- 
veloped into a diplomatic row, with the 
French ambassador asking for leniency 
in the case from the Ministry of Finance 
and the Ministry of Foreign Affairs. In 
the end, Indosuez got off with a slap on 
the wrist. The Finance Ministry sus- 
pended the bank’s foreign-exchange 
trading licence for one week during the 
quiet Chusok holiday period, a gesture 
that appears to be principally designed 
to mollify public opinion. 

Officials at Indosuez, the first Euro- 
pean bank to set up in South Korea, in 
1974, grumble that the bank was made 
a scapegoat. The Finance Ministry, 
however, has indicated that it will step 
up its investigations of foreign-exchange 
transactions, though there does not ap- 
pear to be much desire among senior 
officials to push this stand too far. Ac- 
cording to Finance Ministry statistics, 
some foreign banks significantly in- 
creased their loan portfolios in the first 
half of this year, suggesting that they, 
too, have bent the rules on bringing in 
funds from abroad. m Mark Clifford 
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INVISIBLE HAND 


Odd man out 


Transnational corporations (TNCs) are no longer the subject of such prejudice among 
developing countries and intellectuals as they were in the 1970s. They have proved 
their worth as agents of economic growth and e particularly in Asia — 
and have gained new in this free-market era. The recent drive by Japanese 
TNCs into North America, Europe and Asia, then, could be viewed simply as a 
repeat of the great push by US multinationals into Europe and beyond in the 
1970s. To view their advance with alarm might appear as Quixotic as Jean Jacques 
Servain-Schreiber’s tilts against “le-Defi Americain” 20 years ago. 

But there are indications that Japan is not playing by the same rules as other 
countries. For example, Japan's overseas investment is very much a one-way 
street; transnational investment by US and European firms in рк 
smaller. Further, the strategy of Japan's TNCs seems designed to the home 
country more than is the case with other transnational investors. 

The UN Centre on Transnational Cor- 
porations — which has given up hound- ngle 
ing TNCs as agents of economic colonisa- 8 ay Seer an; 
tion to concentrate on sound analysis of дс as 
their global activities — has some inter- 
esting things to say on both scores. 

The biggest sources of global direct 
investment by TNCs are Japan, Britain and 
the US, or what the UN centre calls the 
“Triad.” At the end of 1989 the US had 
the largest stock of overseas investment, 
at US$345 billion, compared with US$332 
billion for the EC and US$110 billion for 
Japan. But in that year, Japan became the 
biggest single source of investment. 

Developed countries have absorbed | 
around four fifths of all this investment. " 
The Triad, however, was home to only one half of global investment as of 1989. 
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Given the size of the Triad economies, this is surprising, as is the fact that invest- _ 
ment in each other by the big three players represents only 40% of world invest- 


ment stock. 
Nearly half of mutual investment among the Triad members is accounted 


for by EC transnationals investing in the US. Japan is home to less than 1% 
of the EC's intra-Triad investment, while it plays host to only 10% of intra-Triad_ 


investment by the US. In contrast, the EC absorbs 88% of US intra-Triad invest- 
ments. 

The UN centre charts another intriguing pattern to Japanese TNC investment — 
the careful global integration of its overseas investments. In both the electronics 
and automobile industries, for instance, Japan’s TNC’s provide strong evidence for 
the existence of what the UN centre terms “regional core networks,” with Japanese 
affiliates in developing countries linked to operations in Japan and to other Japanese 
affiliates in the US and Europe. 

Japanese multinationals in Asia now sell more in local markets, or through 
exports from these local markets, than do Japanese firms in Europe. Volumes are 
closing too on those achieved by Japanese TNCs in the US. 

In 1988 and 1989, more than half of all TNC investment flows went to Asia, with 
intra-regional flows becoming an important factor. This pattern reflects increased 
activity by the Asian NICs such as Taiwan, but essentially it is a function of Japa- 


nese TNC activities. Japan appears to be using its TNCs — particularly in Asia — | 


much more consciously in pursuit of an optimum global strategy than do their 
count in the US or EC. 

Cynics might be tempted to believe this explains Japan’s championing of the 
Gatt Uruguay Round and its opposition to the growth of protectionist economic 
blocs. The successful exporting of Japan Inc. via TNCs requires a gesture in favour 
free trade — outside Japan, that is. m Anthony Rowley 
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AVIATION 


Australia and Taiwan agree to direct flights 


By Glenda Korporaal in Sydney 
fter almost three years of negotia- 
A tions, an Australian airline could be 
flying to Taiwan next month. The 

move will be an important step in boosting 
relations between Canberra and Taipei, 
though Australia still refuses diplomatic 
recognition of Taiwan under the “one- 
China policy” it has pursued since 1972. 

The twice-weekly service to Taipei, 
which has been the subject of some prickly 
negotiations, will be introduced by Aus- 
tralia Asia Airlines, a subsidiary of flag 
carrier Qantas. The flights will originate in 
Sydney but one will return via Brisbane. 
Taiwan's Mandarin Airlines is expected to 
begin flights to Australia within the next 
two months. A second Taiwanese opera- 
tor, EVA Airlines, is expected to ply 
the route from early next year. 

Australia’s Civil Aviation Au- 
thority issued Australia Asia with 
an air-operating certificate on 18 
September, which covers up to four 
flights a week to Taiwan. Several 
dates have been given for the start 
of the service, only to be with- 
drawn, and Qantas has become 
cautious about announcing a date 
for the inaugural flight. 

Behind the delays has been a 
push by the Taiwan negotiators for 





a higher level of diplomatic recog- Qantas subsidiary finally gets new routes. 


CURRENCIES 


The Australian dollar is causing a head- 
ache for exporters, not the least because 
many fear that it will remain strong for 
some time. The currency climbed above 
the 80 US-cent level in late September, 
its highest point in nearly a year, as per- 
ceptions grew that the government is not 
likely to ease interest rates. 
Confederation of Australian Industry 
head Jan Spicer has called for further 
interest-rate cuts to curb the Australian 
dollar’s rise and to protect exports. But 
his plea has fallen on deaf ears. Prime 
Minister Bob Hawke has ruled out any 
intervention to halt the currency’s march. 
Consequently, the Australian dollar is 
expected to continue its push upwards. 





Diplomacy in the air 


nition in Canberra. Taipei is aware that 
Qantas is keen to take advantage of the 
tourism potential from the island and the 
already-sizeable bilateral trade. 
Currently, about 28-30,000 Taiwan 
tourists a year take an indirect route to visit 
Australia. Once the new services are under 
way, according to Australian estimates, 70- 
80% of passenger traffic will originate in 
Taiwan, and will be mostly tourists. 
There is also significant air-freight po- 
tential, particularly in Australia’s exports 
of chilled meat. Taiwan is Australia’s sixth- 
largest export market with sales last year 
totalling A$1.8 billion (US$1.4 billion). 
Australia is represented in Taiwan by 
an office operated by the Australian 
Chamber of Commerce; some of the staff 
are Australian Government officials “on 
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Unwanted strength 


The main reason is that Australia has 
high real interest rates. Even with an eas- 
ing of one percentage point in Septem- 
ber, real interest rates are still around 5% 
and remain within a band maintained 
since early 1989. During that period, the 
Australian dollar traded between 75 and 
83 US cents, demonstrating a strong 
correlation between real rates and the 
currency's strength. 

Exporters will soon have an indica- 
tion of just how hard the stronger Aus- 
tralian currency will hit them. Annual 
contract talks between coal and iron-ore 
producers are getting into full swing 
with Japanese customers. The producers 
are arguing that new prices should take 
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leave." Canberra says that it supports un 
official commercial links with Taiwan of ; 
"mutually beneficial" nature, and ii 
March, it gave permission for a Taiwai 
commercial office to be established in th 
capital. 

Despite the official policy, Taiwan Min 
ister of Economic Affairs Vincent Siew 
visited Australia in July and hek 
meetings with Australia's Industry Minis 
ter John Button and Minister for Trad. 
Negotiations Neal Blewett. Siew was the 
most senior Taiwanese official to visit Aus 
tralia in almost 20 years. Recently, the re 
verse journey was made by members o 
Australia's opposition Liberal Nationa 
Party, including its leader, John Hewson 
The party has promoted a closer economic 
relationship with Taiwan. 

One point of irritation between the 
countries has been that visas granted t 
visitors from Taiwan carry the conditior 
that the holder does not have "any officia 
or other status.” The issue has been unde! 
review for some timey and it is expectec 
that the requirement will be quietly 
dropped when it does not look as if Can- 
berra is surrendering to Taiwan's de- 
mands. 

Qantas is scheduled for partial 
privatisation by the government 
However, it could be well into nex 
year before a sell-off is finalised 
Forty-nine percent of Qantas will be 
sold (partly through a public flota- 
tion) and 100% of domestic carrier 
Australian Airlines. 

Domestic recession and compe- 
tition on international routes have 
badly affected Qantas. It is expected 
to post an operating loss of about 
A$350 million for the year to 3 
June. 


: 
j 
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into account the strong Australian cur- 
rency because most contracts are written 
in US dollars. If the past is anything to 
go by, however, such an argument is 
unlikely to succeed. 

The government will keep a close eye 
on the outcome of these talks because of 
expectations that an economic turn- 
around in the Northern Hemisphere will 
raise mineral and commodity prices. The 
Australian Bureau of Agricultural and 
Resource Economics forecasts mineral 
prices to firm next year. But the bureau 
expects the value of non-fuel’ mineral 
exports tọ increase by just 2.5% in the 
next five years. This compares with 7% 
growth in the late 1980s. 

The bureau's commodity price index 
is forecast to fall 7% in the fiscal year 
ending in June 1992. This is particularly 
bad news for exporters in view of the 
expectations for an even stronger Aus- 
tralian dollar. m Alan Deans 
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BRIEFING 


US writes off debts 

owed by Bangladesh 

> The US wrote off US$292 million in 
loans to Bangladesh under a bilateral 
debt-relief agreement signed in Dhaka on 
21 September. The agreement cancels 
repayments due from Dhaka up to July 
1991 on all outstanding official 
development aid. Bangladesh is the first 
Asian country to receive such debt relief 
from Washington. US ambassador to 
Dhaka William Milam said the agreement 
constituted “further support for the 
3angladesh Government's efforts to 
sustain the pace of economic reform." 


Fhai Airways postpones 
share float until 1992 


> Thai Airways International postponed 
ts planned public flotation of shares until 
лехі February at thé earliest. The carrier's 
»oard decided on 18 September to delay 
he long-anticipated share float because 
current stockmarket conditions would 
‘orce it to pitch its issue price low. The 
uirline’s poor financial performance this 
year also influenced the decision. 


Soviets agree to buy 

south Korean goods 

> South Korean and Soviet negotiators, 
neeting in Seoul from 17-20 September, 
igreed on a package of Soviet purchases 
Ж South Korean goods totalling US$344 
nillion. The purchases form part of 
JS$800 million worth of consumer and 
ndustrial goods that the Soviets are due 
© buy in 1991 in return for US$3 billion 
n loans from Seoul. The biggest part of 
he newly agreed package was US$140 
nillion of videocassette recorders and 
nicrowave ovens. Other items included 3 
nillion pairs of shoes, 180,000 colour-Tv 
ubes, 250,000 Tv channel selectors and 
300,000 transformers for black-and-white 
rvs. Seoul asked the Soviets to speed up 
yayment of US$39 million worth of 
irears due to South Korean companies. 


India donors pledge 

USS6.7 billion in aid 

> India’s official donors, meeting in Paris 
m 19-20 September, pledged a total of 
JS$6.7 billion in assistance for the year 
ending March 1992, an increase of about 
JS$600 million from pledges for the 
»revious year. Some donors, including 
apan, Germany, Britain and the 
Netherlands, as well as the World Bank 
ind Asian Development Bank, have 
agreed to rapid disbursement of a total of 
J5$2.3 billion of the pledged aid to help 


¢ OCTOBER 1991 


India through its balance-of-payments 
crisis. The IMF agreed on 12 September to 
advance India US$635 million under its 
compensatory and contingency financing 
facility. Following passage of a deficit- 
cutting budget on 14 September, New 
Delhi plans to negotiate with the IMF for 
standby credit of a reported US$2.2 
billion. 


Malaysia TV station to 

feature foreign news 

> Government-controlled Radio 
Television Malaysia will operate a third 
channel from 1 January 1992, featuring 
foreign news broadcasts and 
entertainment. The service will initially 
only be available to subscribers using 
decoders and will be limited to the Klang 
Valley around Kuala Lumpur. As well as 
carrying programmes from the US-based 
Cable News Network, the new channel 
will broadcast European news. 





Indonesia, Japan, Malaysia, Philippines, 
South Korea, Singapore, Taiwan, Thailand) 
Source: UNCTAD 


Laos bans logging 

pending new controls 

> Laos banned logging, the country's 
largest export earner, pending steps to 
prevent destruction of the country's 
forests, Vientiane radio reported. Thai 
forestry companies have expanded their 
activities in Laos since commercial 
logging was banned in Thailand two 
years ago. A decree issued by Laotian 
premier Khamtai Siphandon said wood 
poaching, forging of official documents 
and bribery of officials are rampant in the 
industry. Laos exported logs worth US$45 
million in 1988, nearly half its export 
earnings that year. 
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Ambani thwarted in bid 

to take over L&T 

> The campaign by Bombay tycoon 
Dhirubhai Ambani, head of Reliance 
Industries, to take over engineering blue- 
chip Larsen & Toubro (L&T) was stalled 
again on 16 September by a court 
challenge over L&T proxies collected by 
Reliance. Ambani immediately withdrew 
a requisition for an extraordinary meeting 
of L&T shareholders, due that day, which 
was to have voted on his return to the 
board and the appointment of his son 
Mukesh as a managing director. L&T's 
annual meeting, on 20 September, 
meanwhile approved alternative uses of 
funds raised in 1989 to provide suppliers’ 
credit for a Reliance gas cracker next to its 
new petrochemical plant at Hazira, 
Gujarat. This meets a Finance Ministry 
condition for approval of a proposed 
Reliance convertible-debenture issue of Rs 
9.2 billion (US$357 million) to raise 
replacement funds for the cracker. The 
issue would be the biggest in India and a 
major test of Ambani's standing with 
investors. 


Seagate fires workers 
involved in Thai protests 

P US disk-drive maker Seagate, 
Thailand's largest foreign employer, 
sacked more than 1,000 workers who 
called for formation of a union and 
picketed for better working conditions. 
Seagate said they violated work rules. 


Hongkong bourse appoints 
successor to Yuen 

> Hongkong Stock Exchange appointed 
Paul Chow, head of Hongkong 
Securities Clearing Co., to succeed 
Francis Yuen as its chief executive, 
effective from 26 October. Chow, the 
expected choice, has been involved in 
devising a central clearing system for the 
bourse. Yuen is leaving to head Hang 
Chong Investment. 


Consortium starts work on 
Chinese dam project 

> A five-member consortium of French, 
Italian and Chinese firms started work on 
the 3,300-MW Er Tan hydroelectric plant 
in Sichuan. The power project, China's 
biggest yet by a factor of eight, calls for 
construction of a dam 240 m high. It will 
be financed with World Bank credit of 
US$740 million and Rmb 4 billion 
(US$875 million) of domestic funds from 
the provincial and central governments. It 
is due for completion by 2000. 
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Commodities Currencies 











Previous 3months Year Spot 
Last sale to 23 Sept. Latest week ago ago 23 Sept. ratet week t agot agot 
Gold - London (2)  — 34950 3490 96080 39775 Australia — E la E um — xe 1206 
Соррег New York (3) Bangladesh taka у 3655 35 
Curent delivery (Sept) 110.10 106.60 10090 128.80 Britain — — Ped ped E z osn 057 
аан london M Burma ya 623 62 бт 6 
Current delivery (Sept.) 148900 — 121100 — 130500 210000 Canada — = 1 155 i ES es EM 
а-г. NUNC OI 0 MS 07 40 1852 Germany mark 16722 16744 1782 15575 
Cotton - New York (3) Hongkong ^ dolar 7754 7745 774 7.7625 
eer es) DE we cuum en India ~ rupee 25801 257908 210498 180326 
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Singapore (9) Sri Lanka rupee 41.38 41.387 4064 39.83 
Sarawak Asta bik 100% —— 220.00 220.00 24250 30250 Switzerland алс 1.46758 1.4625 15335 1.2971 

Chicago (5) Taiwan NT dollar 26.58 26483 27.1575 272% 
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a ЕЧИШНИ Communist countries: China US$-Rrmb 5.3765 HKS-=Rmb 0.69075 
Maize Chicago (6) Soviet Union US$-Rouble 0.5872 Laos US$=Kip 700.00 
Current delivery (Dec.) 25000 25040 2460 22560 Vietnam US$=Dong 10,780.00 Cambodia US$=Riel 800.00 
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Economic indicators, selected Asian countries 











Economic Growth % (real) (1) 
1990 : 5 23 44) 7 56 10.0 
ا‎ 3.55. 2 EAT 34 35-44) DIY „> 38 88 
International Reserves 5 
Latest US$15.70b (Jul) US$36.14b (Jun) na. US$1.40b (Jul) US$8.67b (Jun) US$70.39b (Jul) US$9.88b (Apr) 
Year earlier US$14.70b US$24.37b na. US$353b —— US$4.69b US$75.32b US$7.74b 
Trade Balance (total merchandise) 
Latest 3 months +US$1.24b (Mar-May) +US$2.43b (May-Jul) -US$0.60b (May-Jul) ^ -US$0.27b (Mar-May) +US$0.14b (8) (Apr-Jun)  +US$18.12b (May-Jul) -US$1.04b (Apr-Jun) 
Previous 3 months +US$0.44b +US$1.43b -US$1.73b -US$1.75b +US$0.74b *US$20.12b -US$0.65b 
Year earlier «US$0.16b +US$1.95b -US$0.05b -US$069b  +US$0.70b +US$15.24b +US$0.01b 
Exports (7) 
Latest 3 months US$10.13b US$18.17b US$25.02b US$4.53b US$6.93b (8) US$76.38b US$7.94b 
% change previous 3 months +41 +236 «264 40 +13 30 01 
% change year earlier i +76 $97. pa" +195 72 eS OMA x +10.4 |. «168 
Imports (7) 
Latest 3 months US$8.89b US$15.73b US$25.62b US$4.81b US$6.79b (8) US$58.26b US$8.98b 
% change previous 3 months 46 +18.6 +19.1 -25.8 +11.2 -06 +45 
% change year earlier w Ч. 40 i HR +22.6 137 £91 6 ЖҮ: +80. +322 
Consumer Prices 
Base Jul 80-Jun 81=100 Jun 1990=100 Oct 84-Sept85-100/2) 1982=100 Apr 88-Mar 89=100 1990100 1990-100 
Latest 3 months index average 214.1 (Jan-Mar) 104.4 (11) (Jun) 159.4 (May-Jul) y 0 (Apr-Jun) 123.6 (Jun-Aug) 103.2 (May-Jul) 104.6 (May-Jul) 
% change previous 3 months 0.2 na. +24 +31 +08 13 
% change year earlier = 49 o H4 +127 fa 49 _ +34 MB 
Money Supply (3) 

A$202.98b (9}(Jun) Вт 1,561.86 (Jan-Mar) р: 70b (Jul) Rs 2.78t(9) (Jun) Ay 87.76t (Jun) ¥498.36t (Jul) rU 85b (Apr) 
% change previous month “5 +6.4(10) 03 +08 
% change year earlier +58 3306 _ И aa ТУЯ к 437 ; к 





(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index А (3)M2 or currency plus bank deposits (4)To March (5)IMF definition of reserves minus gold except for Singapore (6)fob. (cif 
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uuu New York drops on low earnings outlook а а а Tokyo edges ир a а a Hongkong 
quiet in holiday-shortened week т a a Manila gains after massive share issue is cancelled 
uuu № Zealand slumps on poor corporate returns in week ended 24 September m т а 
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Optional theories 


ily Singapore-Hongkong asset 

trader Oei Hong Leong may 

not have been quite the dupe 

that people thought after his 
seemingly disastrous foray into the Tokyo 
stockmarket. Oei appeared to depart Japan 
earlier this year smarting from heavy losses 
on bank shares and options on Honshu 
Paper stock. Now it seems there may have 
been more to the Honshu Paper trades 
than met the eye. 

According to Japanese press reports, 
Oei allegedly was paid at least ¥1.3 billion 
(US$9.7 million) by a group of Japanese 
speculators to buy up a large portion of 
Honshu Paper options. The purpose, the 
reports say, was to give the impression that 
Honshu scrip was a hot counter, thus 
enabling the Japanese clique to continue 
ramping the stock. 

Oei, it is suggested, was asked to buy 
the options for Y105 million and told to 
pocket the rest for his trouble. 

This puts a whole new spin on Oei's 
dramatic announcement in November 1990 
that his Hongkong-based vehicle Ditoka 
had acquired the rights to 33% of Honshu 
Paper stock, worth roughly US$2.5 billion. 

At the time, Oei claimed to have 
amassed the paper from 35 different indi- 
viduals and companies. Among the latest 
claims in Japan, however, is one from an 
opposition member of the Diet who says 
that several of the businessmen who al- 
legedly sold their options to Oei now claim 
they never did. 

Oei-followers will recall that Ditoka said 
in February — somewhat strangely — that 
it did not exercise the options (which ex- 
pired that month) because as a non-Japa- 
nese company it did not want to participate 
in the management of Honshu Paper. At 
the time it was assumed the real reason 
was that the options had expired worthless 
and Oei had taken a bath. 

If in fact the options (or a fair proportion 
of them) were not in Oei's hands anyway, 
then Oei was not the loser he appeared to 
be. Rather, if the Japanese newspaper 
claims are true, he profited handsomely 
from the exercise. 

Shroff derives some wry satisfaction 
from the fact that Japan's long-suffering 
individual investors did not fall for this 

icular share-ramping scheme: Honshu 
Paper scrip failed to rise appreciably after 
Oei's purported options purchases. Indeed, 
the only ones with egg all over their faces 
appear to be the five Japanese parties to 
the ploy. 

At the head of the clique, the Japanese 


press alleges, was Takashi Kato of the Seibi 
group, who is reportedly under investiga- 
tion for a number of share-ramping deals. 
Others allegedly involved were Hirotomo 
Takei, who has since been arrested for 
violating Japan's foreign-exchange laws, 
and Kitaro Watanabe, who sold T. Boone 
Pickens his shares in Koito (another ex- 
ample of using foreigners for speculative 
cover). 

After his retreat from Tokyo, Oei has 
turned up as head of Hongkong's most 
speculative counter, Ruby Holdings, a 
motley third-liner which boasts a few res- 
taurants and a uniform-making unit. Oei 
and his father, Indonesian magnate Eka 
Cipja Wijaya of the Sinar Mas Group, re- 
cently purchased a controlling interest in 
Ruby from Macau casino boss Stanley Ho, 
with whom Oei enjoyed a brief partner- 
ship. 

Analysts expect Ruby to become Oei's 


m поши Ое? s new vehicle 


stalking horse, as do the Taiwanese punt- 
ers who piled into the stock just prior to its 
purchase by Oei and Ho in June 1990. 
Shroff was looking forward to the deals 
that Oei and Ho might have conjured up 
together. But given Oei's cavalier regard 
for investors and partners, perhaps Ho's 
retreat from their association in early Sep- 
tember was well timed. m Ed Paisley 


At last, Tokyo bureaucrats have dropped 
their opposition to foreign ownership of 
Nippon Telephone & Telegraph (NTT), the 
world's largest-capitalised company. The 
share price of the partly privatised utility is 
badly in need of the boost. 

When NTT shares were first sold to in- 
vestors in 1987, the price was around ¥1.6 
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million (US$11,850). Since then, it has faller 
to around ¥760,000. 

NTI's international phone subsidiary 
Kokusai Denshin Denwa (KDD) is also be 
ing opened to foreign investment. 

At current price levels, NTT stock yield: 
just 0.66%, which is reasonable by Japanes 
standards. A return of 0.2% on KDD shares 
however, is derisory by any yardstick 
Meanwhile, the short-term earnings out 
look for both utilities is far from promising 
as Japanese bureaucrats look to pres 
ahead with further deregulation. 

But NTT’s size means that the norma 
rules do not apply. Valued by the marke 
at ¥11.8 trillion, it represents 2% of th 
capitalisation of the first section on the Tc 
kyo Stock Exchange. This alone may en 
sure it becomes a significant holding in th 
market-weighted portfolios of US pensio: 
funds and similar big investors. 

Once telecommunications rates begin t 
find their optimum levels among com 
peting companies, NTT's earnings ma 
recover. Shroff's betting is that inter 
national investors will be happy to hol 
NTT and KDD as stocks they cannot affor: 
to ignore for the long term. 

m Anthony Rowle 


For observers of Hongkong tycoon Li Ke 
shing, this has been a fruitful period fc 
speculation. First, he donates abou 
£100,000 (US$175,000) to Britain's rulin 
Conservative Party. Then, he is reported t 
be negotiating a takeover of debt-lade 
London property developer Rosehaugh. 

The London market for office accom 
modation is at its most depressed for year: 
and the prospect of buying quality assel 
at knockdown prices no doubt accounts fc 
Li's interest. Cash is king and th 
Hongkong tycoon has plenty of that. Br 
current levels of oversupply and a slug 
gish British economy mean he may be 
little early for the best bargains, accordin 
to London property analysts. 

Rosehaugh has been crippled by th 
weight of its debt: despite its massive а! 
sets, the market values it at a mere £32 
million. One of its shareholders (with 99 
is Olympia & York, a major property out# 
controlled by the Canada-based Reicl 
mann brothers. 

The Reichmanns already have a maj 
drain on their resources: the Canary Wha 
development in London's Docklands. Wi 
tenants proving hard to find, the Reic 
manns would surely welcome any re- 
nancing of наце offered by Li. 

m James Bartholome 
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m Earnings per share unchanged 
m Interim dividend raised by 148% 
Ww Listing granted on The London Stock Exchange 











HENRY KESWICK, Chairman 
19th September 1991 








Interim Report Highlights 1991 


"The results for the year are likely to be at a similar level to last ye 
.. performance. The Company's financial position remains strong and the 
Directors have great confidence in the prospects for the future." 


HALF-YEAR RESULTS 




























(unaudited) | үр 
Year ended _ 


























































Six months ended 
30th June 
1991 1990 
USS million US$ million 
2,284.6 
Operating profit 
Share of profits less 
losses of associates 140.8 124.3 
Profit before taxation 194.2 202.0 
Taxation 
| — Company and subsidiary 
undertak (15.9) (15.5) 
— Associates (27.2) (26.5) 
L 
Profit after taxation 151.1 160.0 
Outside Interests (46.1) (55:7) 
Profit after taxation 
and outside Interests 105.0 104.3 
|: Extraordinary items 13.2 a 
Protit attributable to 
Shareholders 118.2 104.3 
6%% preference dividends (8.7) (10.2) 
+ —À 
109.5 94.1 
Dividends 
H — preferred ordinary (0.6) (0.6) 
— ordinary (24.2) (7.6) 













Transfer to reserves 









Earnings per share 

— basic 

— fully diluted 
Dividends per share 
— preferred ordinary 
— ordinary 












16.83 
14.52 








Market value basis 
net assets per share 












; Jardine Strategic Holdings Limited 
Incorporated in Bermuda with limited liability 





dividend in Hong Kong Dollars, « 
Slates Dollars, should notify ope 






The regiskers of members will be closed from 14th lo 18th Oclober 1991 inclusive to klenlify those Sharebokders entitled to Ihe interim divktend of US ¢3.50 per share 
which wil be payable in cash-on 15th November 1991. Shareholders registered on a section of the Jersey branch register of members who wish to receive heir 

i irehiokfers registered on the Company's Hong Kong branch register of members who wish to receive thei dividend in United 
Company's transfer agents on or before 11th October 1991. Shareholders whose shares are held through the Central 

Жогу System in Singapore (CDP) ий receive Hong Kong Dollars unless they elect through CDP to receive United States Dollars. The Hong Kong Dollar 

if of the dividend declared in Uniled States Dollars wall be cakculated by reference io a rate prevailing five business days prior іо the payment dale. 












sia, the world’s most 

dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 


SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 


Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 
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Tel: (852) 832 8338 Fax: (852) 572 2436. 











and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW INITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 
ever. 

COUNTRY-BY-COUNTRY 

Each country is discussed with up-to- 
date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 

and population trends to foreign 
investment and social and cultural 
developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


HOW IT IS DONE... 
Published by the Far Eastern 
Economic Review, the Asia 1991 


` Yearbook is the result of thousands 


of hours of work during the year. 
Every week, the Review's corre- 
spondents file on-the-spot reports 
from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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| Please rush me copy/copies of the Asia 1991 Yearbook. 
O Іелсіоѕе a cheque/postal order for 
| ечие/ро 
C] Or, please charge my credit card (tick one) 
| VisaO MasterCard] Diners Club O American Express O 
| Card No.: — Expiry Date: 
| Name: Signature: 
| Address: 
| City: Postal Code: Country: 
| Asia 1991 Yearbook (Soft Cover) Asia 1991 Yearbook (Hard Cover) 
| Мо. оЁсорїез Oby surface O by airmail* No. of copies 


* For airmail delivery, please add: HK$55/US$7/£4.50/S$15.50/M$20/¥ 1,000 per copy. 
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Property Appointments 


AGENTS WANTED 


By ae Fund Managemen! ; 
HE LARGEST INTEGRATED DEVELOPMENT SITE Sate, Esto ete CIAR 
Fund Manager a арон high qual i E 
preneurial agents. Ош products include а 
V E R F F E R E D 0 R A L E rency fund, a Global Strategy asset allocation sy: 
tem. and a diversified commodity fund. intermedi. 
anes ү th а са io make institutional кү s 
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BUSINESS ADMINIST RATION. ) 
DEGREE COURSES 


Private non-traditional University ol 
external Bachelor and Master of Busine: 


Ph.D programme. There are no resi 
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taken anywhere in the world. (UK ui 
proved). Full details from: Я 


Мей соп & Company, Dent. РЕАЛ, 
PO Box 3, Sudbury, Suffolk, England, 
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RECEIVERS SALE — CHEVRON Horet SITE, GOLD Сол; 1 


FOR SALE BY INTERNATIONAL TENDER 


























INVEST IN INDONESIA? - 
2 (UNDER INSTRUCTIONS FROM THE RECEIVERS AND MANAGERS, JORN SMITH AND JOHN SCHMIERER OF Horwath & HORWATH.) Need joint venture partner, Set | 
* Land Area: 5.3 acres (2.13 hectares). © Possible uses: International Hotel including ogy талы. Re ace ted 
* Zoned: "Comprehensive Development”. Tavern and Bottle Shop, Tourist Facilities, Shops, ae т апа contact | 
г © Access: The site features 3 street frontages Restaurants, Nightclubs, Cinemas, Mult-unit RATUMAS, Tel & Fax 62-21 
~~ including a large frontage to the Gold Coast Building, Convention Centre, Commercial Offices, dim РО! Box 1302; ;JKBMI | 
. Highway plus river frontage. Outdoor Recreation. 10/3 
© Description: The majority of the site is vacant. TENDERS CLOSE: 4pm on Fri Nov 15, 1991. 
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RISC and its rewards 


n 1972, leading Japanese computer 
maker Fujitsu invested US$54 million 
in a company called Amdahl, which 
had been formed by IBM's top de- 
signer at the time. At the end of August 
this year, Fujitsu announced that it had in- 
vested US$40 million in HAL Computer 
Systems, a company formed by — no 
prizes for guessing — the designer of the 
hottest box in IBM's product line-up. 

Some things have not changed, notably 
Fujitsu's deep-pocketed catch-up strategy 
and the reluctance of US venture capitalists 
to fund new hardware companies. But in 
most other ways, the computer industry is 
radically different today than it was 20 
years ago. 

Back then, "big iron" mainframe com- 
puters (mostly made by IBM) running pro- 
prietary, or mutually incompatible, soft- 
ware ruled the roost. Now, smaller com- 
puters known as workstations and 
servers are taking over from 
mainframes. These machines run the 
same basic software, and IBM has just 
a small share of the market for them. 

The revolution that is taking 
place in the industry derives directly 
from advances in microprocessor 
technology. Specifically, chips 
known by the acronym RISC (for 
"reduced instruction set comput- 
ing”). These chips are producing 
dramatic improvements in compu- 
ter price/performance of about 70% 
a year. 

RISC correlates directly with re- 
ward. Companies whose products 
are all driven by RISC chips, such as 
Sun Microsystems and Hewlett- 
Packard, are making lots of money; com- 
panies whose catalogues are still largely 
tied to conventional computing engines, 
such as IBM and DEC, are not. 

Like most good ideas, RISC is essentially 
a simple one. Traditional, “complex in- 
struction set computing" is based on the 
notion that memory is expensive. Which it 
was, back in the 1950s and 1960s. 

To minimise memory requirements, 
designers brought all the instructions 
needed for crunching numbers into the 
central processor itself. Although this had 
the virtue of convenience, it became in- 
creasingly cumbersome as more and more 
instructions were added. 

RISC chips dispense with all but the most 
commonly used instructions, typically 
about 20% of the total. They can get away 
with this thanks to compilers — clever 
software which optimises programs into a 


form which can run on the reduced in- 
struction set. 

These stripped-down microprocessors 
take less time to design than their complex 
cousins. Thus, they cost less. 

Ironically, the company that pioneered 
the approach in the mid-1980s was IBM. But 
its implementation was underpowered and 
the machine was not a commercial success. 
Next, in 1987, came Hewlett-Packard's 
Spectrum series of RISC-based computers. 
These were very successful, but their basic 
software was proprietary. 

Proprietary software leaves the user de- 
pendent on a single source for his hard- 
ware. As a result, computer makers have 
been able to keep profit margins high. 

Hence the appeal to computer users of 
non-proprietary or "open" system soft- 
ware. A type of basic software known as 
Unix became the banner for the open sys- 





Networked workstations penetrate mainframe market. 


tems movement in the late 1980s because it 
was unattached to any one company. In 
the vanguard of that movement was Sun 
Microsystems, a brash young company 
based in Silicon Valley. Sun began by 
selling Unix-based workstations, power- 
ful desktop computers used by engi- 
neers. 

Although lucrative, the engineering 
workstation market is limited. Sun and 
other workstation makers have much 
greater ambitions. At one end of the spec- 
trum, they are snapping at the heels of the 
makers of minicomputers, mainframes, 
and soon perhaps even supercomputers. 
At the other, they are attempting to elbow 
their way into the desktop market which is 
currently dominated by IBM personal- 
computer clones. 

The improvement in price/performance 
that Sun's RiSC-based machines offer is a 
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key ingredient in this strategy. But the 
company knows that it cannot succeed ir 
cracking these markets on its own. As c 
matter of policy, therefore, it has freely li- 
censed its designs to clone makers. 

At first glance, this policy seems ill-ad- 
vised. After all, if products become stand- 
ardised, the competition can only be based 
on price. This is what has happened in the 
personal-computer industry, where Tai 
wanese clone-makers are paring margins 
to the bone. 

But there is an important difference 
says Bill Bonin, a director of Hewlett 
Packard's open systems account develop: 
ment, between standard products anc 
products based on standards. A gooc 
metaphor for the latter, Bonin says, is @ 
power socket. At the plug level, systems 
are compatible. But they leave room for irw 
novation on both sides of the socket. 

“We're in a period of very rapic 
change in information technology, 
Bonin says. "There's a fundamenta 
rethinking of how computing 
should be done." Central to this re 
thinking is a move away from hier 
archically structured systems of ter 
minals queuing for time on a centre 
mainframe. These are being re 
placed by networks of powerful 
workstation "clients" groupes 
around "servers," computers whic 
allocate access to resources such ав 
printers, files and communications» 

The move away from maini 
frames is not limited to advances 
countries. Hewlett-Packard's Bonis 
notes that “the people in charge @ 
trading systems and banking sem 
vices in Asian developing countries ar 
typically foreign-educated апа sophisti] 
cated in what they want. And they don 
want to be stuck with the baggage of thw 
past." 

In Japan, paradoxically, the opposite # 
true. The Japanese computer market is stie 
dominated by mainframes and is reckones 
to be between one and two years behin: 
the state of the art. That is why, despit- 
their undoubted success, Japanese compt 
ter companies still find it necessary to bu. 
in technology from the outside. 

Fujitsu is the most aggressive in this rey 
spect. It was the first company in Japan # 
license the design of Sun's RISC chip. Nov 
Fujistsu's 4496 stake in HAL plugs it into 
firm whose stated goal is to achieve furthe« 
dramatic improvements in price/perforne 
ance based on its own version of the Sum 
chip. = Bob Johnston 
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It is designed for individuals and families for 
the safeguard and growth of their estate through 
professional investment management 








Growth is a first principle ot engineering 
wealth. Capital growth is achieved through 
careful design which safeguards principal and 
enhances return 








Indosuez clients have access to the most 
productive and secure mix of holdings from 
recommendations of specialised analysts and 
professional researchers covering 65 countries 
Together they ensure the confidentiality, safety 
and growth of your portfolio 










Engineering wealth aims first for capital 
growth - in harmony with the times 
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TORRENTE HAUTE COUTURE 


If one were merely to list 
the achievements of Franco 


Zefhirelli... Zeffirelli, the set de- 


signer; Zeffirelli, the director of 


stage and opera; Zeffirelli, the 
film maker... then just from such 
a list it would be apparent that 
this man has an extraordinary 
energy and talent. 
It is impossible to describe 

that talent; to say why the 
reputation of this man is a legend. 


One must see a Zeffirelli pro- 
duction for oneself. His latest 
film of the opera "La Traviata,” 
for instance. Only then can one 
understand why, when it was 
shown on television, 88 per cent 
of all Italian people saw his film 





Every Franco Zeffirelli fil 


And why the audiences at his 
productions for opera or stage 


often insist on Zefħrelli himself 


taking the final curtain call. 


Itis the vibrancy and depth of 


human emotion which emanate 
from his work that can literally 
overwhelm the audience. 
Zeffirelli was born and 
brought up in Florence where he 
had a classical education. “In 
Florence, you don't have to go to 
school to learn about art and 
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‘Jesus of Nazareth.” Why, des- 
pite predictions that Shakes- 
peare would never do well in the 
cinema, his films “The Taming of 
the Shrew” and “Romeo and 
Juliet” became huge successes. 


civilisation,” he says, "it is all 
around you. I try to bring my 
cultural upbringing to my films." 

Franco Zefhrelli5 taste for 
the classics also extends to the 
watch that he chooses to wear. 
A Rolex Oyster Chronometer in 
18ct. gold. 

"I choose this watch because 
itis the watch. Itis above fashion. 
Itis the standard. In my own 
work I never /ry to be fashion- 
able. Never. And the same could 
be said for the watch I have 
chosen to wear." 

For Franco Zeffirelli, the Re- 
naissance man, the W 


classic watch by 
ROLEX 


Rolex of Geneva. 
of Geneva 





THE ROLEX DAY-DATE CHRONOMETER IN I8CT. GOLD. ALSO AVAILABLE IN WHITE GOLD OR IN PLATINUM 
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Bill Coleman, talented amateur 
photographer and investment banker with 
an environmental focus. 





Bill Coleman 
believes 


th А ВШ Coleman is not an ecologist, he’s а banker. 

C environmen He looks at the world’s preoccupation with environmental 
issues from a different perspective: one which influences the advice he 

è gives to investment clients at James Capel & Co. in London. 

1S a sound “There can be no doubt about the scale of opportunity for companies 
which can help bridge the gap between the demand for energy and the 
realities of protecting our environment,” says Coleman. 

° “We are seeing the emergence of a new business sector that is going 

investment. to rank alongside microelectronics and telecommunications in importance. 

“The facts are simple. By the year 2000, the world’s energy demands 

will have increased by 30%. Electrical engineering will be a key technology.” 
A hundred years of expertise in 
© Power Generation, Transmission and Distribution 
e Industrial Automation € Transportation 
© Environmental Systems 
makes ABB the world leader in electrical 


ABB Asea Brown Boveri Ltd engineering, 


Reader Services Center 
PO. Box 822 
CH-8021 Zurich, Switzerland ASEA BROWN BOVERI 
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LETTERS 


Perils of Cambodian mines 
Your article on the repatriation of the esti- 
mated 340,000 Cambodian refugees from 


the Thai-Cambodian border [26 Sept] | 





rightly warns of the huge perils of such an | 


; operation. Principle among these are | 
, mines, which now rank, along with ma- | 
laria and tuberculosis, as one of the three | 


principal health hazards in rural Cambo- 
dia. 


| having limbs amputated every month in 
the provincial hospitals — and these are 


the “lucky” ones. Perhaps as many again 


Currently, 200-300 Cambodians are | 


| die out in the rice paddies from loss of | 
, blood or because they lack the transport to | 
get medical help. There are now about | 
50,000 amputees (in a total population of | 
8.5 million) awaiting artificial limbs. This | 
number is bound to rise if the repatriation | 
of refugees begins without a prior de-min- | 


Moscow: Sophie Quinn-Judge | 


ing programme. 
Besides the great “barrier” minefields 


along the Thai-Cambodian border, most of | 
Cambodia’s war-torn western provinces | 


are affected by mines. The Chinese-manu- 
factured T-69 anti-personnel device is a 
particular hazard. Made of green plastic 
and light enough to float just below the 
surface of the water in rice paddies, it is 


extremely difficult to detect and will have | 


been carried over considerable distances by | 
the recent floods. Each device has sufficient | 


charge to blow off an arm or a leg. 
Since its foundation in November 1989, 


the Cambodia Trust has been particularly | 
concerned with the plight of Cambodia's | 


mine victims. This year it is establishing a | 


major prosthetic programme in Cambodia. | 


It has also been instrumental in introduc- | 


ing the HALO (Hazardous Areas Life-Sup- | 
ort Organisation) Trust, an organisation 


with mine clearance experience. Yet, a de- 


mining programme has still not been able 
to start because of a lack of financial sup- | 
port. The sum involved is not large — | 
US$550,000 per year — tiny when com- | 
pared to the US$33 million which is being | 
spent by UN agencies for the cost of the | 
, preparation of the repatriation programme | 
| — but its impact will be immense. 


PETER CAREY 
Chairman, 


Oxford, Britain Cambodia Trust 


9 Tiger talks 
| The comment by the Roman Catholic priest 


i 


quoted in your article on the war in Sri 
Lanka [12 Sept.] effectively sums up the 
views of the majority of Sri Lankan (Eelam) 


| Tamils. Even those critical of some of the 


actions of the LTTE realise that if not for the 
LTTE the Sri Lankan Government would 
have simply imposed its own “final solu- 
tion” to the Tamil problem — a “solution” 
which would have resulted in the extinc- 
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LETIKERS 
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tion of the Tamil nation in Sri Lanka. 

We urge that the international commu- 
nity intervenes by pressuring the Sri 
Lankan Government to reciprocate the 
LTTE's offer of “unconditional talks." Given 
the changes now sweeping across the globe 
we believe that it is time that the interna- 
tional community persuades the Sri 
Lankan Government to seek a political so- 
lution based on the principle of self-deter- 


mination. K. RAVI CHANDRA, 

Australasian Federation 
Melbourne of Tamil Associations 
Now it's Malaysia's turn 


I write to you regarding the Australian 
television series thought by some to resem- 
ble Malaysia; do Malaysians realise that we 
have long ago discarded the notion of 
turning on televisions for information or 
truth? The whole incident should never 
have seen the light of day. Freedom of the 
press has long been a boring cliche here — 
it means take liberties — with many news- 
papers habitually relying on banal tidbits 
to become news. These same newspapers 
have only themselves to blame for the apa- 
thetic response of their unfortunate read- 
ers. 

One interesting point emerges — who 
is our press responsible to? Are there any 
guidelines to be followed? Certainly our 





government is powerless to prevent the 
rubbish circulating in print and film which 
continues as a waste of tress and a chronic 
irritant to most. While this may be a mar- 
ginally interesting point, the said television 
series is not. Try to sit through one episode 
— the aim is to titillate, not inform; com- 
plete with sultry Asian girls, a handsome 
despotic ruler [the effect somewhat marred 
by what looks like skin darkening stage 
paint], a spot of graft and various forms of 
cultural exchange between consulate staff 
and locals. 

The series is simply yet another embar- 
rassment to intelligence. The shame is that 
it is aired on our better national television 
station and has probably gained a few 
more viewers together with a few more 
hours of life. Please, do something for us 
— run à Malaysian series set in an Aus- 
tralian newsroom or let the whole debacle 
die a natural death! 


Melbourne NICKY BEAN 


Realistic economic community 

It is high time for an East Asian economic 
community to be formed. It should com- 
prise Japan, China, South Korea, Bhutan, 
Nepal, Thailand, Vietnam, Malaysia, Sin- 
gapore, Philippines and Mongolia. I believe 
these 11 nations have many things in com- 
mon and they can work together. Other 


nations can join later. This would only be 
the protem committee members. 
Malaysia's proposal on this matter is 
very realistic. One day these nations will 
guide EC members on fixing of prices ој 
goods. The EC must never dominate other 
nations. We need a series of economic 
communities to tame the EC nations like 
the Americas, West Africas, Arab League 
South Asia, Pacific Forum and so on. 
Kuala Lumpur ROBIN DONALD 


‘Lord’ Premadasa 

It was interesting to read Not the presi- 
dent’s men [12 Sept.]. The Sri Lankan 
newspapers report Premadasa saying “... 
it was only a case of history repeating it- 
self. Lord Buddha had to surmount obsta- 
cles placed in his path by ‘Devadaththa’,” 
(The Island, 10 Sept.). He also goes on to 
stories of persecution of both Jesus Christ 
and the prophet Muhammad, and implies 
that he himself can be compared with these 
spiritual leaders. Is it any wonder that dis- 
sident United National Party parliamen- 
tarians want to curtail his power? 

Colombo ‘ANDARE* 


Cultural baggage 
In reference to Questionable publicity 
[LETTERS, 12 Sept.], if J. Hamerle would 
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ead my letter more carefully it might be- 
ome clear to him that I specifically ex- 
epted my comments from reference to the 
ontents of Edith T. Mirante's original mis- 
ive in so far as those related either to State 
aw and Order Restoration Council 
SLORC) or to her views of its alleged activi- 
ies. 

What I took exception to, and still do, 
vas the mindless incidental slagging of our 
ndustry by yet another ranting, ill-in- 
ormed pseudo human-rights activist. 
Nhatever it is they smoke down there in 
Zhiang Mai clearly does not aid the pow- 
rs of perception. Nevertheless, I appreci- 
ite Hamerle's conclusion, as a by-product 
x his trip, that SLORC could be good for a 
‘etainer and plan to fire off a proposal to 
hem without delay. 

On a more serious note, what Mirante, 
Hamerle et al are incapable of grasping is 
hat the so-called human-rights movement, 
›г peoplism, is merely a part of the cultural 
baggage attaching to the failing creed of 
lemocracy. All will become clear to them 
in due course as democracy slides inexo- 
ably over the edge of the cliff or reality, to 
»e consigned like its recent running mate 
'ommunism, or centrism, to the dustbin of 
history. As the second major political sys- 
xem rendered redundant by the current 
enslaught of borderless technology. They 
are unwitting victims of the television- 
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based substitute for actuality by which the 
system they slavishly adulate exerts its 
control over the minds of their like. 

Hongkong TONY NEDDERMAN 





Further off the rails 

Doug Tsuruoka's Off the rails [26 Sept.] is 
riddled with factual errors, a few of which 
tend to undermine the reputation and in- 
tegrity of BNK. 

The turnkey contractor for Monorail 
Kuala Lumpur is SITRA whose sharehold- 
ers consist of: City Hall Kuala Lumpur 
10%, BNK 37.5%, IGB Corp. 37.5%, W&I 
Enterprise 10% and Emir Holdings 5%. 

Your assertion that the monorail project 
appears to have been stopped in its tracks 
and BNK is facing difficulty raising the 
necessary finance is grossly misleading. 
The corporate player is SITRA and not BNK. 
Its emphasis on BNK is out of focus 
and the reported financial statement inac- 
curate. 

The US company, TGI, together with 
eight other Malaysian consultants were 
engaged by SITRA in June 1990 to under- 
take the pre-commencement works 
including, inter alia, designing, specifica- 
tions and costings. With the completion of 
the report, work on Phase I will begin 
upon receiving clearance from the au- 
thorities. 
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Finally, please note that SITRA has not 
entered into any agreement with Von Roll 
Transport System. ROFITHAH HASHIM 

Chief Executive Director 
Kuala Lumpur SITRA 
> The shareholding structure for SITRA re- 
ferred to in the monorail story was the last 
known public breakdown for the company re- 
ported in 1988. All financial data for BNK is 
based on documents filed with the Registrar of 
Companies. 





Option to leave 

TRAVELLER'S TALES [1 Aug.] does less than 
justice to Hongkong’s situation or Derek 
Davies’ perception of Hongkong. The suc- 
cess stories of Singapore’s expanded 
entrepot/service centre since its expulsion 
from the Federation of Malaysia gives the 
lie to the new Hongkong. Given 
Tiananmen, the people of Hongkong are 
fortunate that before their lease expires 
they have the option to leave or sign on 
again with the new landlord. Mean- 
while, I endorse the notion of the soon-to- 
retire-government that the best economic 
option for the new China citizens is the 
proposed legacy of sound infrastructure 
and financial reserves commencing from 


MORAY K. GRAHAM 
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untarnished but lacklustre leader in 
academic economist John Hewson, the 
Liberal Party has yet to convince the 
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alternatives can lift the country out of its 
economic mess. Editor Philip Bowring 
examines the national malaise and 
explains the difference between what 
Labor has done in eight years and what 
Hewson says the Liberals can do if 
given their chance 28 


Regional Affairs 


Bush Initiative : Asia Fallout 

Although Washington has denied any 
regional linkages, President Bush’s 
announcement of a dramatic reduction 
in the US nuclear arsenal could speed 
up the normalisation of relations 
between North and South Korea 10 


Foreign Relations : Mexico-East Asia 
East Asia looks to Mexican President 
Salinas as a key figure in the struggle to 
prevent the global economy from being 
divided into regional blocs 10 


Hongkong : Judicial System 

A Sino-British agreement over the 
composition of a future court of final 
appeal is criticised 11 


INTELLIGENCE 


Too Good to Give up 
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Petronas, buoyed by a record-breaking 
year in which the state-owned firm 
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March, have rejected recent suggestions 
that the firm might be privatised. 
Instead, Petronas will list several 
wholly owned subsidiaries on the 
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distribution and retailing subsidiary. 
Action is expected within a year. 
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Caught in the Crossfire 

An unlikely diplomatic spat has 
developed between Sri Lanka and 
Belgium. Irked by the recent 
impounding of a ship by Colombo for 
carrying an arms shipment allegedly 
destined for the separatist Tamil Tigers, 
Brussels has held up its agreement for 
the appointment of Sri Lanka's new 
ambassador to Belgium and the EC. The 
appointee, Sri Lankan Deputy High 
Commissioner in New Delhi, K. Godage, 
is marking time in his present job. 

Too Early to Call 

The obituaries on the troubled joint 
venture between General Motors (GM) 
and South Korea's Daewoo Motors may 


prove premature. Although GM in 
August asked the South Korean 
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Australia’s burden (28). 


Government to help it find a new 
partner, the two sides are now edging 
towards an agreement which would give 
Daewoo the right to market its cars in 
the important European market and 
transfer more design work to the South 
Korean venture. GM has so far kept the 
joint venture's cars out of Europe. 


Unrequited Friendship 
American officials say they may freeze 
further troop withdrawals in South 
Korea if they do not see signs of 
reciprocity by the North Koreans. The 
US is currently pulling out 7,000 of 
43,000 troops in a three-year drawdown 
programme which ends next year. The 
US also is closing three airbases and has 
scaled down the annual Team Spirit 
military exercises with the South, but is 
discouraged by the lack of North Koreans 
response. Besides the issue of the North’s 
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illeged nuclear programme, US officials 
iay that Pyongyang has shown no signs 
Ж# changing the forward deployment of 
ts military units. 


;one to Ground 
Thai writer and 

iocial critic Sulak 
sivaraksa has gone 
nto hiding after 
'eceiving barely 

veiled threats 
illegedly sent by 
senior military 
officials. Sulak was 
accused on 4 
september of lese 
majeste and slander in a speech he 
made which criticised the ruling junta 
and, specifically, army chief Gen. 
Suchinda Kraprayoon. After taking 
refuge in the German Embassy for 


Suchinda. 
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several days, Sulak left to hide out 
elsewhere in Thailand. 


Win Some, Lose Some 


South Korea’s Samsung Electronics is 
close to winning a large manufacturing 
contract from IBM to make personal 
computers. Although Samsung long has 


; manufactured computer monitors for 


IBM, this high-profile contract to make 
desktop computers would be a 
significant step towards pulling the two 
companies closer. A decision by IBM as 
to whether to go with Samsung is 
expected by mid-October. The contract 
would be a backward step of sorts for 
both companies: IBM had wanted to 
continue to do the bulk of its 
manufacturing in the US, rather than 
overseas; Samsung has been trying to 
build up its name-brand presence in the 
US, and the proposed deal would limit 
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that effort. The South Korean electronics 
giant (1990 sales: US$6.3 billion) has 
been hammered in the overseas 
personal-computer market as a result of 
weak markets and price-cutting. 


Renoir Ramifications 

Japan's National Tax Agency will 
undertake a new investigation of the 
Komei Party following disclosures about 
the Soka Gakkai religious sect's role in 
Mitsubishi Corp.'s purchase for Y3.6 
billion (US$26.5 million) of two Renoir 
paintings, Woman Bathing and Woman 
Reading, in March 1989 at the request of 
Yorio Yahiro, a Soka Gakkai vice- 
president. The deal appears designed to 
channel money to an illegal political 
slush fund, sources said. Komei, Japan's 
second-largest opposition party, was 
originally formed as the Soka Gakkai's 
political arm. 

















Ву Susumu Awanohara in Washington and 
Review Correspondents in Asia 


S President George Bush's bold 
initiative to reduce US nuclear 
arsenals, though driven largely 
by concerns about the control of 
‘similar weapons in the Soviet Union, is 
likely to have a significant impact in 
Northeast Asia, where the nuclear issue is 
cone of the keys to normalising relations 
between North and South Korea. 

The initiative should also help to 
smooth relations with New Zealand and, 
perhaps more importantly, Japan where 
"Washington's policy of neither confirming 
nor denying the presence of nuclear weap- 
ons on its naval vessels has been a major 


irritant. 
Officials are loath to say that Bush acted 
ith a view to improving bilateral relations 





DIPLOMACY 


~The Mexican 
wave 


Amid fears that the world will soon be 

divided into three economic blocs cen- 
tring on the US, Japan and the EC, 
Mexico's President Carlos Salinas de 
Gortari is emerging as an effective 
spokesman for preserving a single 
world economy. Evidently, Salinas is 
determined that a line will not be drawn 
in the Pacific or the Atlantic oceans 
to polarise global trade and invest- 
ment. 

-Malaysian Prime Minister Datuk Seri 
Mahathir Mohamad and South Korean 
President Roh Tae Woo both made pil- 

` grimages to Mexico in late September 
when they travelled to New York for 
the annual UN General Assembly. 
Mahathir and Roh strongly disagree on 
the wisdom of creating an East Asian 
Economic Grouping (EAEG) as pro- 
posed by the Malaysian leader but they 
share a common concern that the North 
American Free Trade Agreement 
(NAFTA) being negotiated by the US, 
Mexico and Canada will divert trade 
and investment away from East Asia. 











DEFENCE 


Bush nuclear initiative gets warm welcome in Asia 


ositive fallout 


with his allies, or to defuse specific regional 
tensions. The administration strongly de- 
nies any linkage between the nuclear in- 
spection issue in North Korea — where the 
Pyongyang regime is suspected of devel- 
oping its own nuclear weapons — and re- 
moval of the US nuclear arsenal from 
South Korea. But the restraining influence 
the initiative will have on Pyongyang has 
clearly been taken into account. 

Under the Bush initiative, the US will 
withdraw all of its nuclear artillery shells 
and warheads for its short-range ballistic 
missiles to the US, eventually dismantling 
and destroying these as well as any similar 
warheads currently stored in the US. Ac- 
cording to US Defence Secretary Dick 
Cheney, about 1,700 such weapons are 
currently deployed overseas. 

No official data exists on the size of the 
US arsenal in South Korea but specialists 


Despite US reassurances to the con- 
trary, much of East Asia feels the 
Americans are turning inward, instead 
of facing up to the competition of the 
global economy, and may decide to 
create an exclusionary NAFTA. To influ- 
ence the final shape of NAFTA, East 
Asians are beginning to talk more to 
Salinas. They would also like to be in- 
side Mexico when it is given preferen- 
tial access to the US market under 
NAFTA. South Korean businessmen ac- 
companying Roh pledged to invest 
nearly US$1 billion in Mexico. 

Salinas, for his part, is determined to 
exploit the new leverage he has gained 
in the world through NAFTA negotia- 
tions to penetrate East Asia as well as 
Europe. Asians’ and Europeans’ new 
interest in Mexico can prevent it from 
becoming a low-cost assembly site for 
US companies to regain competitive- 
ness. Salinas has recently stepped up 
contact with Europe, especially Spain 
and Portugal. In Asia, Mexico opened 
an embassy in Malaysia and has ex- 
pended a great deal of effort to join the 
various Asia-Pacific economic group- 
ings. At a dinner honouring Mahathir, 
Salinas said he was counting on Ma- 
laysia’s support in joining the ministe- 
rial-level and increasingly important 
Asia Pacific Economic Cooperation fo- 
rum. ш Susumu Awanohara 
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at the Greenpeace ecological and anti-nu- 
clear organisation estimate that the US now 
has about 100 nuclear weapons — mainly 
army artillery projectiles and air force 
bombs — stored at Kunsan air base south 
of Seoul. This number has declined fron“ 
about 680 in the 1970s to about 150 by the 
early 1980s, Greenpeace says. Elimination 
of US ground-launched theatre nucleas 
weapons in the South would deprivé 
Pyongyang of an excuse for not submitting 
to inspection of its nuclear facilities by thé 
International Atomic Energy Agency 
(IAEA). М 

Fearing that North Koreans are deve: 
loping nuclear weapons, the US as well ai 
its allies and friends have insisted tha’ 
Pyongyang is obligated to undergo IAEA 
inspection as a party to the Nuclear Non; 
proliferation Treaty, unrelated to US 
weapons deployment in South Korea 
Pyongyang has insisted on linking IAE% 
inspection to withdrawal of US nuclea: 
weapons allegedly stationed in South Kow 
rea, and its views now appear to have bees 
noted by some influential Americans, im 
cluding top former US military officials. 

Just days before the Bush initiative was 
unveiled, a group of experts led by Asia 
scholar Robert Scalapino and including 
former commander of the US Pacifi« 
Command Ronald Hays called on ће Виѕй 
administration to “[make] it possible foi 
the South Korean Government to an, 
nounce that there are no nuclear weapons 
on South Korean soil." Such weapons have 
little strategic value but are a political lf 
ability, the group asserted, adding: "There 
is no need to impose handicaps upon ош“ 
selves and [South Korea]." 

US officials are straining to explain thai 
Bush's initíative applies globally and wa: 
therefore not developed for North Korea 
Publicly, Undersecretary of Defence Paw 
Wolfowitz, who was one of the architect: 
of the initiative and a key policymaker ой 
North Korea, has taken a strident tone tor 
wards Pyongyang, warning that aggressor! 
should not misread, and be encouraged by 
the US initiative, but that is probably fo. 
show and to reassure the South Koreans 
In fact, US officials seem to expect a posi 
tive response from Pyongyang. 

In South Korea the Bush initiative proi 
duced a wave of optimism over the prosi 
pects of halting North Korea's nuclear dei 
velopment programme. Within hours o 
the Bush statement South Korean Presidery 
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Roh Tae Woo predicted that officials from 
the two sides meeting in Pyongyang on 24 
‘October for the fourth round of premier- 
level talks would be taking up the nuclear 
question for the first time. 
Readiness to talk about the nuclear is- 
бие means that Roh is abandoning the 
policy of neither confirming nor denying 
ithe presence of US nuclear weapons on 
South Korean soil. 
South Korea and the US have two ways 
sof putting pressure on Pyongyang to dis- 
continue its nuclear development, accord- 
fing to South Korean officials. One, as sug- 
ested by Roh on 28 September, is for 
ul and Washington to threaten to have 
fthe UN Security Council recommend a 
Korcible international inspection on North 
Жогеа'ѕ nuclear facility, much as it has 
done with Iraq. The second option is for 
the US and Japan to convince Pyongyang 
hat no diplomatic relations are possible 
unless North Korea agrees to inspections. 
Shortly after Bush's statement, North 
Korea is thought to,have signalled that it 
wants to start negotiations as soon as pos- 
ible with the US over the nuclear question. 
What approach is unlikely to move Wash- 
ington which has ruled out direct negotia- 
ions with North Korea on the nuclear 
question. Instead, the US apparently hopes 
hat Seoul and Pyongyang may take up the 

subject in bilateral talks. If the two sides 
nanage to agree on the North's acceptance 
»f international inspections, the way could 
»e open for Japan and the US to recognise 
North Korea, officials say. 

The US decision to remove all tactical 

nuclear weapons, including nuclear cruise 
missiles, from its surface ships and attack 
ssubmarines has important positive impli- 
'ations for relations with Japan and New 
Vealand, given policies in both countries 
against the admission of nuclear weapons 
m their territory. New Zealanders have 
;»anned nuclear-powered as well as nu- 
lear-armed vessels but they are already 
'onsidering lifting the first restriction. 

The Bush move opens the way for 
American warships to visit New Zealand 
narbours after a seven-year ban provided 
hey are not nuclear-powered. It also opens 
"he possibility of a return to active military 
sooperation with the US. 

New Zealand Prime Minister Jim Bolger 
old a press conference on 30 September 
‘hat he would welcome a warship visit. 
3olger said he would also address the issue 
of nuclear propulsion, where he said the 
ssue was not mass destruction, but safety. 

"New Zealand may be forced to repeal that 
aspect of the legislation in any case to allow 
'ommercial vessels entry, Bolger hinted. 
Bolger reiterated his hopes for a return 
го "a cooperative [defence] arrangement" 
iswith Australia and the US, though he did 
^ot expect that this would be in the existing 
orm of the Anzus pact, because the world 
ауаз "dramatically different from when 
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Bush: pressure оп Pyongyang. 


Anzus was set up” in 1951. 

Observers in Washington say that the 
positive impact on US-Japan relations of 
the Bush initiative may be more valuable 
given the possibility that the US may have 
to beef up its military presence in Japan if 
the Philippines finally rejects the new bases 





$ agreement with the US. 


The Japanese Government has denied 
allegations that US vessels were making 
port calls in Japan armed with nuclear 
weapons, pointing out that the US had 
never asked for mandatory prior con- 
sultations to do so. "Now Tokyo doesn't 
have to lie to its people," as one diplomat 
put it. 

The Japanese Government avoided 
comment on the domestic implications of 
the Bush move but went out of its way to 
stress that it sees the initiative as an impor- 
tant contribution to nuclear de-escalation 
on а global scale. A statement attributed to 
Prime Minister Toshiki Kaifu said the 
government "strongly welcomes this ep- 
och-making and courageous initiative by 
President Bush as a contribution to inter- 
national peace and stability . . . [and] a 
major step forward to the ultimate elimi- 
nation of nuclear weapons." 

Kaifu said Japan "earnestly expects that 
Soviet leaders will respond immediately in 
a positive manner" but the statement also 
contained a cautionary note reflecting Ja- 
pan’s conviction that the Cold War is 
winding down slowly in Northeast Asia. 
Kaifu said he hoped the US move would 
lead to a balanced reduction of US and So- 
viet nuclear weapons “while maintaining 
effective deterrence.” Ы 





HONGKONG 


Concern over make-up of future court of final appeal 
P О]. ) р 


Local justice 


By Stacy Mosher in Hongkong 


n announcement on the composi- 
A tion of Hongkong’s future court of 

final appeal has cast doubts on its 
stature, flexibility and independence. 

Under the terms of the Sino-British Joint 
Declaration, the court of final appeal was 
to be made up of “not fewer than three 
local judges,” with judges from other com- 
mon law jurisdictions being included “as 
required.” 

Some members of the local legal profes- 
sion had been hoping that at least two 
judges on the five-man court would be in- 
vited from overseas. But Chinese officials 
are understood to want the court to be 
made up of local judges as much as possi- 
ble. 

At the end of a three-day meeting in 
London on 24-26 September, the Sino-Bri- 
tish Joint Liaison Group (LG) announced 
that the court, to be established in 1993, 
will be composed of the Chief Justice, three 
Hongkong-based judges (Chinese or expa- 
triate) and a fifth member to be invited al- 
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ternatively from two panels. Panel A will 
contain retired and serving Court of Ap- 
peal judges in Hongkong and Panel B will 
be made up of retired judges from other 
common law jurisdictions. Under this ar- 
rangement, a foreign judge will be present 
in at most half of the Court of Final Ap- 
peal's quarterly sittings. 

Critics of the arrangement feel that the 
tight restriction on the presence of foreign 
judges negates the whole idea of inviting 
judges from other jurisdictions "as re- 
quired." Even if a foreign expert on a par- 
ticular aspect of law was needed on a case 
to be heard by the court of final appeal, 
that expert could not be invited if in that 
session the fifth judge was to be chosen 
from Panel A. 

There is also the question of who will 
determine what names are included on the 
two panels. The matter is expected to rest 
with the Judicial Services Commission 
(JSC), as at present, but the membership of 
the JSC itself is subject to the influence of 
the executive branch of government. 

In particular there are questions over 
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how much influence the central govern- 
ment in Peking will have over the mem- 
_ bership of the JsC and the court of appeal, 
_before or after 1997. Says one barrister: 
“Му personal feeling is that [Chinese offi- 
cials] won't make specific nominations to 
the jsc and the court of final appeal, but 
"they would want to be informed and, if 
_ they strongly disagree, they'll make their 
views known.” 
Some Hongkong lawyers feel that the 
öurt will in no way match the prestige of 
ritain's Privy Council, the current venue 
f final appeal in the territory’s legal sys- 
_tem. The Chief Justice, Sir T. L. Yang, ad- 
mitted that he would have preferred two 
Overseas judges, but described the pro- 
..posals as “workable” and “acceptable.” 
-= The newly elected representative of the 
-Legislative Council's legal functional con- 
stituency, Simon Ip, said he would explore 
possibilities of changing the proposals. He 
expected the issue to be a matter of concern 
to the business community and general 
public, as well as the legal profession. 
- But one local barrister, Daniel Fung, ex- 
pressed satisfaction with the arrangements, 
Saying it was erroneous to expect that 
overseas judges would increase the inde- 
sndence of the court. Apart from object- 
g to the implied slur on the integrity of 
local judiciary, he pointed out that the 
rivy Council has often been criticised for 
displaying excessive deference to the views 
of sovereign states from which appeals 
originate. He added that overseas judges 
might also bend over backwards to ac- 
mmodate local authorities to ensure 
they were reinvited. 
"Our hopes, if any, of the survival of 
the legal system must lie with judges here," 
aid Fung. "If they have no moral fibre, the 
number of outsiders on the Court of Final 
ppeal will make no difference." 
_ Another barrister saw the issue as just 
another example of how the JLG is being 
used as a “fulcrum for diplomatic 
manoeuvring" between the British and 
Chinese governments in negotiating over 
eir own interests rather than the interests 
of Hongkong. 

The unenthusiastic reaction in Hong- 
kong was in contrast with the delight of 
the JLG's British team, which described the 
ИС session as making "considerable 
. progress.” The one area of definite gain 
_ for Britain was in securing the agreement 
of the Chinese side to remove the British 
. naval base, HMS Tamar, from its present 
-site in the Central business district to the 
-considerably more remote Stonecutter's Is- 
Папа. 
| Apart from relieving the anxiety of 

the local populace at the prospect of the 
с Chinese military taking over the head- 
< quarters in the heart of the city, the move 
will allow the colonial government a lu- 
..crative redevelopment of the downtown 
_ site. п 





DIPLOMACY 


In the aftermath of the failed Moscow 
coup the Russian republic has taken the 
lead in efforts to work out an early solu- 
tion to the dispute with Japan over the 
southern Kurile Islands, claimed by Japan 
as its Northern Territories. 

A Russian republic delegation led by 
Deputy Foreign Minister Georgiy 
Kunadze visited the Kuriles at the end of 
September, apparently to prepare the lo- 
cal population for a shift in policy on the 
islands. Russian television news quoted 
Kunadze as saying, “all steps will be 
taken openly and after consultation with 
the local people.” But he also said that 
the Russian position is “determined.” 

During the visit Kunadze told local 
leaders that the Russian republic is ready 
to follow the letter of the 1956 Soviet- 
Japanese joint declaration which was de- 
signed to end the territorial dispute but 
was never implemented. The nine-point 
declaration provided for the return to Ja- 
pan of Shikotan Island and the Habomai 








Russia takes the lead 


archipelago (the two nearest Japan) 
the signing of a peace treaty. Russian t 
evision announced that this was the fi 
time the local people had been told 1 
truth about Soviet obligations regardi 
the islands. 

The Kunadze visit was the seco: 
post-coup development suggesting tl 
Russia wants to settle the issue. In еа 
September Ruslan Khasbulatov, pre 
dent of the Russian parliament, visit 
Japan in what was seen as an attempt 
prepare for a new approach to the d 
pute. Khasbulatov told Ichiro Ozaw 
former secretary-general of the ruli: 
Liberal Democratic Party, that Rus: 
wanted to "realise the long cherish 
dreams" of the Јаравеѕе people. But t 
Japanese response to Khasbulatov's hir 
of a change in the Russian stance w 
more guarded than had been hoped. 

Khasbulatov expressed disappoir 
ment about the Japanese failure to off 
substantial quantities of aid during F 
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Pro-LTTE MPs compound the parliamentary crisis 


By Manik de Silva in Colombo 

ri Lanka's constitutional crisis has ac- 
S quired new dimensions with the op- 

position giving notice of a no-confi- 
dence motion against the government. 
With parliament in recess, a joint move by 
the opposition and ruling party dissidents 
to impeach President Ranasinghe Prema- 
dasa is pending with the speaker. A Tamil 
dissident group has now stepped into this 
parliamentary muddle. 

The Eelam Revolutionary Organisation 
of Students (Eros) — once the closest ally 
of the Liberation Tigers of Tamil Eelam 
(LTTE), the separatist guerilla group — has 
decided to return to the parliament it quit 
in June last year. Under the country’s pro- 
portional representation system, when an 
MP resigns his replacement can be named 
by his party. Since June 1990, when the 
war between the Tigers and government 
forces resumed, Eros has vacated 12 of the 
13 parliamentary seats it had won in the 
February 1989 general election. Of these 
nine were from the northern Jaffna district 
— the stronghold of the LTTE — and three 
from the eastern districts of Trincomalee 
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The Tigers’ tail 


and Vanni. However, it inexplicably hel 
on to the single seat from the easter 
Batticaloa district. 

On 25 September, when parliament di 
bated a motion to extend the current sta’ 
of emergency by one month, Eros filled i 
vacant Vanni seat. Both Eros MPs vote 
with the ruling United National Part 
(UNP) to extend the state of emergency, tk 
main purpose of which is to carry ot 
counter-insurgency operations against th 
Tigers. These two Eros MPs are known t 
belong to the anti-LTTE faction of Eros. 

At the end of September, six member 
of Eros arrived in Colombo from the Jaffn 
peninsula to submit their papers to. fi 
some of the vacant seats. As the LTTE’ 
control of Jaffna is total, the six new Erc 
MPs will obviously be subject to the T 
gers' influence. Not surprisingly, the fam 
lies of these new MPs have been left behin 
in Jaffna. Why the other three Jaffna seal 
have been left vacant is still a mystery 
However, Eros’ return to parliamen 
clearly implies that the LTTE intends play 
ing a role in the numbers game that wi 
determine the course of the unfolding cor 
stitutional drama. ^ 
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isit. Speaking to Soviet journalists, he 
aid that he would have liked to have 
ieen "greater concrete results" on the aid 
question. He got the impression, he said, 
hat the Japanese are still focusing on the 
Jnion and Gorbachov as their main ne- 
sotiating partners. Russia is looking for 
JS$8-15 billion in economic aid from Ja- 
зап, starting in December, he said. 

On the Russian side, two obstacles 
10w stand in the way of a speedy solu- 
ion to this longstanding disagreement. 
Jne is the reluctance of public opinion in 
he Russian republic to accept the loss of 
erritory. ^We are prepared to work with 
»ublic opinion, to explain what has gone 
жќоге and what obligations Russia has,” 
<unadze told the REVIEW. But he em- 
»hasised that Russia will be negotiating 
'a mutually acceptable solution" of the 
erritorial dispute, not an outright return 
of the four islands. 

The second obstacle to progress on the 
lispute is the unresglved question of how 
soviet and Russian foreign policy is to be 
:oordinated. The lack of any formal 
nechanism to coordinate policy is dis- 
urbing, Kunadze acknowledged. In 
heory this was to be worked out as part 
of a new Union treaty, but now the 


So the irony is that 
aven as they are battling 
Zolombo's armed forces 
n the northeastern arena, 
he Tigers are keeping the 
»ption of cooperating 
with the UNP on the par- 
iamentary stage. The 
-TTE took a severe bash- 
ng at the Elephant Pass 
зае in August and in 
the Welioya-Mullativu 
sectors in September. 
3peculation that with Eros 
returning to parliament a 
zessation of hostilities was 
imminent was short-lived. 
Army commander Lieut- 
Sen. Hamilton Wana- 
singhe announced that operations against 
the LTTE were continuing on all fronts and 
more were being planned. 

According to an influential local ana- 
lyst, what the LTTE will do through their 
proxies in parliament should primarily be 
seen from the angle of "their extraordinary 
concern with and anxiety about India." He 
argued that their experience in fighting the 
Indian peace-keeping force would still be 
the major factor in their thinking. Although 
they have been attacking Premadasa as 
well as the UNP dissidents, the Tigers 
“clearly wanted Premadasa to remain in 
power" because "he, obviously, is their 
only perceived guarantee against India." In 
the wake of the assassination of former In- 
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Premadasa: unlikely support. 


signing of such a treaty appears to be a 
long way off. 

"We don't want to resolve all prob- 
lems on our own; we want to find a 
common language with the Union," 
Kunadze explained. "Japan understands 
that it must negotiate with Russia, but 
with the participation of the Union," he 
added. 

The Union authorities have remained 
virtually silent on the Kuriles since the 
failed coup. But the August issue of the 
Soviet Foreign Ministry's journal, Inter- 
national Affairs published an essay on the 
Kuriles question by retired American 
diplomat and chronicler of the Cold War, 
Raymond Garthoff. Now a senior fellow 
at the Brookings Institute, he points out 
that "the Soviet Union would be on 
strong legal ground to stand firm that 
Iturup and Kunashir [the two larger of 
the four disputed islands] are now Rus- 
sian." 

Garthoff's comments seem to point to 
increased US interest in a compromise 
between the Soviets and Japanese. "Now 
that both sides acknowledge that there is 
an issue, and wish to resolve it, the US is 
not committed to any specific solution," 
he writes. = Sophie Quinn-Judge 


5 dian prime minister Rajiv 
B Gandhi in June near Madras, 
$ allegedly by LTTE followers, 
* Indian authorities have been 
closing in on Tiger sympa- 
thisers sheltering in south 

India. 

The LTTE's tactics will 
become clearer when the 
parliament meets for the 
next session. Parliamentary 
Speaker M. H. Mohamed, a 
vital player in the constitu- 
tional tussle, has not yet de- 
cided whether to place the 
impeachment motion on the 
next parliamentary agenda 
— thus blocking the presi- 
dent's option to dissolve 

parliament. Mohamed has said that he is 
examining the validity of the signatures on 
the resolution — which include members 
of the opposition and UNP dissidents — 
and will soon inform parliament of his de- 
cision. 

Meanwhile, UNP dissidents led by 
former ministers Lalith Athulathmudali 
and Gamimi Dissanayake continue the ex- 
change of charges and countercharges with 
party loyalists. Premadasa's emissaries 
have been talking peace with the dissidents 
— including offers of taking them back into 
the party fold if they were to retract their 
signatures from the impeachment petition 
— but these terms are not yet acceptable to 
the rebel UNP MPs. " 
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End of 
an Eri 


By Mary Louise O'Callaghan in- 


Port Moresby 
he Governor-General of Papua 
i New Guinea (PNG), Sir Serei Eri, 
has solved what looked like be- 
coming a constitutional crisis, by offering 
his resignation over his refusal to sack his 
close political associate and fellow Papaun, 
Ted Diro, as deputy prime minister. The 
offer was accepted by Prime Minister Rabie 
Namaliu. 

Diro, the first indigenous commander 
of the PNG defence forces, was convicted 
on 81 charges of corruption and miscon- 
duct by a specially convened tribunal. 

Eri, a former president of Diro's Peo- 


ңә 


ple's Action Party (РАР), refused to accept 


the tribunal's ruling that Diro should be 
dismissed and barred from public office for 
three years. 

Instead he attempted to reinstate Diro, 
who was suspended from duties in April 
when the tribunal began its hearings, forc- 
ing the PNG cabinet to ask Britain's Queen 
Elizabeth — the PNG head of state — to 
dismiss him. 

Section 93 of PNG's Constitution, pro- 
vides for the governor-general to be dis- 
missed by the queen "acting with and in 
accordance with the advice" of the gov- 
ernment. Both Diro and Eri predicted social 
disorder if the issue was forced, but the 
capital, Port Moresby, remained calm and 
public sentiment appeared overwhelm- 
ingly in favour of the government. 

Namaliu, whose coalition government 
is heavily dependent upon its partnership 
with the PAP, is believed to have consulted 
widely before recommending to the cabi- 
net that it dismiss Eri. 

The leader of the opposition and former 
prime minister, Paias Wingti, supported 
the moves to sack Eri, saying that the 


governor-general could also be fined or . 


face a jail term for refusing to abide by his 
constitutional duty. 

Eri had denied that his decision not to 
sack Diro was based on their personal re- 
lationship. The provocative nature of Eri's 
actions has prompted speculation that he 
may have his eye on entering parliament, 
possibly even standing for Diro's now-va- 
cant seat in the elections due next year. 

Under the constitution, the speaker of 
parliament, Dennis Young, another PAP 
politician, will become acting governor- 
general. A new governor-general must be 
elected by a majority of parliament, but the 
election is not likely to take place before 
the next session in November. " 
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REGIONAL AFFAIRS 


BRIEFING 


Japanese political 

reform bills dropped 

> Japan's parliament has dropped three 
political reform bills which would have 
introduced a predominantly single-seat- 
constituency system of election to the 
Lower House. Most opposition parties 
opposed the bills because they would 
have further strengthened the ruling 
Liberal Democratic Party (LDP) in 
parliament. LDP chieftains also objected 
because the proposed changes would 
have threatened some individual seats 
and weakened the power of LDP factions. 
The decision to kill the package rather 
than carrying it forward to the next 
parliamentary session is a blow to Toshiki 
Kaifu, who has championed political 
reform since he took office in 1989, but 
appears unlikely to derail his prospects 
for re-election as LDP president and prime 


minister. 


Minister dropped in 
Wellington reshuffle 

> In a cabinet reshuffle on 2 October, 
New Zealand’s Prime Minister Jim Bolger 
dumped Minister of Maori Affairs 
Winston Peters, who has long been critical 
of the government's free-market, tight- 
budget economic policy. His portfolio has 
been taken over by Fisheries Minister 
Doug Kidd. 


Hongkong councillors 

lead democracy march 

> Ten newly elected legislative 
councillors of the liberal United 
Democrats of Hongkong took part in two 
protests aimed at China’s National Day 
celebrations in Hongkong. The councillors 
led a procession of 1,300 people on 29 
September calling for the release of 
political prisoners in China and 
commemorating the 1989 Peking 
crackdown on pro-democracy 
demonstrators. Seven of the councillors 
also attended a candle-light vigil on the 
next night opposite the New China News 
Agency (NCNA) building, Peking’s de 
facto embassy in Hongkong. 


Hanoi hint sparks 

refugee camp alert 

> Security measures have been increased 
in Vietnamese boat-people camps in 
Hongkong following a joint statement 
indicating that Vietnam may be moving 
towards compromise on the repatriation 
of non-refugees. The statement, issued on 
27 September after talks in Hanoi between 
the British, Hongkong and Vietnamese 


14 


governments and the UN High 
Commissioner for Refugees, mentioned 
"productive" talks on "possible alternative 
methods of accelerating the rate of return 
of illegal immigrants . . . in accordance 
with international practices." It is believed 
to be the first time Vietnam has agreed to 
the use of the term "illegal immigrants" 
for those who do not qualify as refugees. 


Taipei MPs launch 

sedition bill campaign 

№ Taiwan's legislature opened its 88th 
session on September 27 with a clash 
between political parties which forced 
cabinet ministers to cancel their traditional 
question-and-answer session. The 
opposition Democratic Progressive Party 
has vowed to filibuster all meetings until 
the government abolishes a sedition law 
used to punish advocates of Taiwanese 
independence. 


France confirms 

frigate sale to Taiwan 

P France has confirmed the sale of 16 
Lafayette class frigates to Taiwan at a cost 
of US$4.6 billion despite objections from 
Peking. A French Foreign Ministry 
statement on September 27 said that Paris 
recognised the Peking government as the 
only legal government of China and that 
the frigate sale was "purely a commercial 
deal which implies no official relationship 
with the authorities of Taiwan." 
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Marcos postpones 
return to Manila 
> Former Philippine 
first lady Imelda 
Marcos said on 30 
September she would 
postpone her planned 
4 October return from 
Honolulu to Manila 
after the Philippine 
Government extended 
her one-way travel 
permit by one month. 
The original permit would have expired 
on 5 October. Manila, however, said the 
ban on the return of the remains of her 
late husband, Ferdinand Marcos, from 
Hawaii remained. 





Marcos. 


Japanese rethink on 
international role 

> A special committee of the ruling 
Liberal Democratic Party studying Japan" 
future international role has called for 
revising the constitution if Japan cannot 


* take collective security measures through 


re-interpretation of Article 9. The panel 
led by former party secretary-general 
Ichiro Ozawa also urged that the law 
governing Japan's Self Defence Forces 
(SDF) be revised to enable SDF personnel t 
undertake new roles overseas. It said 
Japan should seek a permanent seat on 
the UN Security Council. Until now, 
Article 9 has been interpreted as banning 
Japanese participation in any collective 
security action other than cooperation 
with the US in the defence of Japan. A bil 
currently under consideration in 
parliament would allow SDF personnel to 
participate in UN peace-keeping 
operations overseas. 


Indian Government steals 
opposition thunder 

> Stealing the main campaign plank of 
the opposition Janata Dal, Prime Minister 
P. V. Narasimha Rao’s Congress 
government notified the Supreme Court 
on 26 September that it has adopted the 
1981 Mandal commission 
recommendations that 27% of governmen 
jobs and institutional places be reserved 
for certain backward castes, in addition te 
the 22.5% already reserved for 
untouchable castes and tribal people. In 
an effort to placate the upper castes, 
Congress wants a further 10% reservation 
for the upper-caste poor. The Supreme 
Court is hearing an appeal against the 
former Janata Dal-led government's 
decision in 1990 to apply the Mandal 
report. 
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How much longer 


can the world afford a 


to be power mad? 


It's been going on for decades economic or in ecological terms 


power it needs and letting 50% of it example, BP Energy is already 
o up in smoke. Whilst it hasn't been converting industry to the benefit 
leliberat globa indalism of Combined Heat and Power 


esn't make a lot of sense in either It's a system which harnesses the 


ind makes it a valuable source of heating 
useable steam for the very 


ing the fue n the first place 


For all our tomorrows. 
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Delectable vegetarian cuisine: Another sampling of 


EVA's unique service 


Like these hors d'oeuvres in the vegetarian 
meal served on board, EVA Airways in- 
flight service is thoughtfully designed to 
satisfy each passenger. When it comes to 
dining. EVA caters to your tastes and 
dietary requirements. Whether you choose 
vegetarian fare or another special menu, we 
do our best to provide a spread that - like 
all of the Chinese cuisine offered on EVA 
- enables you to feast to your heart's con- 
tent - even at 35,000 feet. Meticulously 
planning for your every travel need, and 
then some - that's what distinguishes EVA 
from the rest. At EVA we pay attention to 
every guest and every detail in order to 
bring you better service - and more of it. 
Come experience EVA's thoughtful inten- 
tion. If you wish to order from our special 
menu, please call EVA Airways Reserva- 


tions Office. 
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Shangri-La. 


WhereselSe. 


The quiet luxury of the Shangri-La Hotel, Bangkok 


In Asia’s bustling cities, 
an oasis awaits the trader and traveller. 


SHANCRI-LA INTERNATIONAL 
HOTELS and RESORTS 





BALI + BANGKOK * BEIJING + FIJI + HANGZHOU + HONG KONG + KOTA KINABALU 
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MALAYSIA 


Dayak power failed to materialise at the polls 


The quiet drums 


By Suhaini 4 Suhaini Aznam in Kuching - 


he drums of Dayakism — the loose 

| term for an assertion of ethnic rights 

among Sarawak’s majority group 

— were not beating as loudly as many had 

thought. When results of Sarawak's state 

alections trickled in on 28 September, it 

»ecame clear that nascent Dayakism was 
not translating into tangible seats. 

Sarawak’s main opposition party, the 
Parti Bansa Dayak Sarawak (PBDS), was 
reduced to half its former strength with 
only seven seats in the expanded 56-seat 
state legislative assembly and was no 
longer a threat to the ruling state coalition. 

The landslide victory of the self-styled 
Barisan Tiga (Front of Three) with 49 seats 
has ensured it a comfortable five-year term. 
The dominant, Malay-Melanau-led Parti 
Pesaka Bumiputra Bersatu (PBB) emerged 
with 27 seats. The well-financed Sarawak 
United People's Party (supp) delivered the 
Chinese vote and won 16 seats. Even the 
Dayak-based Sarawak National Party 
SNAP), which many Sarawakians had 
ziven up as a lost cause after it only 
scraped by with three seats in 1987, man- 
aged to double its strength to six. 

The results also extended Chief Minister 
Datuk Patinggi Abdul Taib Mahmud's 
‘enure in office. When Taib celebrated his 
lOth year in office earlier this year the PBDS 
'esponded by launching its "KMS '92" 
»roject — a campaign to change Sarawak's 
‘hief minister by 1992. 

That bid has failed. But more impor- 
antly, the PBDs — which is part of the 
"uling National Front Federal coalition — 
may soon cease even to function as an op- 
»osition party. Within 24 hours of the re- 
sults, PBDS president Datuk Leo Moggie 
innounced that his party would be apply- 
ng to join the ruling state coalition. 

The federal government in Kuala 
Lumpur is all for this. Two days before the 
»olls, Deputy Prime Minister Abdul 
shafar Baba announced that in future 
»arties belonging to the National Front at 
the federal level should not vie against 
sach other in state elections. A proposal to 
this effect will be tabled at the next Na- 
tional Front meeting and is expected to be 
accepted by all, including Sarawak’s 
Barisan Tiga. 

In the initial shock of its poor showing, 
*BDS vice-president James Masing con- 
fessed to being baffled. "We're losing in 
yur blue-ribbon seats,” he said after the 
defeat of one party stalwart after another. 
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Against this trend were inexplicable victo- 
ries by PBDS newcomers: young, educated 
Iban leaders without political experience. 
“Apparently the issues didn’t work,” said 
Masing. “Maybe we didn’t explain enough. 
Or the voters must be quite happy with 
the government.” 

The results were all the more surprising 
because the Dayaks, the umbrella term for 
Sarawak's 33% Iban, 9% Bidayuh and 3% 
Orang Ulu ethnic communities, are more 
united now than ever before. The 
Bidayuhs, many of whom are subsistence 
farmers on the outskirts of Kuching, are 
one of Sarawak’s poorest groups, tradi- 
tionally resentful towards their better-off 
Iban cousins. But a Bidayuh explained his 
support of the Iban-dominated PBDS by 
saying quite simply: “They are my people.” 

Meanwhile, the Ibans living along the 
upper Rejang River — deep Iban heartland 
— were also clearly supportive of a party 
which would better represent Iban inter- 
ests. As the majority ethnic group, the 


Government landslide 





Ibans felt that they should have more say 
in government, within a coalition arrange- 
ment that also provided for Malay- 
Melanau and Chinese representation. “You 
can’t rule Sarawak with one ethnic group,” 
said Masing. Had the PBDS won a simple 
majority, it planned to invite the PBB and 
SUPP to form a coalition government. 

The PBDS' poor showing puzzled even 
Kuala Lumpur political analysts. A hand- 
ful now suspect that the Barisan Tiga may 
have exaggerated the extent of the Iban 
fervour in order to obtain federal support 
for its campaign. 

Prime Minister Datuk Seri Mahathir 
Mohamad had clearly endorsed the 
Barisan Tiga and Taib by coming to 
Kuching two days before nomination day, 
on a quick swing through Sabah and 
Sarawak. During the campaign proper, 
Ghafar Baba, Finance Minister Datuk Seri 
Anwar Ibrahim and several other federal 
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ministers also appeared to throw their 
weight behind the Barisan Tiga. This was 
done despite the awkwardness of the PBDS 


being a component of the federal National - 


Front and Moggie's good relations with 
Mahathir. 

Taib is now stronger than ever. While 
he is indebted to Mahathir and the federal 


government for their support, his over- . 


whelming victory has also placed him in a 
position to make demands of Kuala 
Lumpur should differences over state 
rights arise in future. 

Taib put his victory down to “the peo- 
ple feeling better off with development." 
As a bonus, he also enjoyed the benefits of 
a well-oiled party machine, seemingly 
limitless funds and a fleet of helicopters to 
criss-cross the jungle-clad terrain. 

The other opposition parties were thor- 
oughly trounced. Permas seems destined 
for the history books, candidates for the 
virtually unknown Parti Negara Sarawak 
lost their deposits, while the peninsula- 
based Democratic Action Party again failed 
to win a seat in state elections. Interest- 
ingly, the environmentalists also lost, de- 
spite two or three having won in federal 
elections last year. Yet again, voters stuck 
to Sarawak parties and very local issues in 
the state elections. 


A high rate of intermarriage and dec- — 


ades of genuine and easy interaction 
among the ethnic groups has made 
Sarawakians less prone to wooing along 
ethnic lines than the different ethnic groups 
in the peninsula. The fact that the PBDS 
constitution only admits Dayaks as mem- 
bers, and the latent challenge it thus posed 
to the Malays, Melanau and Chinese, could 
also have brought the Malays and 
Melanaus closer together. 

Certainly the much-talked of desire of 
the Malay community to assert itself over 
the smaller but politically dominant 
Melanau, fizzled out. Earlier expectations 
that the Abangan class of Malays, the tra- 
ditional ruling families of Sarawak before 
the advent of Raja Brooke, would pull the 
rug out from under the PBB and back Malay 
independents, came to nothing. 

In terms of strategy, the PBDS had taken 
a gamble by fielding candidates in only 34 
of the 56 seats, leaving it with a danger- 
ously narrow margin of error in its bid for 
a simple majority. In offering itself as an 
alternative government, it had shown nei- 
ther a commitment in numbers nor pro- 
vided a chief minister-designate who 
could have been a rallying point. 

This was perhaps the Barisan Tiga's 
greatest weapon against the PBDS. Moggie 
had taken a low profile during the elec- 
tions, in hopes of keeping his lines to Kuala 
Lumpur open. But by taking responsibility 
for his party's performance, Moggie's own 
position in the PBDS may well be ques- 
tioned and younger members could deter- 
mine the party's future direction. " 
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Navy set to remain medium-sized for decade or more 


Slow speed ahead 








By Hamish McDonald in New Delhi 
T he task the Indian Navy faces in the 








1990s as it struggles to maintain its 

existing medium-sized capability is 
a far cry from the ambitious plans New 
Delhi had once nursed — much to the 
concern of Southeast Asian neighbours and 
Australia — for a blue-water fleet capable 
of projecting power around the Indian 
Ocean. At the same time, the navy will 
have to fashion a response to a US strategy 
that could turn Indian naval planning on 
its head. 

The navy, together with the other In- 
dian armed services, is being cultivated by 
the US for a role in a less suspicious, more 
cooperative relationship with Western 
countries and East Asia. This comes at a 
time when Washington has stopped pro- 
moting Pakistan as the frontline defender 
of Western interests in the region. 

In the naval sphere, the kind of joint 
activities proposed — getting US and In- 
dian ships to talk to each other on common 
radio frequencies and practising basic 
emergency procedures — is an indication 
of how far the two navies have to go. But 
even this is criticised in some Indian circles 
as compromising New Delhi's long- 
standing policy of non-alignment. 

Whether or not India is starting from a 
point equidistant between the Soviet Union 
and the US, such steps could be the start of 
a profound shift. The softly-softly US ap- 
proach is reminiscent of the long process 
of drawing Japan into wider security re- 
sponsibilities, again in the face of strong 
domestic lobbies opposed to foreign, and 


specifically US, military entanglements. 

The long-range US goal is to make the 
Indian Navy part of à mosaic of forces 
united by à common interest in regional 
stability and in keeping Asia's sea lanes 
open to commerce. Therein lies the para- 
dox for India's naval planners, who have 
long aimed for an Indian Ocean free of 
outside forces. In this respect, the US base 
at Diego Garcia 1,700 km south of India — 
which served as a staging base for Gulf 
War operations in early 1991 — is a par- 
ticularly sore point. 

Washington is inviting India to look at 
the trend towards force reduction resulting 
from superpower disengagement, which 
has led to cuts in military forces stationed 
across Asia. The US need not be at Diego 
Garcia for ever, and its departure would 
be hastened if Washington felt it could 
trust the powers that would then tend to 
predominate. 

At the operating level, the two navies 
do not yet show even basic cooperation. 


Main Indian Navy bases 
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Indian doctrine based on non-alignme 
barred its navy from exercises with all b 
Indian Ocean littoral navies. In rece 
years, simple drills have been held wi 
the Indonesian and Australian navies du 
ing ship visits. Contact with the US Nav 
has been marked by some brushes at si 
resulting from a lack of communication. 
one incident, an Indian destroyer fired 
flare at a passing US Navy P3 Orion patr 
aircraft, something that could have bee 
taken for a missile launch. 

The 1988 Indian intervention to prevei 
a coup in the Maldives did occasion sor 
US-Indian cooperation. Then Indian prim 
minister Rajiv Gandhi telephoned the U 
president, among other foreign leaders, t 
advise them about the dispatch of India 
paratroops. The US mounted Operatio 
Cactus, which helped the Indian Navy 1 
intercept ships involved in the coup bid. 

Over the past year, the two navies hav 
discussed setting up radio channels for d 
rect contact at sea and practising non-o 
fensive operations sugh as search-and-re: 
cue. These are said to have gained the ар 
proval of the Ministry of External Affair: 
though the term used is "activities at sea 
rather than "exercise." An agreement i 
likely to be formalised during a visit t 
New Delhi on 16 October by the Hawaii 
based Commander-in-Chief of US Pacifi 
forces, Adm. Charles Larsen. 

This matches proposals for joint studie 
and activities by the US and Indian armies 
drawn up by the US Army's Lieut-Ger 
Claude Kickleighter and discussed durin; 
à visit to the US in August by Indian arm 
chief Gen. S. F. Rodrigues. 

The minority Congress government ha: 
reason enough to play it down. Even thesi 
overtures have provoked outrage fron 
defenders of the Nehruvian non-alignmen 
legacy, who are a party constituency. “The 
prize catch is at last in hand," proclaimec 
leftist writer Paraful Bidwai in a not-un 
typical article in the Times of India. “Wha 
India gets in return is pride of position ir 
South Asia, a role larger than Pakistan's ir 
the 1980s. The shift is thus not only from 
non-alignment to its opposite, it is alsc 
from a global to a regional role and from 
the moral high ground to a cynical and 
timid brand of political realism." 

This exaggerates what are still tentative 
steps on both sides. The US, like many 
other governments, remains deeply suspi- 
cious about India's long-term agenda 
There is no talk yet of transferring sophis- 
ticated US naval weapons such as the 
Harpoon missile to India. The shopping list 
recently opened to the Indians is essential 
for replacement of existing capability, such 
as F5-derived trainers to replace Hunter 
jets. 

This caution arises from India's inter- 
fering policies towards its neighbours in 
the 1980s, and the splurge on weapons 
under Gandhi's government in 1984-89. 
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The naval expansion talked about during 
the late 1980s also staked out the aim of 
long-range power projection, after a steady 
build-up over the two previous decades. 

Much neglected during the 1950s and 
early 1960s because of land-war preoccu- 
pations with Pakistan and China, the In- 
dian Navy gained more resources after a 
Pakistani Navy raid on the west coast in 
the 1965 war. The 1971 war saw two de- 
velopments that changed the direction and 
tempo of the naval build-up. The Indian 
aircraft carrier Vikrant proved useful in 
bottling up Pakistani forces in what is now 
Bangladesh, while Soviet-supplied Osa- 
class missile boats shot up oil tanks and 
shipping in Karachi harbour. 

Pakistan's losses in the 1971 war in fact 
limited the naval dimensions of future 


- Indo-Pakistan conflicts since Pakistan was 


reduced to a single land mass with a lim- 
ited coastline. The task of sea control — 
securing adjacent waters against surface 
and submarine threats — was simplified. 
But the intrusion of the US carrier Enter- 
prise into the Bay of Bengal during the war 
led the outraged Indians to 


— keeping non-regional navies 
well away from Indian waters. 

By 1989-90, the Indian Navy 
had significantly expanded 
from the 1971 fleet of one car- 
rier, four conventional subma- 
rines and a diverse collection of 
23 major surface ships. It had a 
second carrier with the pur- 
chase of Britain's Hermes — 
renamed Viraat — in 1986, a 
nuclear-attack submarine on 
lease from the Soviet Union, 16 
conventional submarines, and 
24 destroyers and frigates, in- 
cluding top-line Soviet Kashin 
class destroyers. Manpower 
had risen from 40,000 to 53,000. 

According to US specialist Ashley Tellis, 
in the first decade of the next century, the 
Indian Navy could have three carriers, four 
to six Soviet-built nuclear-attack subma- 
rines, between eight and 20 conventional 
submarines, and 37-51 destroyers and 
frigates. Tellis categorised this as a “nascent 
blue-water capability.” 

The 1991 reality in an India forced to go 
to the IMF for an economic bail out is that 
this expansion has been halted. 

The navy will not acquire any new ma- 
jor surface ships until 1995, when the Delhi, 
the first of a new class of cruiser-sized 
missile and helicopter-equipped destroy- 
ers, is commissioned. The last of eight So- 
viet-built Kilo conventional submarines 
joined the fleet in March, and will be joined 
soon by the third of four German HDW 
submarines. Two of the submarines are 
being built at Bombay's Mazagaon Dock. 

Plans to build a 30,000-tonne aircraft 
carrier at the Cochin dockyard, from a pre- 


Aircraft carrier Viraat: naval expansion halted. 


design study given to a French firm in 
1988, have been shelved. Naval experts 
think India is capable of building it — "If 
they can build submarines, they can build 
a carrier," one said — but finance is the 
problem. Some sources suggest the navy is 
looking to scale down the size of the vessel 
or to buy second-hand if a ship like Brit- 
ain's Ark Royal became available. 

The Charlie-class nuclear submarine 
was returned to the Soviets in January 
when the lease expired. The Indians are 
said to have encountered several problems 
with the vessel, and were not allowed the 
hands-on experience in the reactor-room 
they had expected. The decision not to re- 
new the lease appears to have come from 
the Soviet side. A destabilising transfer of 
nuclear technology would now seem to be 
far from the thinking of the new authorities 
in Moscow. 

The attrition of older vessels is mean- 
while reducing the fleet. The sinking of a 
Petya-class sloop last year in a storm off 
Visakhapatnam showed that wear and 
tear, and, in the case of some Soviet ships, 





poor-quality steel and workmanship, was 
making older ships a risky proposition. 
Three of the eight older Foxtrot-class con- 
ventional submarines have already retired, 
and the rest will soon follow into reserve. 

This suggests that up to the end of the 
decade the navy will be able to keep about 
16 major “platforms” (destroyers and frig- 
ates) in operation, plus a number of Cor- 
vettes, missile boats and patrol craft. The 
submarine force will come down to an all- 
conventional fleet of eight Kilo and four 
HDW boats. Shore-based naval aviation will 
be centred on 11 Soviet Tu142 Bear long- 
range reconnaissance planes. 

The two carriers will probably be kept 
in operation. The Vikrant's hull was built 
in the late 1940s and the recently tabled 
auditor-general's report for 1989-90 criti- 
cised the navy for the amount of time the 
carrier spent in dock. Owing to problems 
with the carrier's ski-jump, navy Harriers 
cannot fly off fully loaded; nor is the ship 
equipped with proper flight-safety sys- 
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tems. 

Neither carrier is anything like the t 
power-projecting carriers of the US Na 
though they could in the absence of ot 
side forces project power into an unsoph 
ticated military environment — whi 
would include several Indian Ocean 
land-states and littoral regions. 

Even the more modern ships w 
present running problems. Some analy: 
said the Indians had skimped on spar 
and maintenance in order to fund maj 
purchases. Some Soviet ships were a be 
gain on purchase, but required expensi’ 
maintenance over their service life. Т1 
Soviet designers of the Kashin destroyei 
for example, envisage complete engine r 
placement after 10 years. 

The Indians thus look like remaining 
the ranks of the medium-sized navies for 
decade or more, and well behind secon 
echelon powers like France and Japa 
Some time by the end of that decade the 
will have to decide whether to commit tl 
massive resources needed to lift them in 
a bigger league. Even then, according 
„ analysts like Tellis, a true blu 
ғ water capability to opera! 
around the globe is unlikely i 

the first quarter of the next се 

tury. 
Central to this will be tl 
question of the naval air con 
ponent. Although the India 
Navy claims to have convince 
New Delhi to come down o 
the side of carrier-based navi 
air cover, the debate about th 
will be revived as decisior 
loom on replacing or adding t 
the Vikrant and Viraat. 

Some commentators lik 
Amitabh Dubey in the currer 
Indian Defence Review argu 
that possessing carrier battl 
groups tends to be destabilising and prc 
vokes the build-up of countervailing force: 
as with the Thai navy's plans to buy 
helicopter carrier. Dubey argued that Ir 
dia's peninsular geography and island ter 
ritories gave it a natural extension of land 
based air cover far out into the ocean an 
across to the Malacca Strait. With nev 
long-range aircraft, aerial refuelling, anc 
airborne warning and control systems 
protection could be further extended anc 
perfected. 

India's strategic orientation is bein 
tugged in divergent currents, as is the de 
velopment of its navy. There is a stron; 
nationalist lobby seeking respect for Indi. 
around the region. There is also an autar 
kic circle which wants India to stand aloni 
and strong. And there are Indians eager к 
break out of economic backwardness anc 
integrate with the global economy. The 
decisions about the navy in the comin; 
years will be an important indicator o 
which way the country is heading. 1 
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romotions controversy indicates divisions in navy 


»cuttling rivals 


г ndian Chief of Naval Staff (CNS) Adm. 
1. Ramdas may have some awkward 
M. moments when he receives US Pacific 
Fleet Commander Adm. Charles Larsen in 
New Delhi later this month. Ramdas be- 
came the navy chief after accusations that 
tis chief rival for the post was part of a 
pro-US clique among Indian admirals. 
. In its structure and discipline, the In- 
dian Navy follows British traditions. But 
_ last year's promotion controversy may 
point to a split in outlook among officers 
who have spent most of their career as- 
signed to Soviet-supplied ships and trained 
in Soviet establishments, and those who 
attended Western naval schools and com- 
manded the navy's British-built ships and 
aircraft. 
| The scandal broke out when Rear-Adm. 
Vishnu Bhagwat, then a senior staff officer 
n the Western Naval Command head- 
artered in. Bombay, learnt he was not 
oing to get the command of the Western 
eet in the looming round of assignments. 
hagwat filed a 400-page writ in the Bom- 
ау High Court on 14 September last year 
laiming he had unjustly been denied the 
command by then CNS Adm. J. G. Nad- 
Каті. Bhagwat sought a stay order on the 
_ posting of Rear-Adm. К. K. Kohli, who had 
_ been inducted as chief of the Western Fleet 
„at 3 am the night before, after the navy 
_ heard about Bhagwat's impending court 
_action. 
Bhagwat alleged that his and other 
‘promotions were being manipulated by the 
CNS and a clique of officers who had all 
received training at the US Naval War 
College (Nwc), Newport. All the top jobs 
in recent years have gone to NWC gradu- 
„ates, as part of a scheme to keep down of- 
ficers “who are not morally pliable and 
have the professionalism, integrity and de- 
ermination to preserve the fighting spirit 
ОЁ the navy,” he claimed. Bhagwat, who 
took part in the 1971 raid on Karachi, 
claimed he was being passed over in fa- 
:vour of desk-bound officers with less sea- 
time and fighting experience. Indian press 
.. reports have talked of Bhagwat's pro-So- 
„Viet thinking, and noted that his sea-time 
_ was mostly on Soviet-supplied ships. 
|... Тре aggrieved officer brought specific 
_ allegations of corruption, loose-living and 
_ favouritism against a number of admirals. 
«He also listed instances of children of sen- 
. ior navy officers who had acquired per- 









.. manent residence in the US, and claimed 
_ Washington had an immigration quota for 


` the Indian Navy as part of its strategy to 





win over Indians. 

The sweep of his accusations was so 
broad that it immediately affected the 
running for the navy's top job, as Nadkarni 
was due to retire within two months. There 
were two contenders. One was Bhagwat's 
boss and Western Naval Command's head, 
Vice-Adm. S. Jain, named as part of the 
NWC clique. Jain’s service had been ex- 
tended, and he had passed up a good re- 
tirement job offer as head of a naval dock- 
yard. This tipped him as the front-runner. 
Jain figured centrally in the conspiracy al- 
legations: among other things, Bhagwat 
accused Nadkarni and Jain of opposing the 
decision to lease the Soviet nuclear sub- 
marine in 1988. 

Ramdas, who was then heading the 
Eastern Naval Command in Visha- 
khapatnam, was not named (though he 
was reported to have three children living 
in the US). Like Bhagwat, to whom he was 
close, Ramdas had held sea commands on 
Soviet-supplied ships, most recently a 
Kashin-class destroyer. Bhagwat blamed 


the Eastern Fleet commander, Rear-Adr 





P. S. Das, for the sinking of the Petya-cla: 
Corvette Andaman in a storm o 
Vishakhapatnam last August. 

Nadkarni took disciplinary actic 
against Bhagwat, inserting a “severe di 
pleasure" remark on Bhagwat's servic 
record to be in effect for three years, thi 
stopping his promotion for that period. Bi 
the political nervousness raised in the the 
government torpedoed Jain's chances ‹ 
making CNs. Ramdas was made the nav 
chief in November and Jain retired. 

Not long after taking. comman 
Ramdas convened a four-man panel to n 
view Bhagwat's case. Bhagwat withdre 
his petition. The panel recommended th 
the period of displeasure recorded again: 
Bhagwat be reduced to one year — datin 
from August 1990 when he first raised hi 
complaint. This period has now expire 
and Ramdas has promoted Bhagwat t 
Eastern Fleet commander. 

The appointment has stirred up th 
controversy in naval circles again. Man 
officers feel a great injustice was done t 
Jain, and an unproven slur cast on him anı 
many others. This goes beyond the peopl 
Bhagwat named in the petition, as score 
of others have children working or study 
ing in the US. The example of an office 
taking a promotion issue to court, and get 
ting away with it, has also disturbed mam 
naval officers. ш Hamish McDonal 





CHINA 


Peking adjusts to new role as head of communist bloc 


After the party’s over 


By Lincoin Kaye in Peking 
hina’s emergence, by default, as the 
C head of the dwindling world com- 
munist movemement is forcing the 
Chinese Communist Party (CCP) to make 
some rapid adjustments to its fraternal re- 
lations with other countries. 

The ccr's International Liaison Depart- 
ment (ILD), originally set up to cultivate 
intra-communist ties, now concentrates on 
links with non-communist parties in coun- 
tries that are important to China's ambi- 
tions as a regional power and a Third 
World standard bearer. Recognising the 
obvious, the CCP has even reportedly de- 
clared the suspension of party-to-party ties 
with the Soviet Union in favour of state-to- 
state contacts. 

Yet, with the diminishing number of 
communist parties elsewhere in the world, 
at least the forms of solidarity are main- 
tained. And surviving communist strong- 
men like North Korea's Kim Il Sung still 
rate red-carpet treatment in Peking. 
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"The ILD acts as a sort of parallel for. 
eign ministry — authoritative without be 
ing official," explains a diplomat from : 
neighbouring country. "Very useful foi 
sending mixed signals." 

Even in ex-communist states, Peking 
still whispers blandishments of counter- 
trade and soft credit, the economic main 
stays of the erstwhile communist bloc. The 
object, according to an East Europear 
analyst, is to shore up China's international 
standing and forestall the ^dollar diplo- 
macy” of its arch-rival, Taiwan. 

Then, too, a few of Eastern Europe's 
more ambivalent revolutions have left 
some of China's old communist friends stil] 
in influential positions, albeit under new 
party labels. Continuing to cultivate these 
people may pay off some day when "capi- 
talist road" reforms run into trouble. This 
hope of CCP hardliners seems most grati- 
fyingly borne out, the analyst suggests, by 
the latest turn of events in Romania, the 
ex-communist state whose ties with China 
have remained cosiest: 
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private-enterprise special economic zones. 
The Guangdong province has been the focus of army atten- 


Military message 


By any standard it was a small military display. But the signifi- 
cance of a Chinese National Day parade by some 1,200 Peo- 
ple's Liberation Army (PLA) reservists in Canton lay in its 
demonstration of political, not military, might. 

Framed by banners exalting the Chinese Communist Party, 
the troops marched with rigid precision. Some groups thrust 
forward bayonet-tipped Kalashnikovs and goose-stepped to 
spectators' applause in what was the first military parade since 

. the PLA's bloody suppression of pro-democracy protests in Pe- 
king in June 1989. 

Although Chinese officials denied any link, the failed Soviet 
coup of August also overhung the march. PLA deputy chief of 
staff, Gen. He Qizong, declared the army's loyalty to the party 
and warned in his speech against "bourgeois liberals" plotting 


tion since the Soviet Union started to disintegrate in August. 
High-ranking PLA commanders met in the province in Septem- 
ber to strengthen political indoctrination among commanders 
there, the People's Daily said. 

The clampdown was evident in one Canton parade banner 
which read: "Insist on the dictatorship of the proletariat." Some 
Canton residents and political analysts said this hardline slo- 
gan had not been used since the 1966-76 Cultural Revolution. 

While the political message was conspicuous, the low-key 
promotion of the parade underscored a lingering uneasiness 
over how to present the army after the Tiananmen Square 
killings. Peking newspapers ignored the event and Canton dai- 
lies referred cryptically to the parade while giving ample cov- 
erage to the reservists' training exercise outside the city. 

China has been trying to improve the PLA's image and some 
diplomats had speculated that aspects such as rescue efforts 
during the recent floods would figure prominently. But in the 
used 


against socialism. He referred to outside 
threats, but his warning was meant for 
the local audience in Canton, a city at 
the heart of China's experiment with 


Peking's role as leader of what is left of 
the communist bloc could prove embar- 
rassing if discarded dictators and their 
henchmen turn up here seeking sanctuary. 
It could also become costly, as erstwhile 
Soviet clients start looking to Peking to 
sustain their orphaned economies. Yet, a 
show of socialist solidarity helps cheer Pe- 
king's ruling gerontocrats, badly frightened 
by the failure of the Moscow coup. 

No coincidence, then, that since the So- 
viet putsch, China has played up state vis- 
its from its two Asian communist neigh- 
bours. Vietnamese Foreign Minister Ngu- 
yen Ngoc Cam won a promise of full dip- 
lomatic normalisation soon. And Kim's 
official visit in October, his first here since 
the 1950s, was planned to be markedly 
more ostentatious than his other secretive 
trips to China in recent years. 

But, tellingly, the highest-level party 
delegation of recent weeks went to non- 
communist Pakistan. Originally to be 
headed by ILD chief Zhu Liang, the group 
was later upgraded to include politburo 
member Song Ping. It came at the invita- 
tion of Pakistan's ruling Islamic Democratic 
Alliance. 

The Islamabad visit — evidently to 
soothe an old ally over the prospect of Pre- 
mier Li Peng’s forthcoming December trip 
to India — illustrates how the ILD can be 
used to offset official diplomacy. Not that 
state-to-state channels are to be bypassed, 
either, in Sino-Pakistani relations; health 
permitting, President Yang Shangkun will 
also visit Islamabad, as well as Teheran, 
later this year. 

With no more Cold War rivalries to 
play upon, South and Central Asian states 
share Peking's anxiety about the threat of a 
US-dominated unipolar world order. At 





Canton parade: political statement. 


the same time, they each have as much 
reason as Peking to worry about resurgent 
ethnic and religious movements now that 
Soviet Central Asia is in flux. 

If Peking looks to be embarked on a 
discreet diplomatic offensive in South and 
Central Asia, it seems distinctly on the de- 
fensive with the successor states and one- 
time satellites of the Soviet Union, where 
urgent economic needs and anti-commu- 
nist catharsis pose opportunities for Tai- 
wan. Such concerns largely dictated Chi- 
na's alacrity in recognising the newly inde- 
pendent Baltic republics. 

Internal CCP documents, however, pro- 
claim the political changes in the former 
Eastern Bloc to be aberrant contraventions 
of the popular will, doomed to fail in the 
end. Peking seems ready to bet — selec- 
tively — that some of these economies will 
remain addicted to such traditional com- 
munist nostrums as counter-trade and 
merchandise credits. 

China's gamble may pay off, as ex- 
communist bloc states increasingly feel the 
pain of adjusting to convertible currencies 
and international competition. Many of 
their industries depend upon raw mate- 


FAR EASTERN ECONOMIC REVIEW 





procession, the boats and bridges 
in rescue work followed the assault 
rifles, artillery pieces and rocket launch- 
ers. п Jonathan Karp 


rials for which supplies are no longer as- 
sured. Their factories are scaled to serve 
massive, supra-national markets that no 
longer exist. 

China, by its sheer size and economic 
diversity, could help on both counts. But, 
with two thirds of its own state industries 
terminally ill, Peking hardly has extra bail- 
out money to throw around. So counter- 
trade and soft credits must be strictly ra- 
tioned for international clients. 

Cuba would like to head the queue. 
"Maybe we want to make an 'open econ- 
omy’ like China," a Peking-based Cubans 
diplomat complains, “but the US, with itsi 
embargo, won't let us.” China, already the 
island's third-biggest trading partner (att 
US$400 million worth of two-way counter- 
trade), could rapidly head the league if it 
steps into the gap left by the Soviets. 

The same goes for Romania, where the* 
increasing hard-currency monetisation of 
trade has depressed the two-way balances 
with China from around US$2 billion in 
1985 to an estimated US$200 million this 
year, a diplomat reports. But it could easily: 
bounce back with a re-expansion of barter. 

An encouraging start was Ше 155208 
million three-year barter credit agreed tow 
after Romanian President Ion Iliescu vis- 
ited Peking earlier this year. 

Other ex-communist states have hardly 
been reticent about requesting similar help, 
but so far Peking has turned a deaf ear. 
"Maybe [the decisive factor in Romania's 
favour] was the prevalence of familiar 
faces,” in Bucharest, a disappointed East 
European diplomat guesses. "Or maybe 
their economy just looked more ‘bankable’ 
than ours. Or maybe, unlike us, Romania 
weasled out of voting against China on 
human-rights resolutions." Bo 


10 OCTOBER 1991 





SINGAPORE 


Goh faces pressure from party soul-searching 


Mandarin virtues 





3y N. Balakrishnan 


nalysis by former prime minister 
Aw current senior minister Lee 

Kuan Yew of the Singapore ruling 
»arty's setback in the August elections 
seems unlikely to help the position of 
rime Minister Goh Chok Tong in the 
cabinet. 

Lee told the press on 22 September, 
luring a visit to Kazakhstan, that the Peo- 
;le's Action Party (PAP) had paid dispro- 
»ortionate attention to the English-edu- 
tated and not enough to the more numer- 
yus Chinese-educated Singaporeans. He 
iaw this as one of the major causes for the 
»arty's electoral upsets. 

He is reported to have said that "those 
ninisters who are able to read and able to 
seep close contacts with the Chinese 
grassroots] — their views must be given 
nore weight because they represent a 
arger segment of the population.” 

Lee also pleaded for greater weight to 
»e given to the views of some other mem- 
»ers of the cabinet including, by implica- 
ion, his own and those of his son, Deputy 
?rime Minister Lee Hsien Loong. 

Goh's Mandarin is rudimentary and 
.ee is said to have identified himself, Lee 
dsien Loong, the other deputy prime 
minister, Ong Teng Cheong and Foreign 
Minister Wong Kan Seng as those able to 
ead Chinese well — and, presumably, 
nore in touch with the majority Chinese 
»opulation. Given Lee's political record his 
criticism of Goh, who took over as prime 
minister last November, cannot be lightly 
lismissed. Furthermore, Lee is still secre- 
ary-general of the highly centralised PAP 
ind is therefore in a 
»owerful position to en- 
sure that things get done 
ais way. 

Also likely to work 
against Goh are the cabi- 
ле changes announced in 
загіу September. Tony 
Tan, the minister for edu- 
zation, will leave the cabi- 
net at the end of 1991 and 
5. Dhanabalan, the na- 
tional development min- 
ister, will go at the end of 
1992. 

Both had been re- 
cruited, together with 
Goh and Ong, as part of 
the so-called second-gen- 
eration leadership in the 





Lee: criticism of 
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1970s. With their depar- 
ture, Goh will be sur- 
rounded by members of 
the “third generation,” the 
cohorts of Lee Hsien 
Loong recruited in the 
1980s. 

Ong is the one excep- 
tion, but political analysts 
say his career might get a 
new boost at the expense 
of Goh, now that Chinese- 
language ability has been 
identified as a political 
virtue. 

The PAP has spent 
much time and effort try- 
ing to identify the groups 
that voted against it and 
the policies that might 
have angered them. Initial 
remarks by party leaders hinted that they 
might have lost the Malay vote, comprising 
about 14% of the population. 

But the suspicion is shifting now to the 
Chinese-speaking electorate, since two of 
the opposition candidates elected were 
graduates of the defunct Chinese-language 
institution, Nanyang University. 

On 16 September Ong told the Chinese 
Press Club that four groups — the young 
English-educated, Chinese-educated small 
businessmen, lower-income Singaporeans 
and those who wanted to register a protest 
ballot — had voted against the PAP. Since 
opposition sentiment has also been strong 
among the Indians (7% of the population), 
the inescapable conclusion seems to be that 
the desire for a stronger opposition cuts 
across class and ethnic lines.This is a con- 
„ clusion that PAP leaders 
* have yet to acknowledge 
È publicly. 

As for unpopular poli- 
cies, a preliminary analy- 
sis suggested that Goh's 
supposedly more liberal 
style might have been at 
fault. But, more recently, 
Goh has been saying that 
the mistake might have 
been to ignore the prob- 
lems of the lower-income 
groups. 

As a first move, he 
announced a review 
of many government 
charges, including a deci- 
2 sion to charge for local 

telephone calls which had 


A 


Goh. 
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Goh: finding fault. 


hitherto been free. 

Many government levies have risen 
more than is apparent from the consumer 
price index, which showed only a 3.8% in- 
crease in the first half of 1991. One analyst 
calculates that, during the same period, 
education charges rose by 6.8%, health 
charges 9.9% and public transport costs 
19%. 

These increased 
charges would have bit- 
ten deeply into the bud- 
gets of the lower-income 
groups, who already con- 
tribute 20% of their earn- 
ings to a compulsory pen- 
sion fund. 

What is surprising is 
that the PAP's extensive 
network of community 
organisations did not suc- 
ceed in conveying the un- 
happiness voters might 
have felt about these in- 
creased charges. 

If the party intends to 
recapture the lower-in- 
come vote, the PAP may 
well have to recruit a dif- 
ferent kind of grassroots 
activist — and perhaps purge many of the 
current ones. A closer examination of vot- 
ing patterns suggests that the PAP may 
have to act quickly. 

In the eight constituencies where there 
was a straight fight between the Singapore 
Democratic Party (50Р), the strongest 
opposition party, and the PAP, the latter 
scraped by with just 50.1% of the votes 
compared with 61.5% in the 1988 election. 
In straight fights against candidates of 
the Workers’ Party (wp), the PAP did a 
little better, with 61.3% of the votes. Even 
this was lower than the 66.2% it won in 
1988. 

The PAP did best against independents, 
who in this election were obscure indi- 
viduals, and against candidates of the small 
communal Malay party which is not likely 
to get the votes of the majority non-Malay 
electorate. 

Against such candidates the PAP won 
75.3% of the vote. In other words, it might 
have done worse had the opposition been 
more united. 

Given ideological and personality dif- 
ferences between their respective leaders, 
an outright merger of the spp and the WP 
seems unlikely, but it seems certain that 
the parties will be pushed into greater co- 
operation. In the past two general elections 
they have observed an informal electoral 
pact to avoid three-corner fights in con- 
stituencies. 

The spr has also begun identifying tar- 
gets for the next elections and has just set 
up a party branch in Yuhua constituency, 
where its candidate had 43.8% of the votes 
in August. " 
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With Labor in trouble, what is the alternative? 


Liberals flex their faith 








By Philip Bowring in Canberra 
After eight years, Bob 
Hawke's Australian Labor 
Party (ALP) government 
> 4 seems not to have much 
sense of purpose other than 
to stay in office, having delivered only a 
little of the vigorous reform it promised in 
earlier days. 

It still has a year and a half before it has 
to face the electorate again — a very long 
time in Australian politics where the ave- 
rage life of a parliament is around two 
years. But there is a strong sense that the 
Hawke era is nearing its end. The nation is 
looking seriously at the Liberal/National 
coalition alternative and seeing unfamiliar 
notions as well as unfamiliar faces. Averse 
to risk though it normally is, the electorate 
may be ready for change. 

Australia is in bad shape. People sense 
that the current recession may be more 
than a cyclical problem. High and rising 
foreign debt, low savings, high interest 
rates and rising unemployment are con- 
tributing to a feeling in the pit of the na- 
tional stomach that fundamental problems 
that have been talked about over the past 
decade will now have to be faced. To make 
matters worse, venality and incompetence 
on a grand scale by (mainly Labor) state 
governments and the whiff of unprincipled 
deal-making at the federal level, have un- 
dermined Australia’s self-image as well as 
its image overseas. 


RICKY MUI 


The bottom 
line down- 
under 





Indeed there is a sense that then trea- 
surer Paul Keating's famous jibe about 
Australia becoming a “banana republic” is 
a lot nearer the truth now than when he 
made it in 1986. 

This is not everyone's perception. The 
foreign exchange dealers, who once drove 
the "banana republic" currency down to 
57 US cents, are now happy to pay almost 
80 US cents for it as Australia seems a sta- 
ble, high-interest refuge a long way from 
European political problems and from the 
financial scandals of Tokyo and Wall 
Street. Foreigners with a longer-term hori- 
zon still view Australia's resources, its 
proximity to Asia and its population 
growth (the highest of OECD countries, 
boosted by immigration) with favour. 

Nor, by the time the next election does 
come round, is there any certainty that 
popular discontent will translate into a 
defeat for Hawke or whoever else may by 
then be leading the ALP. 

On the surface the nation has — partly 
thanks to the Hawke government — sel- 
dom been less divided by ideology, at least 
of the traditional kind. Labor not only stole 
Liberal free market policies, particularly in 
the financial sector, it blurred the divisions 
between labour and capital — taming the 
trade union establishment with flattery and 
deals, and co-opting the more flamboyant, 
“populist” entrepreneurs in a similar fash- 
ion. 

So the question the voters will sooner 
or later have to face is: would the Liberal/ 





1 GDP growth and unemployment have followed a 
familiar boom/bust cycle despite accords with the 
unions resulting in fewer strikes. 
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National coalition alternative be able to ас 
a significantly better job? Would it in fact 
have signifantly different policies? Or be 
more effective in reaching goals shared by 
the mainstreams of Labor and Liberals? 

If ideological differences are sometimes 
hazy, there could scarcely be more contrast 
between the leaders. In one corner is 
Hawke, now somewhat indolent, but an 
opportunist steeped in Australian 
“mateship” traditions, whom many find 
hard to dislike, even if they distrust him 
and his business cronies. 

He is a populist who likes to see his 
face in the mirror, and who wears his 
heart-on-his sleeve — a kind of cross be- 
tween Ronald Reagan and Carlos Menem. 
In the other, a handsome but somewhat 
remote and inarticulate John Hewson, an 
academic economist with limited experi- 
ence in politics and even less in govern- 
ment. But he is possessed of a single- 
minded dedication to his theoretical tenets. 
And being (unlike Hawke) from a poor 
background, sees himself as the embodi- 
ment of the principle of advancement 
through self-help. 

Hewson’s inexperience and halting, if 
photogenic, performances in parliament 
and on television are characteristics he 
shares with most leading liberals — his 
deputy Peter Reith and such key figures in 
his shadow team as David Kemp and lan 
McLachlan. The very absence of political 
guile may have a charm of its own to a 
public perhaps disillusioned by the high- 





B Growth has been largely financed by foreign savings 
Even in the depths of recession the current-account 
deficit remains around 3.5% of GDP and the debt to GDP 
ratio is approaching New Zealand levels. 


10 OCTOBER 1991 


T 


2 


volume, low-substance exchanges long 
characteristic of Canberra politics. (Many 
feel these have become even more shrill 
since parliament moved into its new 
premises in 1988 — a large bunker in what 
was always a small country town.) 

Indeed, of the Liberals, only former 
party leader and one-time treasurer John 
Howard seems both to enjoy the cut and 
thrust of politics at the top, and be able to 
articulate policies. Others are more inclined 
to present a take-it-or-leave-it attitude to 
the public. 

Labor's successful capture of the middle 
around of politics in the 1980s has pushed 
the Liberals to the right and to adopt what 
some would call “dogmatic” (others “clear- 

ut") free market policies. It could yet 
prove electoral suicide, but Hewson and 
nis colleagues give the impression they be- 
lieve Australia needs a cathartic experience 
administered by a damn-the-political-con- 
sequences leadership. Says McLachlan, 
Liberal spokesman on industry: “After 25 
years of drifting along, Australia faces a 
pretty monstrous “set of circumstances 
which demand radical change.” 

“All our policies will be on the table 
and if people don't want it they will be in 
the same position as they are now." 
McLachlan, a quiet but highly articulate 
Oxford-educated former farmers' leader, 
who was drafted into Liberal politics, gives 
the impression that he would rather go 
sack to his South Australian estates than 
start bidding for votes. 

Academic David Kemp, a rightwing 
icademic who got into parliament by 
ousting a sitting Liberal deemed too “wet” 
oy the local party, emphasises the "funda- 
mental justice of the market system" but 
admits it goes against the Australian tra- 
dition of using the state to try to create 
equality. He blames the alleged breakdown 
of social cohesion on too much state inter- 
ference, the centralised wage fixing system, 
and lack of individual responsibility. 
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Hawke: holding the shaky middle ground. 


The top liberals seem to be united in 
their free market ideology and, perhaps 
more importantly, their emphasis on the 
responsibility of the individual as opposed 
to the state. Whatever the complaints about 
Hewson's leadership qualities, they have 
at least for the time being put behind them 
the Howard-Andrew Peacock leadership 
struggle which so damaged their reputa- 
tion in the 1980s. And they appear to be 
more committed to change than the last 
Liberal prime minister, Malcolm Fraser, 
whose years in office were directed at 

maintaining the status quo. 

But whatever the sense of urgency of 
the leadership, the electorate has still to be 
convinced. And a fair number of tradi- 
tional Liberal supporters, particularly in 
the manufacturing sector, are not at all 
comfortable with the idea of more com- 
petitive markets. In an interview with the 
REVIEW, Hewson admitted: "The biggest 
problem is convincing people of the mag- 
nitude of the change needed." 


as 


sonia ptg — À 


(Right scale) з 






meson % 
/ (Left scale) 








Productivity | 
" services | 





S. 
KJ GER 
Source: Australian Bureau of Statistics, and Reserve Bank of Australia 


| Tariff cuts and other factors have spurred plant 
closures and overall greater efficiency in the much 


maligned manufacturing sector. But rapid growth in 


employment has been in the non-traded service sector 
where productivity is often abysmal. The biggest 
employment growth has been in the lowest productivity 
area — community services. 
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Call it principle or naivety, but the Lib- 
erals are already saddled with one major 
burden — a goods and services tax (GST) 
popularly known as a consumption tax. 
The idea of any new tax is going to be hard 
to sell to a conservative electorate, what- 
ever the economic rationale or the cuts 
which can be made in other taxes. Hewson 
says the GST will be part of "the biggest and 
most detailed package any government has 
ever brought down." He promises the de- 
tails before the end of the year, but it re- 
mains to be seen if the scope of the pack- 
age can offset the liability of the GST. Labor 
will use the "threat"of the tax to distract 
attention from its own abysmal record and 
the tax may come to haunt Australia's 
Liberals as a similar one did Japan's Liberal 
Democratic Party. 

Ironically, a similar tax once appealed 
to Keating, but he was forced by political 
circumstance to drop it. The contrast be- 
tween the top Liberals and Keating, still 
the most likely alternative Labor leader, 
could not be more stark. Keating — whose 
formal challenge to Hawke failed in early 
June, after which he retired to the back 
benches, at least for the time being — com- 
bines ruthless deal-making and street 
fighting instincts with a fine mind and an 
ability to get things done. He is a man 
whom no one much likes but who just 
might be tough and arrogant enough to 
take risks and do things that would be be- 
yond both Hawke and Fraser. 

Keating's challenge to Hawke has lost 
momentum, but his supporters claim it will 
be renewed. He remains personally un- 
popular and is blamed by many for Aus- 
tralia’s parlous economic condition and the 
excesses of the "entrepreneur" era. But if 
the next election is, as the Liberals hope, to 
be a contest between who can dig Australia 
out of the rut, rather than one between 
telegenic show ponies, quick witted, sharp- 
tongued Keating may be a more formida- . 
ble opponent than an ageing Hawke. ш 
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The Liberal programme 


Take your medicine 


Whichever side wins the 
next Australian election will 

be faced by a number of 
Ж problems which have over- 

shadowed the political and 
economic scene for at least the past 10 
years. But neither party is offering any so- 
lution to a fundamental problem — a 
three-year electoral cycle which subjects all 
governments to the temptation of putting 
short-term political objectives before long- 
term social and economic goals. 

Broad support for a constitutional 
change in the past has been frustrated by 
political manoeuvring which has muddied 
the issue. In other areas genuine policy dif- 
ferences are: 

Tariffs: It is accepted wisdom in both 
major parties that Australian industry must 
become globally competitive, implying 
continued reduction of tariffs to force 
manufacturers to compete or perish. Labor, 
particularly Industry Minister John Button, 
deserves credit for having got the party 
and its union backers to accept at least in 
theory the benefits of open markets even 
though reform of individual industries, 
such as cars, has been painfully slow. 

The Liberals promise a much faster 
pace: “We will drop most protection by the 
year 2000,” says lan McLachlan, opposition 
spokesman on industry. That is easier said 
than done. Pressures from manufacturers 
on Liberal ministers for anti-dumping and 
other short-term protective measures 
would be severe. But the national commit- 
ment to freer trade is surprising. The nation 
seems committed to it just at a time when 
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quite a respectable intellectual case might 
be made for a return to the industrial pro- 
tectionism of the 1960s. The merits of free 
trade in manufacturing can appear dubi- 
ous when the sector in which Australia is 
most efficient — agriculture — is subject to 
immense distortions which depress world 
prices, such as huge EC grain subsidies and 
US, Japanese and other import quotas on 
beef, fruit and other products. If there was 
a free market in food, Australia would 
have no debt. 

Over the past decade in Australia, tariff 
reductions (and an over-valued currency) 
have brought about gains in manufactur- 
ing productivity and the closure of some 
low-skill, labour-intensive industries. But 
labour released by this process has mostly 
been re-employed to 
equally low-productivity 
service industries which 
do not even have the merit 
of being import-substitut- 
ing. The result is a chronic 
current-account deficit. 

This argument against 
trying to make local indus- 
try globally competitive 
would have appealed to an 
earlier generation of both 
Liberal and Labor sup- 
porters and may yet do so 
again. But for the time be- 
ing the theoretical merits of 
low tariffs go largely un- 
challenged as Australia 
watches with admiration, 
and a sense of inadequacy, 
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Company trading profits had, till last year, tended 
to rise but any overall improvement in earnings 


that might support higher capital spending has been offset 
interest rates. Meanwhile net 


by the burden of very high | 
household savings have fallen, reflecting the squeeze of 
interest on high-debt households. - 
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EASTERN ECONOMIC REVIEW. 


the success of East Asia in global compe 
tion in manufacturing. 

Labour market reform: Liberals plz 
this at the top of their priority list. Aust 
lia’s centralised wage-fixing system 
unique, deep rooted and highly inefficie 
Under Labor, a degree of industrial pea 
has been bought by deals — a series of « 
called accords — between the governme 
and the Australian Congress of Trade U 
ions (ACTU) on wages, taxes and deman 
There has been some modest, relucta 
progress towards local bargaining whe 
there can be a more direct relationship b 
tween labour demand, productivity ar 
wages. The concept of a centralised “fai 
ness" system goes deep in Australia, b 
the decline of union membership and : 
traditional industries has weakened unic 
power and will make reform easier. 

The Liberals would abolish compulso: 
unionism, end closed shops and reduce tl 
role of the bureaucracy (The Industrial R 
lations and Arbitration Commissions) i 
intermediaries between management an 
workers. Liberals say these institutior 
may have helped social harmony in tt 
„ past but create their ow 
8 inequalities. By retardin 
efficiency — particularly i 
non-traded sectors of th 
economy such as transpo: 
and the public service - 
have been a major cause 
Australia's relative ecc 
nomic decline. Many Lit 
erals will agree that ba: 
and lazy management ha 
been at least as big a caus 
of problems as the unio; 
and arbitration system. Bu 
that is not a problem tha 
can be tackled througl 
legislative change. Al 
though a shake-out in thi 
labour market wouk 
cause many job losses 
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[Н жеше liscouraged saving. Real interest rates 
remain at very high levels by historica! and international 
standards. _ courtesy of the international 














EUROPEAN PARTNERS WORK TOGETHER ON THE AIRBUS PROGRAMME. 


Long before the concept of 1992 looked like contributing to the programme. 
becoming a reality, Airbus Industrie achieved European So, today more than 80,000 Europeans are working 
unity and cooperation. to keep us Number 1 in advanced airliner technology. 
The.4 Airbus Industrie partners are based in All of which has made Airbus Industrie the znd 
France, Germany, the UK and Spain, with associates in most successful commercial aircraft manufacturer in 
Holland and Belgium. Not to mention the hundreds of just 20 years. 
European companies in 16 countries, who are also Thats why, in civil aviation, were Number 2 and leading, 
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REGIONAL AFFAIRS 





Liberals claim to be confident that 
deregulation will spur investment 
in new sectors. 

Taxation: The centrepiece of 
Liberal tax reform is the controver- 
sial goods and services tax. This 
would be a single-rate tax prob- 
ably at about 15% which would 
supplant the existing wholesale 
tax, a cumbersome tax which ap- 
plies only to goods and at various, 
often anomalous, rates. It would 
both remove the tax bias in favour 
of service industries and against 
manufacturers, but would also be 
refundable to exporters. Depend- 
ing on the rate at which it was 
levied, it could raise and broaden 
the indirect tax base to enable re- 
ductions in direct tax. It is, however, politi- 
cally sensitive, as it would have a one-off 
effect on consumer prices, and, on its own, 
would tend to disadvantage those in low 
tax brackets who would gain least from 
lower income tax. Lower personal tax is 
essential, says former Liberal treasurer 
John Howard, who notes that workers in 
Australia enter high marginal tax brackets 
earlier than almost anywhere in the world. 

Tax reform must, says Howard, be ac- 
companied by vigorous spending curbs — 
not an easy task given that Labor has itself 
kept federal spending reasonably control- 
led. 

The Liberals do not currently contem- 
plate an increase in corporate tax rates, 
now 39%, nor in the treatment of interest 
— Howard, at least, is sceptical of claims 
that the current system favours debt 
against equity. He sees the main barrier to 
higher investment as the high cost of 
capital which in turn results from a low 
savings rate resulting from high direct tax 
and high inflation eroding the incentive to 
save. Howard sees cultural factors as much 
as economic policy in the inflation situation 
and sees a need to change inflationary ex- 
pectations and get Australia back to the 
low inflation, high household savings rates 
it enjoyed in the 1950s and 1960s. Liberals 
do not, however, favour compulsory su- 
perannuation introduced by Labor — at 
least in its current form, under which only 
employers contribute. They suggest that 
compulsion does not raise the rate of sav- 
ings but just alters its location and provides 
unwarranted advantages to favoured in- 
termediaries. 

Liberals would also replace capital 
gains tax with a tax on short-term, specula- 
tive gains. 

Immigration: Having seen a flirtation 
with an immigration stance that seemed to 
be anti-Asian backfire on them two years 
ago, Liberal leaders are now very cautious. 
Their economic theories in principle are 
very much in favour of immigration. But 
they are mistrustful of the ethnic pressure 
groups linked to a bandwagon which goes 
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Liberals expected to lift mining restrictions. 





under the banner of “Multiculturalism” — 
a term hard to define, which has created a 
whole industry of academics, social work- 
ers, commentators and ethnic politicians. 
These have been particularly successful in 
giving a family reunion bias to immigra- 
tion — which helps southern European, 
Middle Eastern and Vietnamese groups — 
as opposed to individual, skill-based mi- 
gration which favours both traditional 
British and professional Asian migrants. 

The Liberals would almost certainly re- 
duce family reunion. Levels of other mi- 
gration would — as now — be determined 
by demand for labour and supply of higher 
skilled categories. But due to Australia's 
poor economic performance, there has 
been a decline in the numbers of highly 
skilled and professional applications. 
Whatever changes are introduced, they are 
unlikely to be radical. Numbers are not 
expected to fall much below 100,000 a year 
from a recent peak of 150,000. As for eth- 
nicity, says McLachlan: “I don't mind how 
many cultures we have so long as all ac- 
cept that the main one is based on English 
[language] and the social and political sys- 
tem we inherited.” 

Health and welfare: Under the Liber- 
als, the existing state-funded Medicare sys- 
tem would be left largely in place. But they 
promise tough action to 
reduce the numbers of 
those “needlessly” on wel- 
fare. Unemployment ben- 
efits would only be avail- 
able for nine months, after 
which there would be 
stringent tests on efforts to 
find work. This tough line 
is popular in theory but 
may be less so if unem- 
ployment persists at high 
levels. Labor's attempts to 
encourage private savings 
through compulsory 
superannuation paid by 
employers would be sub- 
stituted with incentives for 
employee-based savings. 
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Howard: spending curbs. 


In education, school performance 
would be monitored according to 
a national standard, parents given 
more say in their choice of schools 
and individual schools more au- 
tonomy. 

States' rights: Traditionally, the 
Liberal-National coalition partners 
have tended to favour the rights of 
states against the centralising ten- 
dencies of Canberra. They oppose 
what they see as the "corporatist" 
nature of Canberra, where deals 
are done between politicians and 
sectional interest groups and then 
imposed on the country. But they 
are equally appalled at the over- 
government of Australia, the 
plethora of state and local govern- 
ments which are seen as interfering with 
individual freedoms and impeding deci- 
sion-making. But neither the Liberals nor 
Labor, which has unveiled a vague "new 
federalism" idea, have clear programmes. 
While wanting to devglve more social af- 
fairs on the states, both parties want to see 
a more national approach to infrastructure 
issues — roads, railways and coastal ship- 
ping, for instance — where a combination 
of conflicting state policies and appalling 
work practices have produced very high 
costs which have held back other sectors. 

The Liberals would press further 
Labor's start towards privatisation of state- 
owned enterprises — though the pace 
would largely depend on whether the Lib- 
erals gain power in Victoria and South 
Australia to add to its present slender hold 
on New South Wales. They would also, on 
the New Zealand model, give more power 
to the Reserve Bank as guardians of sound 
money against profligate politicians. 

Environment: Any devolution of pow- 
ers to the states would be a blow to the 
immensely powerful environmental lobby 
which has held up any number of mineral, 
logging and infrastructural projects on a 
variety of environmental and Aboriginal- 
rights issues. The lobby has used the posi- 
tion of the pro-environment Australian 
Democrats, who hold the 
balance of power in the 
upper house Senate, to 
good advantage. But the 
lobby's influence may 
have peaked, as economic 
realities undermine what 
even a Labor minister de- 
scribed as "loopy" opposi- 
tion to potentially eco- 
nomically important 
projects. Liberals could be 
expected to lift restrictions 
on industries ranging from 
paper manufacture to ura- 
nium mining, and even 
encourage the develop- 
ment of uranium enrich- 
ment and reprocessing in- 
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‘Take Your Business 


To New Heights. 


With over 4,600 business connections daily to more than 270 cities across America and the 
world, more and more US. executives choose the Delta system. So next time you're in the States, take 
your business to new heights. Fly Delta Air Lines. 


DELTA AIR LINES 


Fats M6 Love lo Fly And It Shows: 


Delta Air Lines offers flights to the United States from Hong Kong, Tokyo, Nagoya, Seoul, Taipei and Bangkok 
Contact Delta's reservations office at: Tokyo 5275-7000; Osaka 243-2525; Nagoya 561-6161; Okinawa 61-9696, Seoul 754-1921; Taipei 551-3656; Bangkok 237-6855 
Manila 816-1126; Hong Kong 526-5875; Jakarta 588-666; Kuala Lumpur 232-4700; Auckland 793-370, Singapore 352-2816 
Bombay 204-2703; Guam 477-8843; Sydney 262-1777, Karachi 510416. ©1991 Delta Air Lines, Inc 



















< dustries — the latter could have at its dis- 
posal an Australian invention, Synroc, for 
сг safe management of spent nuclear fuel. 
_ Environmental concerns are deeply em- 
~ bedded in Australia's middle class, but 
. could erode if a long recession puts service 
industries under the same economic pres- 
| sures faced by manufacturers. 
| Foreign affairs: No significant change 
_ in foreign or defence policy would be likely 
if there were a change of government. Un- 
der Labor, Australia has an able, highly 
articulate — if undiplomatically tempered 
— foreign minister in Gareth Evans, who 
as played a constructive role on Cambo- 
ia and done much to improve relations 


with Indonesia and sponsored the. Asia- 
Pacific Economic Cooperation (APEC) con- 
cept. 
Put from an Asian perspective, Aus- 
tralia — or at least Hawke — often seems 
to be more interested to be seen playing a 
role outside Asia — in the Middle East or 
South Africa, making use of its strong 
Commonwealth and US ties, than culti- 
vating immediate neighbours. Hewson 
promises to give the highest priority to 
Asia. McLachlan points to the long 
neglected study of Asian languages in 
Australian schools as a problem for busi- 
ness. (One of the consequences of ethnic 
lobbies is said to have been that the study 





































AUSTRALIA 3 


Half way through the par- 
liamentary term, Australia 
is near enough at the bot- 
tom of its recession. Usu- 
ally this would be good 
news for a government which could 
hope to get re-elected on the strength of 
` the cyclical up-swing. But there is good 
reason to believe that this is no normal 
cycle. 

There are some signs of life already. 
`A slight pick-up in housing activity and 
in consumer sentiment has been noted 
` as nominal mortgage interests have tum- 
bled to 13% from a high of 17%. Unem- 
loyment figures have been erratic but 
may support the more optimistic sce- 
-narios. The government's August budget 
provided some modest stimulation. 
‘Meanwhile, there is growing confidence 
; that inflation, now down to 3.5% on an 
annual basis, will remain below 5%, 
bringing with it the prospect of further 
interest-rate cuts which might revive se- 
- riously depressed business investment. 
But there are a number of factors 
which suggest that the recovery will be 
weak and could stall before it begins to 
reverse rising unemployment — which, 
.by the average of forecasts, is expected 
to peak in the second quarter of 1992 at 
11%. 

Of most concern is the current ac- 
; count and foreign debt situation. Though 
the deficit has fallen from a high of over 
6% of GDP, it is still, even at the bottom 
of recession, around 3.5% and suggests 
that any significant recovery of demand 
will rapidly send the deficit back to 
unsustainable levels. The 3.5% of GDP 
-.. level used to be regarded as acceptable 
|. at the peak of the economic cycle. Im- 
sp: ports have not fallen as sharply as in 
previous recessions — perhaps because 








No cure for hangovers 


of the elimination of some manufactur- 
ing sectors. 

Meanwhile, the interest burden on a 
net debt of A$130 billion (US$103.1 bil- 
lion) is keeping the non-merchandise 
deficit at very high levels. Net debt in 
real terms has stabilised for the time be- 
ing as there has been an increase in 
equity financing of the deficit. And some 
debt may be wiped off by the failures of 
Alan Bond and his ilk. But even if world 
markets are prepared to go on funding 
Australia's binge, the nation would be 
foolhardy to accept debt finance, not 
linked directly to higher investment in 
tradable products. 

The foreign debt is not just a theo- 
retical number but is reflected in the debt 
burdens of both businesses and house- 
holds. The domestic debt financing binge 
of the 1980s has collapsed, leaving fi- 
nancial institutions with severely dam- 
aged capital/risk asset ratios. The com- 
mercial property boom and bust in par- 
ticular will hang over capital markets for 
several years to come — Sydney's com- 
mercial property surplus is likely to last 
for five years, those of Melbourne and 
Perth for a decade. 

The hangover of the 1984-89 credit 
binge, the result of inadequate monetary 
controls, combined with the opening up 
financial markets, could last as long. 
Banks are now reluctant to lend other 
than for housing — where default rates 
are historically very low — which has 
led to a contraction of credit. That may 
be only temporary but many businesses’ 
ability to expand or raise productivity 
through new investment is constrained 
by debts taken on during the property 
boom. Even those who did not get 
caught up in property find double digit 
real interest rates — a consequence of 
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er European languages has flour- 
ished at the expense of Japanese, Korean 
and Malay.) 

The Liberals’ traditional affinity with 
the US is being strained by acrimony over 
farm trade and US withdrawal from the 
Philippines. Concern over the conse- 
quences of the North American Free Trade 
Association and western Pacific relation- 
ships is pushing some Liberals to sense the 
needs for much more serious efforts to 
develop Asian ties. Too close an identifi- 
cation with the US and APEC could be a li- 
ability for Australia if trans-Pacific rela- 
tionships between East Asia and North 
America deteriorate. m Philip Bowring 





low savings and foreign borrowing — | 
hard to bear. In other words, the recov- 
ery from recession cannot be sustained 
without a revival of investment. And that | 
is going to be a very slow process. 

Nor will it be helped in the short term 
by the trade position. Terms of trade 
have fallen again as mineral prices have | 
weakened. Although agricultural prices 
have improved a little, output has been 
hit by drought. Volume growth in min- 
erals, which has been strong for the past. 
three years, is also easing off. Tourism 
still has much potential, but though de- 
regulation has brought down air travel 
costs, other prices are high for foreigners 
as a result of the strong currency. 

In the past, Australian recessions have | 
tended to follow world commodity price | 
cycles. But this one started before prices 
turned down, so getting out of it may 
have to wait until the cycle turns up 
again. 

Making life more difficult has been 
the floating Australian dollar. This made 
foreign borrowing a lot easier than pru- 
dence might suggest. Relative to the size 
of the economy, the Australian dollar is 
about the most heavily traded currency 
in the world. In theory a free float and 
lack of exchange control should mean 
that the currency mirrors macro-eco- 
nomic changes. But in practice the cur- 
rency's value reflects perceptions in dis- 
tant trading rooms of Australia’s combi- 
nation of high interest-rates, its Anglo- 
Saxon institutions and its political safety 
rather than of economic realities. 

The behaviour of the currency has, 
many believe, retarded economic ad- 
justment. Labor’s removal of exchange 
controls and the freeing of the financial 
system have shaken up moribund insti- 
tutions, but it also led businesses to in- 
vest overseas, including moving manu- 
facturing to cheaper offshore sites. 

Further falls in interest rates will, 
sooner or later, knock the bottom out of 
an over-valued Australian dollar. 

гж Philip Bowring 


























CONOMIC REVIEW. 


410 OCTOBER: 1991 








INDIA 


Empire rules 


By Hamish McDonald in New Delhi 


fashion flap has ruffled the Gym- 

khana Club, home-away-from- 

home for 10,000 select mortals in the 
Indian capital. It started when MP 
Daudayal Joshi tried to attend a ina 
cottage attached to the club and was told 
at the neo-classical entrance he could not 
go through the main building as he was 
improperly dressed. 

Joshi was wearing his customary kurta, 
a long loose-hanging shirt, and dhoti, a 
rectangle of white cloth draped into a loose 
pantaloon. The dhoti is the garment of 
choice among many male villagers. Politi- 
cians often wear it as a symbol of Indian 
nationalism and oneness with the people. 
It is also said to be,extremely comfortable 
in the summer heat. 

The Gymkhana Club dress code allows 
a wide latitude: lounge suit with tie, closed- 
collar jodhpuri coat and trousers, safari suit 
with half or full-sleeve combination, trou- 
sers with collared shirt tucked into trou- 
sers, bush shirt (half sleeve) and trousers 
and national dress — jodhpuri, achkans 
with churidar, salwar kameez, pyjama- 
kurta. But no dhotis. 

So Joshi walked around the club to at- 
tend the party but later raised the matter in 
parliament, which has no dress code. His 
party leader, L. K. Advani of the Bharatiya 
Janata Party, said such rules were out- 
dated. Another MP denounced them as a 
violation of human rights, and socialist 
firebrand George Fernandes called for a 
protest outside the club if the rules were 
not changed. Law Minister P. R. Kuma- 
ies amp regretted the dhoti was not 

ised as national dress but said a 
Private club had the right to control entry. 
On 15 ber, protesters gathered out- 
side the club shouting slogans like "brown 
Englishmen, quit India." 








No dhotis here, thank you. 


Nath Sen (1947-50), the first Indian, and a 
sprinkling of generals, admirals, justices 
and bureaucratic nabobs. The centrepiece 
is a sprung dance-floor, where members 
whirl in foxtrots two evenings a week. 
Money cannot buy entry to the club. 
The membership fee, in fact, is a modest Rs 
5,000 (US$195) and club prices are quite 
low. “Where else in this town can you get 
a Bloody Mary for Rs 20?" one member 
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remarked. The barrier is the social cachet - 
that exclusive clubs still have in караа 
dent India. 

With membership capped at 10,000, an E 
ordinary applicant must endure a 7e а 
waiting list. The fast track is via the armed 
services and elite civil service streams. _ 
Then, gaining membership can take only a 
few years. Those who reach the level of - 
ministry secretary or lieutenant-general are 
whisked through immediately. 4 

Some 100 such clubs founded by British 
administrators, soldiers and planters in the 
heyday of the British empire have been _ 
taken over by Indian elites and run more 
or less unchanged. Calcutta has the Bengal 
Club (dhotis allowed, but no pyjamas), the — 
Tollygunge and the Royal Calcutta Turf 
Club. In Bombay, there are the Royal Bom- 
bay Yacht Club, the Gymkhana and the 
Willingdon. This transfer of privilege lives 
on in Bangladesh and Pakistan as well. 

In India, at least, the tradition appears 
safe. Throughout Joshi's dhoti affair, no _ 
MP questioned the role of such clubs or | 
the fact that the people supposed to be - 
guiding India along socialist, egalitarian - 
lines fill its membership. "Occasionally in 
the past this kind of point has been raised," 
admits a G Club member. "But it 
doesn't get very far. Just look at who we 
have as members." " 





For the time being, the matter rests | 


there. Club members believe the dhoti may 
well be permitted — as was the kurta-py- 
jama a few years back. But they will not be 
hurried. “It belongs to the members," one 
member said. "It's a private place, and if 
they don't like the rules no one makes 
them come here." 

A visit to the Gymkhana Club suggests 
it will take more than a few hostile press 
articles and MPs' comments to change the 
club's ways. 

Once past the scrutiny of a doorman in 
white uniform and turban, tradition bears 
down from the walls where the names of 
former club presidents are inscribed in gilt 
lettering. It starts with Sir Harcourt Butler 
(1913-15) and continues through Sir Sha 
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The few blue whales 
remaining alive in the world 
are no match for the predator 
. who has carelessly eliminated 
~ eight hundred species of life 
from the face of the earth 
in this century alone: Man. 

Like every other creature in the sea, 
the blue whale requires clean water to live. 
The Samsung Group 
has designed and is currently producing 
supertankers with a double-hull, 
double-bottom construction 
that prevents oil spills. 

The vessels, which are being built 
for major oil companies 
in the United States and Europe, 
are proof that technology 
can make man a protector 


instead of a predator. 
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TAIWAN LOOKS T0 
THE FUTURE 


n this “Double Ten” (10 October — or the 10th day of the 10th 

month) National Day, Taiwan observes the 80th anniversary of 

the revolution that toppled the Ching Dynasty in China in 1911. 

It also looks ahead with a confidence rooted in Taiwan's dynamic 

economic performance of the past few decades. Taiwan ranked 
13th in the world in terms of international trade worth US$122 billion last 
year, and 12th for exports of US$67.2 billion. With real growth in 1991's 
GNP projected to be 7%, the economic vitality is continuing. 

This year Taiwan began an ambitious Six-Year National Development Plan 
that will commit US$300 billion to public projects. The goal is to raise per 
capita income from the US$7,990 of fiscal year 1990 to US$13,975 in fiscal 
year 1996. 

The development of a broad and well-educated middle class due to the 
island’s prosperity has also spurred rapid political reform. During the past four 
years, opposition political parties have been allowed to form, press restrictions 
have been lifted, and a process has been initiated to modernise the constitu- 
tional structure. Parliamentary elections this year and next will strengthen the 
democratic underpinnings of the system. + 
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The Republic of China’s 80th Year 


5. 


Calligraphic stroke style 
typical of the Oracie Bone carvings. 
Shang Dynasty (1766-1111 В.С.) 





Jade ornament 
Chow Dynasty (1122 В.С.-221 B.C)" 


When most people think of Taiwan the first thing that 
usually comes to mind is the omnipresent “Маде 
in Taiwan" label. Today, Taiwan is also gaining 
world renown as a hi-tech business and manufac- 
turing center. Or as some call it, "Asia's Silicon 
Island." 


But as visitors to Taiwan discover, there is much 
more to the prosperous island than world class trade 
and income statistics. 


Now in its 80th year, the Republic of China, whose 
seat of government is temporarily located in China's 
island province of Taiwan, represents the finest hour 
in China's long cultural heritage. The republican era 
has brought not only unprecedented prosperity, 
freedom and democracy to a fortunate portion of 


TAIWAN 
REPUBLIC OF CHINA 


Ming Dynasty (1368 A.D. - 1644)" 














Hsuan Teh Plate Bronze coin 
Ching Dynasty (1644-1911) 


the Chinese people, but also cultural renaissance, 
backed by the wisdom and glory of more than 5,000 
years of continuous cultural heritage, the best of 
which is still uniquely preserved and nurtured on 
Taiwan. 


Whether you visit the National Palace Museum, 
which houses the world's finest collection of 
priceless Chinese antiquities, or sample world 
renown cuisine from all parts of China, you will 
discover the magnificence of China's past, uniquely 
blended with the modern comforts of today's 
Taiwan. 


The Republic of China's 80th Year. Celebrating the 
finest hour of China's glorious, 5,000-year cultural 
heritage. 
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TAIWAN Looks To THE FUTURE 





Seeking a slice of the action | 


recently arrived in Taipei — led by the governor of 
Massachusetts and the lieutenant-governor of California. 

American businessmen and political leaders, as well as their 
counterparts from Europe and Japan, have their eyes on a long 
list of hefty contracts that will be coming up for award as part of 
Taiwan's Six-Year National Development Plan. 

International engineering consultancy firms, construction com- 
panies, and equipment suppliers see Taiwan as one of the few 
places that has both the will to carry out such an ambitious 
programme and — with its booming economy and US$75 billion 
in foreign-exchange reserves — the requisite financial power. 

"This is a very certain, very dependable 
market," notes Joe Grady Motheral, vice- 
president of Parsons Overseas Corp., a 
leading US engineering firm. "There's no 
more solid a situation you can find any- 
where." 

The six-year plan, covering public sector 
activity, began 1 July with the start of the 
current fiscal year. It will involve US$300 
billion in spending, including US$190 
bilion on some 350 major infrastructure 
projects in such fields as transportation, 
telecommunications, environmental pro- 
tection and power generation. 

"This is a huge undertaking, and it will 
be a big challenge to ensure that work 
done by different agencies at different levels 
of government is properly coordinated," 


D uring the same week, separate large-scale trade delegations 


Pouring money 
into the region 


W ithin the past few years, Taiwan has emerged as one of 
the largest sources of foreign investment for the coun- 
tries of Southeast Asia, especially Malaysia, Thailand and In- 
donesia. 

For Taiwan's manufacturers of labour-intensive products such 
as footwear, garments and toys, the move offshore was an 
economic imperative. At the same time as a severe labour 
shortage hit Taiwan and wages soared during the second half 
of the 1980s, the New Taiwan dollar rose in value by more 
than 5096 against the US dollar. 

For other industries, expansion into Southeast Asia repre- 
sented a strategic decision to diversify markets or better secure 
supplies of raw materials. 

From 1986 through May this year, Taiwan investment 
approvals totalled US$4.2 billion in Malaysia, US$3 billion in 
Thailand and US$2.6 billion in Indonesia. In each country 
Taiwan now ranks as either the major source of new invest- 
ment or as No. 2 after Japan. 

As with mainland China, another favourite site for Taiwan 
investment, the Southeast Asian countries offer both geo- 
graphical and cultural proximity. Their large Overseas-Chinese 
populations mean that language barriers are not a serious 
problem. 

The Taiwan Government, which used to discourage out- 
ward investment on the grounds that development funds were 
still needed at home, now takes a more flexible position. “If 
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said Arthur Y. Chen, executive secretary of the newly created - 
Public Construction Supervisory Board. The designation of Prime — 
Minister Hau Pei-tsun to act as the board's chairman reflects the 
importance of the task. ‹ 
The projects, aimed at paving ће way for Taiwan's entry into - 
the ranks of the developed world, include: 
> AUS$10.3 billion high-speed railway along the island's western 
corridor. The “bullet train” will reduce travel time on the 365km _ 
journey from Taipei to Kaohsiung from the current five hours to — 
less than two. 
> Further development of mass rapid transit systems in the major 
cities. The first line in Taipei's US$15 billion network is due to be 


Kaohsiung harbour: a new deep-water port is part of six year development plan. 
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private companies decide that going abroad is the best ap- 
proach for their business, we'll do what we can to assist them,” 
said an Economics Ministry official. 

One of hundreds of companies to have made that decision 
is the Fairwood Furniture Manufacturing Corp., which in 1989 
invested US$3 million to establish a plant in Johor Bahru, 
Malaysia, to make dining-room sets and components. Besides 
labour supply, availability of raw materials was a key factor 
behind the project. "Most Southeast Asian countries are re- 
stricting their export of raw timber," noted Fairwood president 
Timothy Chiu. So much foreign investment has come into 
Malaysia recently that labour supply there is also becoming 
tight, said Chiu. As a result, his company is now looking at 
setting up another factory in Indonesia. 

For the Cal-Comp Electronics Corp., construction of a 
US$11 million plant in Thailand was part of a strategic real- 
location of its resources. By moving its production of electronic 
calculators to Southeast Asia, the company could free up factory 
space and skilled manpower in Taiwan to make a higher-value 
product, facsimile machines. 

Among other relatively large-scale investments, both in 
Malaysia, are US$31 million by the Acer Group to make 
personal computers and peripherals and US$30 million by the 
Hualon Group in a textile operation. The state-owned China 
Steel Corp. is also seeking legislative approval to invest in a 
steel-making project in Malaysia. Ф 
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completed by the end of next year, and the entire stage-one 
construction by 1999. Kaohsiung, Taiwan's second-biggest city, is 
preparing to build a US$7 billion subway, and feasibility studies 
are under way for smaller systems in Taichung and Tainan. 
> Resumption of the Taiwan Power Co.'s long-stalled nuclear 
= power construction programme. The authorities are expected to 
approve the utility's plan to build two 1,000-MW units, at a cost 
of US$5.8 billion, for completion by the end of the decade. 
> Construction of a new deep-water port at Kaohsiung to pro- 
vide expanded cargo-handling capacity for beyond the turn of the 
century. A French consultant last year completed the feasibility 
study for the US$12 billion project. 
> Environmental protection programmes involving more than 
US$30 billion in investment. These 
will include an island-wide network 
of solid-waste incinerators, a pollu- 
tion monitoring system and improved 
sewage systems. 
> Telecommunications projects 
worth over US$7 billion, designed 
to provide Taiwan with one of the 
world's most modern telephone 
. systems. 
“Through this Six-Year Plan,” 
` explained Shirley Kuo, chairman of 
` the government's Council for Eco- 
. nomic Planning and Development, 
"we aim to improve the quality of 
life for our people and to build an 
infrastructure that will allow the 
economy to continue to grow at a 
satisfactory pace." € 
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It’s easier at The Ritz. 


The Rity 
ТАІРЕГ ONLY 
DELUXE EUROPEAN STYLE HOTEL 


Member of 


Тете Hoteis of the Work! 


155 Min Chuan E. Rd., Taipei 104 , Taiwan, R.O.C. Tel: 886-2-5971234 Fax. 886-2.5968222. 5940223, 59692. 





ачыу knows doing business can be difficult in Taipei 


The Ritz has become an oasis for businessmen in Taipei. It's closer to 
the airport so you spend less time in traffic. It maintains one of the 
best-equipped business centers. And as half of the rooms are actually 
suites, many of our guests prefer to work from their rooms 

Of course they can always use our rooftop jacuzzi or dine on haute 
cuisine in one of our fine restaurants. The Ritz in Taipei 

Everything you expect and more 


24 Telex: 27345 THERITZ Cable: THERITZ 





Shopping transformed 
by foreign investment 


F rom a retail sector dominated by traditional open-air markets, 
“Mom and Pop” groceries, and government-run “post-ex- 
changes” for civil servants, Taiwan has moved quickly in the past 
few years into the era of modern merchandising. 

To a large degree, the transformation has been brought about 
by foreign-invested companies. The trend began in 1984 when 
McDonald's, after many years of trying, won permission to enter 
the market with a joint venture. A new economics minister had 
concluded that what the company 
was offering was not merely a ham- 
burger but a whole technology for 
fast, hygienic and economical food 
service. 

McDonald's now operates 52 
stores in Taiwan, and has been fol- 
lowed into the market by nearly every 
other major international fast-food 
chain. 

In the supermarket business, the 
market leader has been Wellcome, 
part of Hongkong's Dairy Farm 
group, which established a Taiwan 
subsidiary in 1986. It has been 
opening one new store per month 
on average for over 18 months, for 
a current total of 35 supermarkets. 
Eventually it expects to operate 200. 

Wellcome Taiwan chief executive 

Glenn McDowall said that when the com- 
| pany was assessing potential new mar- 
| kets in the region in the mid-1980s 
| Taiwan was chosen because of its “high 
per capita GNP, political stability and a 
recent change in the law to allow 10096 
foreign ownership in the retail sector." 

Another Hongkong-based operation, 
Watson's, the "personal goods" chain, has 
opened 26 stores since coming to Taiwan 
four years ago. Carrefour of France, in 
affiliation with the local President Group, 
is running four hypermarkets. 

Convenience stores, now found in vir- 
tually every neighbourhood in Taiwan's 
cities, are dominated by the 620 shops in 
the 7-11 chain, a joint venture involving 
the President Group. A fast-growing 
competitor, with some 100 stores, is 
Family Mart, invested in by the Seibu 
Group of Japan and local partners. 

Japanese department-store companies 
have invested an estimated US$30 million 
in Taiwan in the past few vears. 

One of Taipei's largest and most 
modern stores, built in 1987, is a joint 
| venture of Sogo and Taiwan's Pacific 
| Construction Co. Other existing stores 
| formed joint ventures with Japanese 
counterparts as a means of improving 
management skills. These include the Shin 
Kong Department Store's tie-in with 
Mitsukoshi, Evergreen with Tokyu and Ta 
Lee with Isetan. Additional new Japan- 
ese investments are pending. 9$ 
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Encounters — Always Magic 
With China Airlines. 


On Bill's first trip to Taipei he met 
an old acquaintance. When he re- 
turned to Gerrnany his friends were 
skeptical...until they saw the photo. 
According to the traditional Chinese 
belief in Yuan-Fen, all encounters 
have significance and therefore 
should be valued, At China Airlines, 
we treasure each encounter as a 
warm renewal of friendship. No 
matter whether it's in-flight or on- 
ground at any of our twenty-six 
international destinations, our 


personalized service is the stuff service to chance — China Airlines, 
that magic moments are made of. the magic is our reason for flying. 


Next time you travel, don't leave We treasure each encounter. 


2 CHINA AIRLINES 
TAIPEI, TAIWAN, RC 
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Taipei International 
Convention Center 





It's not creative mathematics, simply a statement of 
fact: adding four world class business facilities 


together makes One premier center for conducting 
business in Taiwan - the Taipei World Trade Center. 


The Taipei World Trade Center consists of a 
comprehensive exhibition facility, a state ofthe ай | 
„convention center, an international office building 

and a super luxury hotel 


The TWTC Exhibition Hall contains 163000 square 
meters of floor space, including а grand exhibition 
showground for Taipei International Trade Shows and 
permanent product displays at the Export Mart and 
Import Mart. With the most advanced meeting 
facilities in Asia, the Taipei International Convention 
Center features twelve multi-purpose meeting rooms 
and a 3,300 seat main hall. The International Trade 
Building, a modern 34-storey office building, houses 
trade-related companies and agents. The Club on the 
top two floors is an exclusive social establishment for 
the international business community. The 872-room 
Grand Hyatt Taipei offers a wealth of luxurious 
facilities, unparalleled services, advanced technology and 
value for money. 


_ Whether it be business meetings, conferences, trade shows, 
entertainment or pure relaxation, the staff and facilities at 
1 ipet World Trade Center ensure that you get the 
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‘Laying foundations for 


growth industries 


A! the Computex Taipei computer show in June, a score of 
Taiwan manufacturers unveiled prototypes for ultra-compact 
notebook computers, the latest rage in the world personal com- 
puter market. 

Except for a handful of larger companies with their own so- 
phisticated research and development (R&D) labs, most of the 


. new "notebook" makers had been part of a 40-member consor- 
` tium that developed the product — in just four months — with 


t 


. help from Taiwan's Industrial Technology Research Institute (ITRI). 


The US$1.5 million development cost was shared equally among 


participants. 


The project exemplifies ITRI's role as the generator of new 


` technology to foster the continuous upgrading of Taiwan's industrial 


capability. Established by the government in 1973 but operated as 


а private institution, ITRI encompasses specialised research insti- 
` tutes devoted to such disciplines as computers and communications, 
semiconductors, materials, energy and chemicals. Its staff of 5,000 
. — 70% of them engineers and scientists — occupy a sprawling 


university-like campus in Hsinchu. 
Work in ITRI labs has prepared the foundations for several 


: industries that аге now among Taiwan's most vital, including 


personal computers, semiconductors and telecommunications. 
Current R&D projects are in such areas of future importance as 


aerospace, HDTV (high-definition television), and further minia- 


turisation of integrated circuits. 
A major change in ITRI's method of operating within the past 
decade has been “a transformation in the way we interact with 


Bridging the 
image gap 


urrent image — the label "Made in Taiwan" represents 
bargain basement "gadgets" and other low-end mer- 
chandise. 

Reality — Taiwan is producing premium quality goods, often 
using state-of-the-art technology. 

"A wide gap exists between the perception of world con- 
sumers and the quality improvements Taiwan manufacturers 
have attained over the past six or seven years," says Agustin 
T. T. Liu, secretary-general of the China External Trade Devel- 
opment Council (CETRA), Taiwan's semi-official trade promo- 
tion agency. 

"That translates into reduced business opportunities. Be- 
cause of the image gap, our manufacturers find that they are 
paid 15-3096 less on average than their Japanese competitors 
for an item of identical quality. That can be quite discouraging 
for a manufacturer who is trying to upgrade." 

Decades ago, Japanese products had image problems of 
their own. But intensive promotional efforts by Sony. Toyota 
and other major corporations reversed consumer attitudes. 

In the absence of such corporate giants to do the job, in 
Taiwan the government is taking the lead. It is putting up 
US$110 million to fund a five-year Image Enhancement Plan 
that begins this autumn. CETRA has been designated as the 
coordinator of the plan. 

A well-known corporate identity and design firm, Bright & 
Associates of Los Angeles, has been selected as general con- 
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Hi-tech operations at the Hsinchu industrial park. 


private industry,” said Shih Chin-tay, vice-president of the insti- 
tute. “When we started, Taiwan’s private sector had virtually no 
R&D capability of its own. We would select a project, carry it out, 
and then tell industry ‘here it is if you want it’.” 

Today most projects tend to be conducted jointly by engineers 
from ITRI and from participating private companies. The par- 
ticipants can either take the resulting know-how whole or add their 
own development work to create a proprietary product. 


sultant to help plan and execute the programme. The firm will 
design a logo, signifying the excellence of goods of Taiwan 
origin, which manufacturers will be encouraged to place on 
their products. CETRA's stands at international trade fairs will 
emphasise the theme of Taiwan's product quality, and an 
advertising campaign in leading international media will drive 
the point home further. 

“The aim is to make consumers proud to be using Taiwan 
products, importers proud to be ordering them, and manufac- 
turers proud to be making them,” said CETRA's Liu. 

A corollary of the plan is an effort to assist manufacturers 
to promote their own brand names, rather than selling mainly 
through importers' private labels as in the past. Branded prod- 
ucts can command a higher profit margin, but the cost of 
promotion and marketing can be daunting for Taiwan's pri- 
marily small and medium-sized companies. 

To help them over that hurdle, the government has estab- 
lished a special loan guarantee fund worth US$73 million, and 
it is also allowing a portion of companies' brand development 
costs to be eligible for business tax credits. 

The authorities, in addition, are providing financial support 
to an organisation of 74 leading exporters, the Brand Interna- 
tional Promotion Association (BIPA), dedicated to helping in- 
dustry market branded products successfully. The BIPA leader- 
ship consists of executives from companies with the best known 
Taiwan brands, including “Acer” computers, "Giant" bicycles, 
"Pro-Kennex" sporting goods and "Travel Fox" footwear. 

Without the breakthrough in quality of recent years, notes 
Stan Shih, chairman of Acer and also of BIPA, the effort to 
foster Taiwan's own brands would be fruitless. "To support a 
brand name, the product itself has to be strong. Taiwan has 
reached that stage," says Shih. € 





10 OCTOBER 1991 


NEY SITS BSS BSP Fy арт р 
А, ЖҮ", 


Jo 


AIWAN LOOKS 


In building more technically advanced industries, one of Tai- 
wan’s greatest assets has been its large pool of engineering talent. 
More than one third of the approximately 500,000 college stu- 
lents are enrolled in engineering departments. 

Another advantage has been the arowing number of scientists 
and engineers returning from the US after obtaining graduate 
legrees and experience in US industry. Although this "reverse 
хаіп drain" has been going on since the early 1980s, “a dramatic 
:hange in the past year or two has been the return of more highly 
2xperienced senior engineers," noted Shih. The phenomenon is 
lue both to the retrenchment in US research budgets and the 
jrowing opportunities in Taiwan. 

Some of the returnees come back as entrepreneurs, founding 
heir own hi-tech start-ups. The most common location is the 
5сіепсе-Ваѕей Industrial Park, just down the road from ITRI 
ind also close to two technical universities. Government- 
yacked funds frequently take a venture capital role in financing 
iuch projects. 

A total of 126 companies are located in the industrial park, 
ounded in 1980 as an industrial estate especially for research- 
»iented operations. Nearing saturation, the industrial park plans 
o expand by creating a nearby site strictly for research facilities, 
vithout any manufacturing. 

Two governmept-invested projects, a cyclotron and a 
upercomputer centre, will be located there. Several mul- 
inational corporations have also displayed interest in setting up 
heir Asian R&D centres there to do product development engi- 


leering. 
“If we had tried to establish this kind of research environment 

[0 years ago, it wouldn't have worked,” said Steve Hsieh, 

lirector of the industrial park's administration. “But now the time 

ЧЕ, Taiwan engineers have already proven they сап do the 
^9 
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A major force 
in microchips 


W ith the recent start of pilot production at a plant in the | 
Science-Based Industrial Park in Hsinchu, Taiwan has joined - 
the handful of countries capable of making one of the most so- 
phisticated types of semiconductors — DRAM (dynamic random 
access memory) chips. 

The plant, a US$140 million joint venture between Texas - 
Instruments of the US and the Acer Group and other investors - 
from Taiwan, utilises technology from the American partner. But - 
the major force behind the project, with a 5896 share, is Acer. `2 

Together with other , ambitious companies М 
the computer sector, Acer has helped make Taiwan's information. 
industry the fifth largest in the world. National output of computer _ 
products veros US$6 billion a year in value. 4 

Only 15 years old, and begun with a shoestring investment investment of. 
US$25,000, qon is now indisputably Taiwan's best-known cor- E 
poration internationally. Its 1990 revenue was just under US$1 _ 
billion, mainly from sales of computers and peripherals. E 
to the world market. About half of its production is done under 
Acer's own brand name, and the rest under contract from some - b 
of the world's major computer manufacturers. 1 

Chairman Stan Shih, 47, is one of Taiwan's most respected _ 
businessmen. Well before "globalisation" became the buzzword it ү 
is today, Shih was stressing the importance of building an inter- - 
national presence. “You have to be out there in an active way to 
know the market and to be perceived as an integral part of the 
market,” he notes. 

The 5,000 Acer employees are 
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spread among 50 locations in 3 


14 countries. In 1990 alone, Acer broadened its reach by forming { 
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EB Lai Lai Sheraton BB 


HOTEL 
TAIPEI 


12 CHUNG HSIAO EAST ROAD. SECTION 1. TAIPEI. TAIWAN, 10023 ROC 
TEL (02)321.5511 TELEX 23939 CABLE SHANGTEL 
FAX (02)3944240 LA! LAI TAIPEI 
ITT Sheraton. THE NATURAL CHOICE. 
For reservations contact: 


Hong Kong 852 739 3535 Singapore 65 732 6000 








The Lai Lai Sheraton Hotel Taipei 10th Anniversary ۱ a 
Special Package gives you abundant reason to celebrate 4 

as we pamper you from the moment you arrive. Enjoy: 3 

* 3 days and 2 nights in luxurious comfort E 
* A courtesy bus transportation to and from CKS international airport 3 
* Fresh fruit basket 3 
* 2 complimentary American Breakfasts 3 
* A free use of our in-house gym and sauna E 
* No minimum charge at the Elysee Nightclub n 
for NT$8000/1 person and NT$10,000/2 people. У 
Extend your stay for a special rate of NT$3300/night S 
(breakfast not included). x 

Prices are subject to 1096 service charge. З 

Sheraton Club International members earn valuable club 1 
points for each stay. i 

1 

This offer is valid until December 31, 1991. ; 
Reservations-are-required in advance. 1 
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JV.” Those alliances include 


- with British Oxygen for special- 





joint ventures with Smith Corona of the US and Messerschmitt- 


` Bolkow-Blohm of Germany and by acquiring the Silicon Valley 


computer company, Altos. 

Close behind Acer as an industry leader is the Mitac Group. 

Its president, C. S. Ho, now serves as chairman of the Taipei 
er Association. 

With 1990 sales of US$744 million, Mitac also ranks among 
Taiwan's biggest private businesses. It recently carried out a 
US$100 million reinvestment programme to expand and upgrade 
its production and research and development facilities. 

Forging joint ventures with prominent foreign partners has 


` been such a key part of Mitac 


Chairman Matthew F. C. Miau's 
business strategy that staff 
members refer to him as "Mr 


joint ventures with General 
Electric for aerospace comput- 
ers, with Monsanto for plastics 
for the electronics industry and 


ity gases used in making inte- 
grated circuits. 

Mitac was also a leading 
member of the Taiwan consor- 
tium that bought out Wyse 
Technology, a leading US 
maker of computer terminals, 
for US$270 million in 1989. 

Among somewhat smaller 


Preparing for the 
*big bang? 


I n a cluster of makeshift classrooms in the preparatory of- 
fices of the Grand Commercial Bank in Taipei, bank ex- 
ecutives-turned-instructors are each day drilling the fine points 
of credit investigation, deposit-taking and other procedures into 
hundreds of new recruits. 

The scene is being repeated at 14 other locations around 
the city, as 15 new banks approved in July by the Ministry of 
Finance ready themselves to start operations at the end of this 
year or early in 1992. 

Their establishment is expected to usher in a new era in 
Taiwan banking. Nearly all of Taiwan's existing major banks 
are government-owned. Hampered by bureaucratic restrictions, 
they have often been slow to respond to customer needs. 

“In the past our banking sector has been a seller's market,” 
commented Finance Minister Wang Chien-shien. *If you wanted 
a loan you had to say 'please' to the banks. With the issuance 
of the new licences, banks will have to compete by offering 
better service and lower interest rates. That will turn the situation 
into a buyers market, for the benefit of both industry and 
consumers." 

This “big bang” in Taiwan banking is but one of a series of 
liberalisation measures adopted in the financial sector in the 
past year or two. These include: 
> A decision to open the investment-trust industry to new 
firms, which may have up to 4996 foreign participation. Unit 
trusts are now offered by only four such firms, and the resulting 
low level of institutional investment has led to unwelcome volatility 
in the Taiwan securities market. As many as 15 applications 
for new companies are expected. 
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Acer Group aggressively promoting its products. 
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companies, two — Copam Electronics Corp. and Twinhead Inter- 
national Corp. — have attracted particular attention for the high 
quality of their products and their rapid growth. 

Copam, with 1990 sales of US$140 million and a 1991 target 
of US$180 million, has concentrated primarily on the European 
market for its personal computers. In the US it is emphasising the 
low radiation emission of its machines as a special feature. 

In recent months Copam has launched a major international 
promotional campaign. “We are trying to position our product as 
a high-end machine with ‘European-style’ design, but manufac- 
tured in Taiwan at reasonable cost," explained Goran Wester, a 
one-time Swedish distributor 
who was hired to be vice-presi- 
dent for marketing. 

Twinhead, named for the 
dual leadership of co-founders 
Stanley Chiang and Charles 
Chen, achieved sales of 
US$110 million last year anc 
aims to increase the figure tc 
US$150 million in 1991. 

Video graphics has been one 
of the company's specialities 
and it «has become Tai 
wan's largest producer of videc 
cards 


New products currently be: 
ing introduced include an ultra 
slim notebook computer and ar 
advanced workstation. € 


> Permission, since January of this year, for qualified foreign 
securities companies to invest directly in the Taiwan stock- 
market — another effort to increase the weight of institutional 
investment which is currently a paltry 596. Among the appli- 
cants approved are Jardine Fleming, Morgan Stanley and S. G. 
Warburg. 

> Allowing prominent foreign stock brokerages to set up of- 
fices in Taipei to offer international securities to Taiwan cus- 
tomers — a move made possible by the 1987 easing of for- 
eign-exchange controls. In recent months Merrill Lynch and 
Shearson have established operations. 

> Fostering development of the previously sluggish bond market 
by greatly expanding the quantity of government bond issues. 
This will raise funds for the ambitious Six-Year National De- 
velopment Plan. Some US$11 billion in public bonds are 
scheduled to be issued in fiscal year 1992 alone. 

> Deregulating the insurance industry through a new statute 
now being considered by the legislature. The law would end a 
decades-old prohibition on the establishment of new domestic 
insurance operations, and would permit more international 
companies to enter the market. Currently the only foreign 
insurance companies allowed to do business in Taiwan are 
American, the result of pressure from Washington in response 
to the large trade imbalance between the two countries. 

Despite the numerous reforms, the rate of liberalisation is 
frequently criticised as too slow by many foreign observers. Yet 
Taiwan's government officials believe that a deliberate pace is 
necessary. “The critics should understand that opening a market 
must be step by step if it is to be orderly and productive,” said 
C. P. Chang, chairman of the Securities and Exchange 
Commission. 

“In fact, we've done quite a lot in just a few years, and we 
know that we still have quite a bit more to accomplish. If we're 
successful, then Taipei can certainly join Tokyo, Singapore and 
Hongkong as one of Asia's financial centres." ® 
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Taiwan is seeking to attract tourists to some of its fine beaches 


Tourism industry's coast . 
and culture cure 


aiwan is looking to the combination of beach resorts and Chinese culture to 
T revitalise its appeal to international tourists. Use of the island's coastline for 
recreation was restricted for many years on security grounds, but the 1987 lifting 
of martiallaw decrees has opened up new possibilities. "We have some lovely 
beach areas along the east coast and on Penghu [the Pescadore islands in the 
Taiwan Straits], but those regions lack the needed infrastructure," explained Hunter 
Eu, deputy director of the government's Tourism Bureau. 

The bureau is currently preparing master plans for development of these areas, 
after which private companies from Taiwan and overseas will be invited to invest 
in resort-hotel facilities. 

Emphasis on Taiwan's Chinese cultural background is being underscored through 
such new Tourism Bureau-sponsored events as an annual Chinese Food Festival 
in August and a Tourism Festival to coincide with the Lunar New Year celebrations 
in January or February. The National Palace Museum, home to the world's largest 
collection of ancient Chinese art, has long been the island's No. 1 tourist attraction. 

In the short term, Taiwan tourism may also receive a boost from Taipei's 
selection as host city for the 1991 world congress, held last week, of ASTA, the 
American Society of Travel Agents. More than 5,000 delegates attended the 
conference. 

Eu described the congress as an exceptional opportunity for Taiwan. "We hope 
the visitors received a new appreciation of Taiwan's attractions and will go home 
to introduce this destination to their clients," he said. 

The Taiwan travel industry has had to pass through some difficult times in the 
recent past. International arrivals declined by 3.596 to 1.93 million in 1990, and 
the figure for the first half of 1991 dropped by another 12.696 from the same 
period a year earlier. 

The main culprit is thought to be the relatively high cost of a stay in Taiwan, 
the result chiefly of the staggering appreciation of the New Taiwan dollar in the 
second half of the 1980s. But prices seem to have stabilised lately, and hotel 
owners have been inclined to forgo any rate increases. 

Another new development that may stimulate travel — outbound as well as 
inbound — is an expansion in international air services following the government's 
adoption of a deregulation policy. In July, Taiwan's first privately owned interna- 
tional carrier, EVA Airways, took to the skies with routes to five Asian cities. The 
airline, a subsidiary of Taiwan's huge Evergreen Group which is operator of the 
world's biggest container-shipping line, has since added services to Europe. 

The island's original international airline, flag-carrying China Airlines, has di- 
versified by forming a joint venture with private investors. The new Mandarin 
Airlines thus created will specialise in serving routes to Australia and New 
Zealand. 9$ 
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DEREK DAVIES 





Travellers Tales 


"т sometimes a little wary of contri- 

butions which arrive without sup- 

porting documentation — a cutting, a 

label, a photograph. Not wary 
mough, according to Donald Clarke, as- 
istant professor of law at the University of 
Nashington, Seattle. He takes me to task 
or repeating a story (4 April) which origi- 
зау appeared 20 years ago in a Canberra 
Yewspaper. It concerned a young married 
ouple whose car broke down, the wife 
wriving home to find the car in the 
загареуғау with a pair of legs protruding 
rom underneath it, to which she imparts 
in intimate caress, only to find her hus- 
and indoors and an unconscious me- 
Ћапіс under the car who has spasmed at 
he unexpected intimacy and knocked 
1imself out on the chassis. He tells the 
tory to the ambulance men carrying him 
Ж and they laugh so hard they drop him 
ind break his leg. 

Clarke professes himself amazed that a 
'veteran" journalist can be guilty of such 
redulity, repeating a story which is just a 
variation on an old theme. To prove it he 
jug up a similar yarn from Nexis (these 
icademic lawyers have more time for re- 
earching the databases than the commer- 
ial variety) concerning a Tel Aviv woman 
vho threw a cockroach into the toilet and, 
vhen it refused to drown, thoroughly 
loused it with insecticide. Her husband 
risited the toilet moments later, and lit a 
igarette, tossing the match into the bowl 
vhich promptly ignited and scorched his 
'sensitive parts." As they carried the man 
»ut on a stretcher, paramedics asked how 
ıe received the unusual burns, and when 
old promptly dropped the stretcher and 
'aused the poor fellow further injuries. 

The story was carried by the Jerusalem 
ost in 1988, and was picked up by UPI. 
Joth later retracted the item. It was 
ipocryphal, another "urban legend," from 

ı "FOAF" source (“friend of a friend"). 

So? The only feature the stories have in 
'ommon is the damaging fall from the 
itretcher. I’ve read several boring treatises 
»n humour, from Freud onwards, and all 
ry artificially to categorise jokes — a most 
infunny activity on the part of the hu- 
nourless. They solemnly analyse the rain- 
zow and end up with colourless non-illu- 
nination. Have hysterically laughing 
stretcher-bearers never dropped a hapless 
»atient? Has life never imitated art? Is it 
»ecessary to allow facts to interfere with a 
zood story? Ah, that for a journalist is dan- 
зегоиѕ territory . 

“Stop me if you’ ve heard this one,” the 
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raconteurs say, resenting it deeply if you 
take them up on the offer. How much more 
boring to say after the telling: "That's an 
interesting variation on Joke 651, Sub-sec- 
tion D." 

There's a story about the anti-alcohol 
survey worker who knocks on the door of 
a retired army officer and asks: "When did 
you last have a drink?" “1945,” the colonel 
replies. "That's wonderful," gushes the 
pollster. ^Oh, I don't know," he says, 
glancing at his watch, "it's only 2015 now." 
Lots of variations on that, one of which I 
heard last week. I said nothing; just 
laughed. 


Out of the fax machine serving a very senior 
American executive who is responsible for 
the East Asia operations of a large US con- 
glomerate rolled a piece of biblical-style, 
pungent prose. The said conglomerate has 
recently introduced major new policies 
which enshrine little or nothing of the frus- 
trated executive's input, which doubtless 
explains why he forwarded it to this col- 
umn to gain it a large audience. It consti- 
tutes a fairly convincing explanation of 
why Japanese consensus managemént 
methods cannot necessarily be adopted by 
Western companies and how they do not 
always lead to the best decision anyway: 
THE PLAN 
In the beginning was THE PLAN. 
And then came The Assumptions. 
And The Plan was without substance. 
And The Assumptions were without form. 
And darkness was upon the face of the 
Workers. 
And they spoke among themselves saying, 
“It is crock of shit, and it stinks.” 

And the Workers went unto their 
Supervisors and said, “It is a pail of dung, 
and none may abide the odour thereof." 
And the Supervisors went unto their 
Managers, saying, “It is a container of 
excrement, and it is very strong, such that 
none may abide by it." 

And the Managers went unto their 
Directors, saying, “It is a vessel of 
fertiliser, and none may abide its 
strength." 

And the Directors spoke among themselves 
saying to one another, “It contains that 
which aids plant growth, and it is very 
strong." 

And the Directors went to the Vice- 
Presidents, saying unto them, “It promotes 
growth, and it is very powerful." 

And the Vice Presidents went unto the 
President, saying unto him, “This new Plan 
will actively promote the growth and 


FAR EASTERN ECONOMIC REVIEW 


vigour of the company, with powerful 
effects." 
And the President looked upon The Plan, 
and saw that it was good. 
And The Plan became Policy. 
And that is how Shit Happens. 


As far as | know, the British Post Office is 
still removing the old red, cast-iron tele- 
phone boxes designed in 1924 by architect 
Giles Gilbert-Scott, which for nearly 60 
years were such an immediately recognis- 
able feature of British streets. They are be- 
ing replaced by modern, anonymous tele- 
phone units which provide neither shelter 
nor privacy. The old kiosks were practica- 
ble and attractive pieces of street furniture, 
but perhaps their Georgian-style windows 
and general portentousness triggered anti- 
establishment feelings, for they were the 
frequent targets of hooliganism. Anyway, 
some people recognise good design when 
they see it, and the kiosks are being 
snapped up by collectors. 

The Japanese also know a good design 
when they see it, and British-style kiosks 
are proliferating. I saw several in Shizuoka 
last spring and Paul Niall of Sydney, Aus- 
tralia photographed this version recently 
in Kanazawa, western Japan. The design- 
ers of this have gone one step further: it is 
not only equipped with a telephone, but 
an air conditioner: 
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IMMIGRANTS 


Vietnamese in America rely on Enemy Vietnam for their foothold 


Breaking ashore 





By Susumu Awanohara in Orange County — | 
and Houston 


or months, as Washington has 
inched closer to normalising rela- 
tions with Vietnam, the Vietnam- 
ese in America have been pulled 
apart by ambivalent feelings towards their 
ancestral homeland. And the dramatic 
unhinging of communist control in the So- 
viet Union raises the question of what's 
next for communist Vietnam whose victory 
over the US in 1975 brought most of them 
to America. These extraordinary changes 
underscore yet again the peculiar position 
` of Vietnamese Americans. They are refu- 
rather than immigrants, and their re- 
lationship with their adopted country is 
inseparable from the Vietnam War. 
In Orange County, for instance, the one- 
_ time vice-president of South Vietnam, 
- Nguyen Cao Ky, argues for reconciliation 
with Enemy Vietnam. "If the leaders in 
Hanoi realise that communism is not 
working and that the only way out for 
them is to change, we Vietnamese over- 
seas, as well as Vietnamese at home, are 
ready to help rebuild the country," says 
Ky who settled in southern California after 
he fled his vanquished country. 

But vanquishing Vietnam is still on the 
mind of Nguyen Van Thieu, South Viet- 
nam's last president. For him, hardline 
anti-communism is on the verge of vindi- 
cation and the last thing the US should do 
is recognise the communists of Vietnam. 

So it goes in America where the Viet- 
namese community has relied on Enemy 
Vietnam for their foothold. Mostly born in 
Vietnam, they have received sympathy and 
relief because of a lost war. Many Ameri- 
cans, whether or not they felt it was right 
. to fight the war in Vietnam, have felt obli- 
gated to help its victims. Washington-Ha- 
noi normalisation would deprive Viet- 
namese Americans of a major raison d'etre. 

However, on one level, the Vietnamese 
American community has practically nor- 
malised its own relations with Vietnam 
already, making a mockery of the US travel 
restrictions and the trade embargo. On 
another level, Vietnamese Americans — 
including those who travel to Vietnam or 
send money and goods to relatives there 
— keep vigil against any softening of 
Washington's position vis-à-vis the com- 
munist regime in Hanoi. 

One cynic describes Vietnamese Ameri- 
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cans' vaunted anti-communism as "big 
noise, meaning nothing." Certainly, its in- 
tensity wanes with time but it is deeply felt 
by many. But another reason for the am- 
bivalence over US-Vietnam relations and 
reluctance to let go of their special status as 
victims of the war is a fear of being left to 
fend for themselves without a buffer. 
Many individuals have already made it 
in America, but because of the circum- 
stances of their arrival, Vietnamese Ameri- 
cans as a group find themselves at the bot- 
tom of the social scale among major Asian 
American groups. The 1990 census counted 
615,000 Vietnamese Americans, a 1359; 
growth from 1980. (Still, the Census Bu- 
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reau admits there was a considerable 
undercounting of minorities in 1990.) 

The Vietnamese American community 
faces a daunting climb up the economic 
scale, which will be disrupted occasionally 
by downturns in the economy as well as 
white backlash and hate crimes. Crime 
among the Vietnamese Americans them- 
selves, often marked by nihilistic violence, 
is also on the rise. The mixed-blood 
Amerasian youths are another problem 
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most Vietnamese Americans would like nc 
to be bothered with. 

“During the day we are anti-commu 
nists but in the evening we pursue all kind. 
of connections,” says a prominent Viet 
namese American commentator in Califor 
nia. 

Unlike a few years ago, visits to Viet 
nam are now made in the open. In 198€ 
some 40,000 overseas Vietnamese, perhap 
half from the US, are said to have visites 
Vietnam. Although Hanoi declared 1990 . 
"year of tourism," the number of visitor 
appears to have dedined somewhat las 
year, because of a recession in the US ane 
reports of political tightening in Vietnam 
But the trend is upward. 

A return air ticket between Californi. 
and Vietnam costs about US$1,700, and, iv 
addition, one has to take a mountain of gift 
to relatives and friends to show how wel 
one is doing in the US. Organising grouy 
travel to Vietnam is still banned so trave 
agents sell tours or individual tickets to an 
number of Southeast Asian capitals where 
further travel to Vietnam is arranged. 

The travel boom has given rise to a nev 
business of money carrying, delivering Uf 
currency to family and friends of Vietnam 
ese Americans for a competitive commis 
sion of about 20% on average. The new 
money carriers have displaced those eni 
gaged in the more traditional remittance 
business. Wanting to stay in business, tha 
money carriers are generally trustworthy 
Once in a while, they are caught by US o 
Vietnamese authorities, though neithe 
government seems particularly keen to stoj 
the capital flow as Hanoi needs the money 
many say. 

Petty trade is also thriving. At regula 
intervals, the numerous Vietnamese-lan 
guage newspapers in the US run lists o 
blackmarket prices of popular consume: 
products in Ho Chi Minh and other majo: 
cities. These lists may be couched in human 
interest reportage but are really guides te 
emigres on what items to send relatives fo: 
trade and profit. Among items in great de 
mand are knock-off antibiotics and othe 
medicines acquired in Tijuana, Mexico. 

Despite increased contact with Vietnam 
Vietnamese American notables insist thas 
they are against normalisation of US-Viet 
nam relations. Community leader Nguyer 
Van Kim in Houston argues, as he has done 
since the 1970s, that lifting the embargo anc 
normalisation would only help perpetuate 
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“totalitarianism” in Vietnam. 

But some softening of old positions is 
also evident. A few years ago one risked 
attempts on one’s life by wishing anything 
but the absolute worst for the Hanoi re- 
gime. Today it is safe and almost accept- 
able to advocate “pluralism” and “free 
elections” in Vietnam in which the com- 
munists are also players. 

Seeing an opening in such softening, 
Hanoi officials at the UN mission in New 
York have stepped up efforts to win friends 
among the emigres. In January, the mis- 
sion sent out to prominent Vietnamese 
Americans a 20-page packet containing the 
communist party guidelines and a draft 
economic and social strategy towards the 
year 2000, asking for the emigres’ response. 
“Since you are an important part of the 
‘Vietnamese nation, we would appreciate 
your comments,” the cover letter said. One 
speculation is that the UN mission wished 
ko send delegates from the US to the sev- 
enth party congress in June, an objective 
which was not accomplished. 

Presumably Vietnamese Ame- 
kicans were not quite ready for that. 
Following the fall of Saigon in 1975, 
the first wave of some 130,000 Viet- 
inamese refugees, most with a good 
education and an urban back- 
wound, arrived in the US. A sec- 
»nd wave of some 380,000 
"ndochinese refugees came between 
979 and 1981, the bulk of them 
wWietnamese "boat people" with 
lramatically lower social standing 
Phan the first wave. The boat people 
«ept coming into the 1980s, joined 
»y former re-education camp in- 
његпееѕ, Amerasians and family 
nembers of earlier arrivals under 
Bhe Orderly Departure Programme. 

In fiscal year 1990, ending last 
September, a total of 48,131 Viet- 
^amese refugees and immigrants 
came to the US (this included 16,715 

e-education camp internees, 13,919 
"Amerasians and their families and 12,759 
immigrants). This year, 63,000 Vietnamese 

will come and 91,000 are expected next 
vear. But the long-term trend shows there 

will be fewer refugees and more immi- 
rants. 

Of the six major Asian American 
groups — Chinese, Filipino, Japanese, In- 
jian, Korean and Vietnamese Americans 
— the profile of the last group shows it has 
she fewest number of years in school, the 
sowest ratio of professionals, the highest 
1nemployment rate and the lowest hourly 
wages and annual family income, accord- 
жор, to the 1980 census. 

“Little Saigon" near Los Angeles has the 
righest concentration of Vietnamese 
"Americans, with smaller pockets in Hous- 

son and Dallas. Even those who first set- 
Е in other parts of the US have flocked 
California, which now has an estimated 
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380,000 Vietnamese Americans. 

In Texas, the Vietnamese Americans 
have faced some overt white (and His- 
panic) racial animosity. When antagonism 
flared against hard-working Vietnamese 
American fishermen some years ago, it was 
on the Gulf Coast of Texas that hostile 
white fishermen enlisted the help of the 
Ku Klux Klan, a white supremacist or- 
ganisation — a move which only won 
sympathy for the newcomers, according to 
Nam Van Nguyen of the Vietnamese 
Fishermen's Association of Texas. 

Latest statistics from the US Census 
Bureau show that Vietnamese American 
businesses flourished before recession set 
in, increasing fivefold from about 5,000 in 
1982 to more than 25,000 in 1987. Viet- 
namese American businesses — largely in 
eateries, small retailing and semi-profes- 
sional services catering to their own kind 
— have been hard hit by the current re- 
cession. 

Recession is often blamed for the rise in 
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Vietnamese American crime. Politically 
motivated crime and crime purporting to 
be so motivated (including extortion and 
personal settling of accounts) are on the 
decline. Instead, violent crime, usually 
against other Vietnamese Americans, is on 
the rise. The much publicised April inci- 
dent in Sacramento in which four Viet- 
namese American gang members took 
over an electronics store and shot and 
killed three hostages before being over- 
whelmed by police was unusual in that the 
perpetrators chose a non-Asian target. 

But its violence was not. Law-enforce- 
ment officials say Vietnamese American 
gangs are only interested in money, not in 
turf as is the case with Chinese American 
gangs, and are mobile, often travelling 
across the country and into Canada after 
their prey. They are above all ruthless and 
without established codes of conduct; in 
contrast, the Chinese American under- 
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world is disciplined with codes against, for 
example, humiliating unresisting victims 
or targeting the elderly, experts say. There 
have been reports of fingers being burned 
to the bone, infants thrown against the wall 
or children dipped in boiling water until 
the family gives up the gold. 

Inevitably, there is a lot of theorising 
about the causes of Vietnamese American 
crime, with analysts focusing variously on 
the Vietnam War legacy, loss of traditional 
values or the refugees' anger at American 
society. Some Vietnamese Americans are 
not amused by outside pundits scrutinis- 
ing their community. As one community 
member says: “The percentage of [Viet- 
namese American] criminals is quite low 
and anyway it is natural action; when you 
need food, you go to work." 

Another fairly common community at- 
titude is to blame the Amerasians for ris- 
ing crime, an allegation which statistics do 
not bear out. The Vietnamese American 
community does not apologise for its lack 
of concern for the Amerasians. Le 
Qui Bien, a successful contractor in 
Little Saigon, says: "Amerasians are 
totally an American responsibility. 
Vietnamese women didn't come to 
America to have the babies; the GIs 
came to Vietnam." Moreover, the 
US has tried to use the Amerasians 
as a weapon to prove to the world 
that the Vietnamese are inhuman 
people, Bien says. "So the Vietnam- 
ese said, ‘If you are so human, you 
can have them’.” 

Marianne Blank at the St 
Anselm Church, one of the "cluster 
sites" to help the Amerasians adja- 
cent to Little Saigon, is not inter- 
ested in apportioning blame. What 
is important to her and her staff of 
multi-racial volunteers is that 
Amerasians need help. In Vietnam, 
she says, they were outcasts, 
"products of American fathers who 
left them in a racially homogeneous, 
patrilineal society." And now in America, 
they are having a tough time adjusting. 
Many Amerasian youths carry the recent 
memory of relatives suddenly becoming 
kind to them when they were given prior- 
ity passage to the US, only to disown them 
on arrival in the US, Blank says. 

"They are half American and half Viet- 
namese, so it is the problem of both peo- 
ples,” says My Van Tran, who works at 
Lutheran Social Services of Houston. Tran 
does not reproach the Vietnamese Ameri- 
can community, which he says is busy 
struggling for its own survival. By living in 
America and mixing with other races, the 
Vietnamese Americans are losing some of 
their prejudices against Amerasians. 

Tran tells the 50-odd Amerasians he 
works with: “Forget what happened in 
Vietnam. You have a new chance here. You 
must seize it." " 
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Sashimi flambé 


Ito-san by Marc Rigaudis. Peter Owen, 
London. £13.95 (US$24.25). 


Epingler la betise — skewer stupidity — 
was Flaubert's literary motto, and it might 
be that of Marc Rigaudis as well who in 
Ito-san, a collection of bitingly ironic tales 
set in present-day Tokyo, has produced a 
brilliantly observed portrait gallery of that 
city's typical denizens in a work of sim- 
ple, menacing clarity. 

In his literary debut, Rigaudis turns his 
back on the gaijin confessional genre, 
hides himself behind a partially opaque 
screen of objectivity, and attempts to view 
Japan from the Japanese perspective. An 
audacious project but one which the au- 
thor, a professor of French and long-time 
resident of Tokyo, carries off with verve 
and remarkably few gaffes. 

In cold-chiselled prose, Rigaudis pin- 
points the extremism in this hypersociety 
which exerts distorting pressures on all 
involved, and details the reassuringly 
bland routines and cliches of Japanese life 
in a tone of utter deadpan. 

His portraits can be savage. The title 
story, "Ito-san," charts the progress of a 
typical faceless bureaucrat whose whole 
life has been an exercise in suspended 
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The Hidden Establishment: The Inside Story 
of Canada's International Business Elite by 
Brian Milner.Viking Penguin, C$27.95 
(US$31 75). 

Not just people, but a lot of immigrant 
money, especially from Asia, has poured 
into Canada in recent years. In The Hidden 
Establishment, Brian Milner, a journalist 
with Toronto's Globe and Mail, puts the 
figure at C$13 billion (US$147 billion) be- 
tween 1986-90. Canadians are dazzled by 
the figures and by the more conspicuous 
manifestations of these newcomers — 
flashy cars, Rolex watches, "monster 
homes" ruining quiet streets, and fast- 
paced negotiating styles. They also blame 
moneyed immigrants, especially in Van- 
couver, for rocketing real-estate prices and 
for being fair-weather citizens who do not 
have Canada's long-term interests at heart. 

Milner set out to debunk these myths 
by getting to the people behind the num- 
bers. The book suffers from an over-reli- 
ance on this approach, and even the most 
avid reader is bound to doze off when he 
reaches the umpteenth portrait of an im- 





migrant real-estate investor. Nevertheless, 


animation. His larval ex- 
istence is quickened by 
the appearance of ro- 
mance with an "office 
lady" as parasitic as him- 
self and who quickly be- 
trays him. The grey hu- 
mour (black is too strong) 
of the tale culminates 
when Ito discovers that 
his lover's globe-trotting 
boyfriend (actually now 
her husband) has tainted 
him with Japan's first-di- 
agnosed dose of AIDS. So 
much for Japan's vaunted 
insularity. 

Although the extreme 
case for Rigaudis is always the most illu- 
minating, he tempers his irony with 
sympathy in "She was so Pretty" which 
deals sensitively with the widely publi- 
cised case of a high school girl who com- 
mitted suicide after being persecuted at 
school and receiving a macabre letter, 
signed by her classmates and teachers, 
announcing her death and funeral. An- 
other educational nightmare, “All for my 
Child or Noriko," portrays an over-anx- 
ious "education mama" who, fearful that 


Milner talks to a remarkable number of 
people not noted for their desire to meet 
the press, including International Semi- 
Tech president James Ting, and the scions 
of the Hongkong moghuls — Li Ka-shing, 
Stanley Ho and company. 

It was hard going though. "I speak 
some Japanese, for instance," Milner said 
in an interview, “which the Japanese I in- 
terviewed didn't like at all.” Lawyers for 
Li, apparently, approached the publisher 
and had passages relating to his family 
“toned down." Milner ad- 
mits, however, that the Ca- 
nadian establishment is 
hardly more open. Further- 
more, in Canada, censori- 
ous libel laws and a climate 
of deference to authority 
make the "fourth estate" a 
toothless beast — perhaps 
an attraction to Asian im- 
migrants. 

All the interviewees in 
the book are keen to em- 
phasise their long-term 
commitment to Canada. So 
far, almost all seem to have 
done little else than invest 
in real estate, though the 
hysteria about the effect of 
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Li: Canadian patriot? 


her adolescent son's awakening sexu 
urges will distract him from his rigoro 
study schedule, decides 
"relieve" the boy herse 
Afterall, she reasons, "S 
relieves her husban 
doesn't she, a man sl 
does not love? A mi 
who means nothing 
her. Her son represer 
everything. And besidt 
he is her son." 

Two longer tales dep 
the worlds of high-fashi 
and commercialised sex 
which Japanese and gai 
mix queasily, usually wi 
squalid results. "Samur: 
features Rioshi, a playb 
who uses his "mod 
agency" as a conduit 
his bed for the luscigus Western wom 
he lusts after and despises. A clumsily é 
ranged plot leads to Rioshi's involveme 
in the suicide-death of a male model ai 
an unconvincing “conversion,” but t 
story’s sardonic view of the Roppon 
disco scene is entertaining. The nouvea: 
riches Japanese who inhabit these local 
^... are in their own land, yet they lo 
as if they do not want to intrude. In fé 
they are not really at home here. Th 
have simply been granted permission 


Asian money, Milner shows, is mainly ré 
ist. European and North American mon 
still controls most of the market, includi: 
the prime properties which, in club! 
Canada, rarely come on the market. Milr 
takes this “cosy little anglophone inve 
ment club" of "blue-suited dinosaurs" 
task for its “parochialism and conser 
tism," which ensures that Canada w 
"remain an industrial backwater in a sea 
giant trading blocs." Although not cle 
from the book, Milner admits that Asi 
immigrants concur wi 

i this view. 
о Milner notes that “sir 
* the book was publish 
many of the people I talk 
to have become even mc 
disillusioned. Surprising 
it wasn't things like ta» 
that worried them — th 
can always get агош 
those — it's really the « 
featist attitude, the c 
quishness and consen 
tism. The Quebec probk 
also bothers them — th 
‘just don't understand it. 
Immigrants from A 
also dislike multicultur 
ism, the official policy th 
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participate in Tokyo’s Great Foreigner 
Festival.” 

The final novella, “The Contract,” 
deals in lurid detail with an American 
stripper, drawn into the skin-trade in 
Kabukicho where she at first flourishes, 
then develops a persecution complex as 
her “fans” close in on her. 

The voluptuous Lina finances her 
son's education back home (another 
education mama!) by satisfying the 
strange sexual appetites of Japanese 
males. A relationship develops with the 
pathetic Tanaka-san, a night-life habitue 
who projects on Lina his powerful ob- 
session with the ideal Western female 
body. Touched by her fan's nearly reli- 
gious ardour, Lina succumbs, and a 
wonderfully rendered three-month 
orgy ensues, at the end of which Lina 
feels she's being devoured like a piece 
of sashimi. In an igconclusive ending, 
Lina wings her way home safe and 
sound, while the vampiric Tanaka . . . 
who knows? The author doesn't tell us. 

James Kirkup has served the book 
well in his lively translation that shows 
a real feel for the French original, but 
some anachronistic slang, several 
preachy amplifications and sexual ex- 
plicitness where Rigaudis was content 
to suggest mar his otherwise excellent 
work. m James Dalglish 








they feel, is condescending, patronising 
and "creates a two-tier of citizenry." They 
also "laugh at how easy it is for them to 
get in. They think there should be more 
controls." 

More serious is "the lack of any long- 
term industrial strategy or political direc- 
tion. Everything is just short-term — any- 
one would worry about that." Milner ad- 
mits that this throws into question his as- 
sertion in the conclusion of the book that 
“the hidden establishment may, in fact, be 
our last best hope of turning [Canada] into 
an economic force for the next century." 

But he is still hopeful: “These people 
have looked around the world and have 
concluded that this is the best place to be 
to bring up their families. They really don't 
like the States, the attitude there. Racism is 
not the same problem here as it is in Aus- 
tralia or the US. They recognise that most 
Canadians want to be seen as tolerant, even 
if they're not underneath. It really depends 
on the kids." They seem to like Canada 
just fine. Whether that means they have, as 
their parents fear, become "soft," less well 
educated, too "Canadian" themselves, and 
thus have lost the competitive edge that 
made their parents economic tigers, is a 
question that will answer itself as the cubs 
come of age. m Nick Bradbury 
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Pot shots among the mujahideen. 


Secret caesar 


Silent Soldier: The Man behind the Afghan 
Jihad by Brig. (ret) Mohammed Yousaf. Jhang 
Publishers, Lahore. Rps 100 (LIS$4). 


When a former intelligence agent re- 
veals secrets about the most secretive and 
possibly the most powerful intelligence 
agency in Asia, look for signs of political 
in-fighting before taking everything he 
says seriously. 

Silent Soldier is the story of General 
Akthar Abdul Rehman, head of Pakistan 
Interservices Intelligence (151) from 1979 to 
1987, whom the author says ^will go down 
in history as the only general to take on the 
Soviet military machine since the end of 
World War II and win. For this he should 
be saluted.” The 151 is the most feared of 
the many intelligence agencies in Pakistan 
and was responsible for organising, fund- 
ing, supplying arms to and planning mili- 
tary strategy for the Afghan mujahideen's 
war against Soviet troops and the Kabul 
regime. 

Rehman, a mediocre officer who, the 
author admits, was often passed over in 
regular army promotions and always told 
his boss what he wanted to hear, was 
handpicked by President Zia-ul Haq to 
head the isi, the eyes and ears of Zia's mili- 
tary dictatorship. Rehman, who later be- 
came a four-star general, died in the same 
plane crash that killed Zia. During much 
of the Afghan war, 15175 covert operations in 
Afghanistan were run by the author, who 
headed the Afghan bureau of 151 from 1983 
to 1987. 

Yousaf's slim volume is an unabashed 
panegyric to his former boss, who was 
determined “that Kabul must burn” so that 
the general could say his victory prayers in 
a Kabul mosque. It also denigrates Zia, 
who is described as selling out to the 
Americans early on, while Rehman was 
determined to keep the flames of the jihad 
burning and assure Pakistan's control over 
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the future liberated Afghanistan by back- 
ing the Islamic fundamentalist wing of the 
mujahideen. 

The book reveals few details of Ist’s 
operations but it does confirm 15175 role in 
the war: ISI operatives travelled into 
Afghanistan to plan and execute 
mujahideen attacks; 151 organised attacks 
inside the Soviet Union; it ran the CIA and 
Saudi-funded arms pipeline to the 
mujahideen, which by 1986 was shifting 
some 1,000 tonnes of arms a week; William 
Casey, director of the CIA, was a frequent 
visitor to Islamabad and a close friend of 
Rehman. 

Rehman is credited with insisting that 
guerilla war could strangle the Kabul re- 
gime, a policy overturned after his removal 
from ISI — which then pursued the disas- 
trous policy of conventional warfare that 
led to the debacle of the mujahideen attack 
on Jalalabad in 1989. 

What the author never mentions is how 
the mujahideen loathed being manipulated 
by ist, how 151 purposely kept the 
mujahideen parties divided and how most 
Afghans disliked Gulbuddin Hikmetyar, 
the Pakistani favourite among their leaders. 
But then you cannot expect a former intel- 
ligence operative to criticise his own or- 
ganisation. 

The book has caused a sensation in Pa- 
kistan largely because it is a continuation 
of the political infighting between the sons 
of the respective generals. Ejaz and Anwar- 
ul Haq, Zia's sons, entered politics after 
their father's death, and Ejaz is now a fed- 
eral minister in the government of Prime 
Minister Nawaz Sharif. Humayun Akthar, 
the son of Rehman, also entered politics, 
but has not been given a ministerial slot. 
They started out as friends but are now 
bitter rivals, slinging mud at each other in 
public while claiming that their fathers 
were the real heroes of the Afghan jihad. 
The aim of this book is to denigrate Zia 
and no doubt it will be followed by a book 
from the other side claiming that Rehman 
was a bit of a goof. m Ahmed Rashid 
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PROJECTS 


Malaysian resort project sinks as partners scrap 


| Talice in Wonderland 





By Doug Tsuruoka in Kuala Lumpur 


alaysia’s biggest tourism and 
leisure project, the 1,700-ha 
Desaru International Resort 


planned for Johor's east coast, 
looks doomed to collapse amid a spec- 
tacular bust-up between its partners. The 
dispute has triggered a flurry of accusa- 
tions and lawsuits, including a US$1 billion 
claim against Japan’s Kajima Corp. by 
Thanga Thangathurai, the project's Malay- 
sian-born creator. 

Bigger than Florida's Disney World, the 
Desaru resort was to be packed with golf 
courses, hotels, beach attractions, a 
marina and — the centrepiece — a 
Winter Wonderland with artificial 
snow. It was expected to generate 
up to 12,000 jobs and bring in tour- 
ism revenue (REVIEW, 4 Oct. '90). 

These dreams have now all but 
evaporated. Fuji Bank, one of 
Kajima's main banks, has filed a 
winding-up petition in the British 
Virgin Isles against Desaru's BVI- 
registered holding company. 

But the project's immediate fate 
lies in the hands of the Johor state 
government, which donated land 
for the resort. The joint venture was 
required to file by 2 October a 
"guarantee of completion," without 
which the land could be with- 
drawn. 

Johor Chief Minister Tan Sri 
Muhyiddin Yassin said on 26 September: 
"If they cannot keep title with the agree- 
ment ... we have every right to take back 
the land. I think that is a definitive state- 
ment on what is going to happen to the 
project." 

The scheme may, however, survive in a 
different form. The sultan of Johor is said 
to be keen on having the Japanese stay 
with the project. One of the people men- 
tioned as a possible replacement partner 
for Kajima is Malaysian-born tycoon 
Robert Kuok. 

Desaru's erstwhile partners each accuse 
the other of having harboured hidden mo- 
tives that ultimately led to their split. 

Thangathurai, a US citizen, claims 
Kajima and Fuji Bank conspired to oust 
him from control of the project, and cut off 
financing. But Japanese sources close to the 
project say Thangathurai refused to scale 
down his plans even though it was clear 





the necessary bank financing was not go- 
ing to be forthcoming. They dispute Than- 
gathurai's valuation of the project at M$4.4 
billion (US$1.6 billion). 

While the recriminations are of the sort 
that accompany many business failures, 
they have aroused particular interest both 
in and beyond Malaysia. For one thing, it 
is unusual to see litigation-shy Japanese 
companies — especially of the size of 
Kajima and Fuji Bank — involved in such 
public scraps. For another, Thangathurai's 
allegation that his partners sought to turn 
Desaru into a Japanese-only playground 
strikes a chord with Southeast Asia's lin- 





Proposed Desaru resort: suits and counter suits. 


gering anti-Japanese sentiment. 

Thangathurai is a controversial figure 
in his own right. A self-styled millionaire, 
he made his fortune by acting as middle- 
man in Singapore property deals. Some see 
him as a visionary; others are less charita- 
ble. Even if the project is scuttled, it is pos- 
sible he will secure a substantial settlement 
of the legal actions. 

According to REVIEW sources, Thanga- 
thurai has proposed that Kajima buy him 
out for M$400-600 million — to include 
part of the profits of the resort member- 
ship programme that Thangathurai claims 
would only be open to Japanese. 

“Thangathurai is somewhat opportun- 
istic in walking away with a whole lot of 
money in one form or another,” says one 
source close to the project. Thangathurai 
denies this, but admits that based on the 
joint-venture terms, he can “go after Kaji- 
ma for consequential losses based on the 
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total completed value of the project." 

Kajima's interest in Desaru's holdin 
company, Kajima Desaru Developmer 
Ltd (KDDL), is held through its Singapor 
subsidiary, Kajima Overseas Asia (KOA 
Thangathurai's stake is owned by his Ohic 
based K&S International. 

A key subcontractor to the project is Ir 
ternational Management Group (IMG), 
Cleveland, Ohio-based company whic 
manages television and merchandisin 
rights for events such as the Arnold Palme 
golf tournaments. 

Thangathurai's US lawsuit names IM 

as well as Kajima and Fuji Bank. The US$ 
billion damages claim, lodged ur 
der the Racketeer, Influenced anı 
Corrupt Organisations Act, is on 
of the largest ever filed under th 
US statute. In the suit, which allege 
breach of contract and fraud 
Thangathurai claims that: 
№ Kajima colluded with Fuji Ban 
to initiate legal proceedings de 
signed to oust him from the projec! 
P» Kajima conspired with IM 
(through its unit, IMG Resort Man 
agement) to create a resort mem 
bership programme that wouk 
have been marketed only to Japan 
ese corporations and wealthy Ja 
panese individuals. 
P IMG conspired with Kajima t 
oust K&S from the resort in order t 
transform it into an Asian stagin 
ground for world-class sporting 
events. 

Kajima has refused to comment offi 
cially on the lawsuits. But a source close t 
KOA denies the allegations. Japanese finan 
cial institutions, the source says, decline 
to participate in a rights issue for Desaru i1 
1990 because of their own asset problem 
and poor sentiment caused by the Gul 
crisis. “If no one subscribes . . . there sim 
ply is no money,” the source says. 

The KOA source also says the decision 
by Fuji Bank to seek the liquidation of KDDI 
was the bank's alone. "There were ampl 
reasons to wind up the project because o 
the deadlock [between the partners]." Ths 
source maintains that Thangathurai hac 
agreed that resort membership would b 
marketed principally, but not exclusively 
to Japanese. 

Alastair Johnston, an IMG senior vice 
president in charge of the Desaru contract 
denies that IMG tried to take over th 
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project for its own ends, calling 
Thangathurai's allegations "absolutely 
P . .. What we are accused of 
doing is exactly what we were hired to do." 

The first shot in the legal war was fired 
in April, when K&S and Kajima started le- 
gal proceedings against each other in Sin- 
gapore and Hongkong over who should 
have management control of the joint ven- 
ture. 

This was followed in June by Fuji 
3ank's Singapore branch asking the high 
court in the British Virgin Islands to liqui- 
late KDDL. In documents obtained by the 
REVIEW, the bank alleges that K&S failed to 
»onour its fiduciary obligations in connec- 
ion with a US$35 million loan facility from 
Fuji Bank. However, instead of immedi- 
itely putting KDDL in the hands of provi- 
sional liquidators, the court ordered a full 
rial of the issue, dashing the bank's hopes 
of resolving the Desaru dispute through an 
idministrative decision. Thangathurai filed 
115 US counter-suit on 23 August. 

However the coprts apportion blame 
or the Desaru disaster, neutral observers 
suggest the project was plagued by oppor- 
unism and petty jealousies from the start. 


Thangathurai says he drew up plans to 
develop Desaru as early as 1986, securing 
the necessary commitments from federal 
and state officials. Kajima became a partner 
in 1988 with a 50% stake, later raised to 
75%. The construction firm promised to 
provide virtually all the financing for the 
venture, according to Thangathurai. 

Analysts say things turned tricky in 
mid-1988, when the Japan International 
Cooperation Agency released a study pin- 
pointing Desaru as the best site for a major 
leisure development. A consortium of Ja- 
panese interests, including Japan Airlines, 
Bank of Tokyo and Kawasho, a trading- 
house subsidiary of Kawasaki Steel, subse- 
quently tried to corner the rights to de- 
velop the resort. 

They had initial success: Malaysian state 
and federal officials started to renege on 
their commitments to Thangathurai, 
prompting Kajima briefly to reconsider the 
deal. The K&S chairman, however, stuck to 
his guns. Eventually, he persuaded the au- 
thorities to change their minds, and won 
approval to develop Desaru on an exclu- 
sive basis. 

Kajima came back on board, but with 





POLICIES 


South Korean chaebol thwart attempts to curb size 


Biggest is best 





3y Mark Clifford in ‘Seoul 


outh Korea’s policy aimed at limiting 

the power of the country’s chaebol, 

or big business groups, is being 
iwept away by economic reality and po- 
itical confusion. 

Although President Roh Tae Woo took 
Жбсе in 1988 promising to limit business 
‘oncentration, the chaebol are 
10t loosening their grip on the _ 
sconomy, despite a steady dose 
f anti-chaebol rhetoric from 
he government. Instead, the 
sovernment has angered busi- 
1ess and confused the public by 
ormulating often contradictory 
»olicies towards the country's 
rig businesses. 

The government's chaebol 
»olicy i is "a hodge-podge,” says 
samsung Life Insurance chair- 
nan Kim Mahn Je. "There is 
юте public opinion against the 
'onglomerates, so [government 
officials] try to ride that popu- 
ar criticism. On the other hand, 
they don't really want to go af- 
er the conglomerates" because 
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of their economic importance, says Kim, a 
former deputy prime minister for eco- 
nomic planning. 

Flouting government orders to reduce 
their ownership holdings, controlling 
shareholders are actually increasing their 
stakes in the chaebol, according to data re- 
leased to the National Assembly in mid- 
September. Family members and affiliated 


Closely held chaebol 


UAM 
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the equity holdings reversed. Thangathurai 
now had 75%, Kajima 25%. Thangathurai 
justifies this switch on the grounds that he 
had to use a large chunk of his own money 
to secure the project's future. 

Thangathurai says he later attempted to 
mollify Kajima by boosting its stake to 39%. 
But Kajima was still expected to provide 
all the finance through its links with Japan- 
ese and Malaysian banks. It was also, for 
example, expected to supply the techno- 
logy for Desaru's giant winter dome and 
its snow-making machines. 

Thangathurai insists it was "greed" on 
the part of the Japanese that caused the 
partnership to break up. Others close to 
the project say Kajima wanted a degree of 
control commensurate with what Desaru 
was costing them. 

Despite this, Thangathurai says he still 
believes Desaru can be saved. “I am pre- 
pared to bend in 20 different ways to res- 
cue it,” he asserts. 

Kajima also appears not to have given 
up on Desaru. "They want to close the file 
on Thangathurai and come back with a 
scaled-down project,” a reliable source 
says. " 


companies now own an average of 49.1% 
of the equity in the largest 61 groups, 
against 46.4% a year earlier. 

The chaebol have also been slow to take 
their companies public. Only 266 out of 915 
chaebol affiliates have sold shares in their 
companies to the public, despite nearly a 
decade of government prodding. (For these 
calculations, the government includes the — 
61 groups which have at least Won 400 
billion [US$542.3 million] in gross assets.) _ 

A weak stockmarket over the past two 
years is partly to blame for the increased 
concentration and the large number of non- 
listed companies. But a powerful South 
Korean tendency towards industrial con- 
centration and centralisation continues to 
shape the economy. Even though many 
South Koreans profess to loathe the 
chaebol, most university 
graduates still want to work for 
them. In recent years, the 
chaebol have largely replaced 
the government as the most 
desirable place to work. 

For a while at least, the po- 
litical heat is likely to come off 
the chaebol. Businessmen and 
analysts say the political par- 
ties' need for cash — most of it 
under-the-table — to finance 
next year's three elections 
makes it likely that the govern- 
ment will adopt a more re- 
strained policy towards the 
chaebol in 1992. 

Business donations to the 
government appear to be on the 
rise again, after falling during 
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the first year of Roh’s administration. So- 
called quasi-taxes, which include donations 
to. various government causes ranging 
from sports events to flood relief (but not 
including political donations), peaked at 
0.82% of sales in 1986. They fell in 1987, the 
ar that political democratisation was in- 
augurated, and hit a low of 0.57% in 1988, 
the year Roh took over as president. 
< Quasi-taxes rose sharply, however, to 
0.71% of sales in 1989, the last year for 
which data is available. And the upward 
trend seems to be continuing, according to 
Koo Suk Mo, head of the Korea Economic 
Research Institute, which compiles the 
data. 
. The government wants the chaebol's fi- 
nancial support, but many officials are de- 
termined to prune and shape them. In 1990 
. and 1991, the chaebol were forced to sell 
: land in an effort to cool down the country's 
overheated property market. It was an ar- 
bitrary policy that had little legal basis, 
analysts say. As a result, the Kumho group, 
or example, was forced to sell a new golf 
ourse which it had built because officials 
decided that golf was not a politically cor- 
ect business for a chaebol to enter. 
. Earlier this year, the government forced 
the chaebol to choose up to three core 
‘companies which would be given easier 
ccess to credit than the rest of the group. 
This was intended to force businesses to 
pecialise in an effort to improve efficiency 
nd to impose some discipline on their 
prawling businesses. 
In a way that was symptomatic of the 

policy confusion: the core-holdings re- 
quirement was supposed to achieve the 
contradictory goals of limiting the chaebol 
гапа helping them at the same time. The 
plan was sold to the public as evidence that 
the government was getting tough on big 
_ business. But businessmen regarded it as a 
мау for the government to channel more 
.. credit to capital-starved companies. 
1 “Ws a typical Korean strategy of saying 
one thing [to the general public] and doing 
_exactly the opposite," says a foreign 
anker. "They are keen to channel the re- 
ources into the industries which have the 
best chance of increasing exports rather 
, than spreading scarce resources across the 
| board." 
` Although businessmen privately ex- 
press their satisfaction with the pro- 
‘gramme, business lobbyists attack it as yet 
another instance of bureaucrats trying to 
_act as nannies. "The government policy is 
, misguided and misleading in picking the 
inners," complains Koo, whose research 
-institute is an arm of the of the Federation 
. of Korean Industries, the country's big- 
|. business lobby group. 

d Koo says that the chaebol are able to 
< "make business decisions. better than the 
| government can. Samsung's foray into 
_ Semiconductors, for example, was made 
.. despite opposition from the government. 

















nomic liberalisation, most government of- 
ficials “do not trust the private-sector 
market mechanism. They think that with- 
out their intervention the economy may go 
the wrong way.” Worryingly, says Koo, 
many businessmen are complaining to him 
that “bureaucratic involvement is getting 
stronger and stronger.” 

Bank lending to large groups continues 
to climb, despite credit restrictions de- 
signed to channel cheap loans to smaller 
companies. Bank loans to the top five 
groups, excluding their core companies, 
climbed nearly 7% to almost Won 6.5 tril- 
lion as of the end of July. If the core com- 
panies are included, total bank borrowings 
would be Won 10.6 trillion, according to 
preliminary figures from the Bank of Ko- 
rea, the central bank. 

Government policies have, at least, kept 
the chaebol from grabbing an even bigger 
piece of the economic pie. By one measure, 
their share of value-added in manufactur- 
ing, they have lost significant ground since 
1987. The chaebol's share fell sharply from 
61% when Roh took office to 55% at the 
end of 1989. In 1981, their share was 65%. 

The growth in the share of value-added 
by smaller firms reflects an expensive af- 
firmative-action programme for these 
companies, especially those making com- 
ponents. Even this gain may not be as large 
as it seems, however, for many of the more 
successful small companies are tied to one 
of the large groups, formally or informally. 
Several large groups, most notably Sam- 
sung, have made a point of spinning off 





He notes that, for all the talk about eco- 





marginally profitable businesses in the pa 
few years. 

Moreover, Park You Kwang, secretar 
general of the Fair Trade Commissio 
contends that there has been some progre 
in the past five years in rationalising cc 
porate structures. Cross-shareholdinj 
(where company A owns stock in compar 
B and vice versa) have been virtual 
eliminated. He also says that most firn 
will meet the goal of reducing holdings : 
affiliated companies to 40% of their n 
worth by next March, as scheduled. 

Although the tough talk by the go 
ernment has not blunted the chaebol's ес 
nomic power, the business community 
more openly critical of the governmei 
than at any time since Park Chung Hee 
1961 coup. “Business people are very ш 
happy that this Sixth Republic governmei 
[of Roh Tae Woo] destroyed the compet 
tiveness of the economy by allowing tc 
many union activities and too many wag 
increases and spent too much everywher 
especially on construction, so that the 
have a heck of a time recruiting people i 
manufacturing," says Samsung's Kim. 

For all the complaints, however, Sout 
Korea is doing a credible job of adjustin 
to a more open political and economic er 
vironment, given the antipathy man 
South Koreans feel towards big busines 
and the pressures for radical reform. “W 
could have done far worse,” says Kim. “I 
many countries whenever you have bi 
changes in politics, the government be 
comes populist and prints money ani 
ruins the economy.” 





HONGKONG 


By Ed Paisley in Hongkong 


J CG Holdings, the first financial stock 
to list on the Stock Exchange of 
Hongkong (SEHK) since the 1987 crash, 
aroused only a flicker of interest among 
investors when 25% of its equity was 
floated in mid-September. Such indiffer- 
ence could be the inevitable result of a rash 
of new issues; alternatively, it could be the 
market turning up its nose at a company 
that pursues low-income borrowers. 

While other lenders scramble to entice 
well-heeled customers seeking tax loans, 
hire-purchase funds and credit cards, the 
Malaysian-controlled JCG Holdings’ de- 
posit-taking arm specialises in short-term 
loans at substantial premiums to the least 
creditworthy borrowers. 

JCG Finance Co. charges 24-48% on an 
annualised basis for its loans, with the ma- 
jority of its debtors being Filipino domestic 
workers and low-income Hongkong Chi- 
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Maids’ bank to market 


nese. Although these premiums are hefty 
they are more attractive to the borrowe 
than the usurious rates of licensed money 
lenders, which can go as high as 60% on a 
annual basis, or the even more cripplin; 
rates charged by triad loan sharks. 

The company has managed to hold it 
proportion of bad loans to under 3% of it 
total book since 1987 by limiting its com 
mitment to individual borrowers and b: 
maintaining the colony's most extensivi 
credit-data base. JCG also spreads the risl 
by keeping down the size of loans, but no 
overall volume. "This is not a high-risl 
business, if you do it well,” says ICG gen 
eral manager Leong Kwok Nyem. 

The company's return on assets las 
year was 10.6% in the first six months o 
1991, up from 8.9% in-1990 and from 9.79 
in the nine months to 31 December 198¢ 
(when the firm shifted to a calendar fisca 
year). A pre-tax profit of HK5344 milliot 
(US$4.4 million) in the first half of 1991 ha: 
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BUSINESS AFFAIRS 


JCG on track to meet its full-year earnings 
estimate of HK$70.7 million. The com- 
pany’s pre-tax earnings have jumped al- 
most 150% over the past five years. 

Morgan Grenfell Asia Securities, the 
lead underwriter of JCG’s just-successful 
offer in September, says the company’s 
proportion of bad debts will drop to 1.4% 
this year, after hitting 2.9% in 1990 and 
averaging between 2-2.5% since 1987. 
Other brokers are not so optimistic, and 
estimate an earnings downturn. 

JCG, or Japan Credit Guarantee, was 
founded in 1977 by Japanese and Taiwan- 
ese investors to target low-income borrow- 
ers in Hongkong. It expanded rapidly in 
the 1980s, introducing the JCG Credit Card 
and building a 31-branch network. 

The 74,000-strong Filipino community 
was a particular target market, with the fi- 
nance house opening several of its 
branches on Sunday, when the domestic 
helpers have a day off. The arrival in 
Hongkong of Philippine banks has re- 
duced JCG's dominance significantly. 

Public Bank Group, the largest private- 
sector financial-services conglomerate in 
Malaysia, acquired JCG for HK$176 million 
in 1990. The parent group is itself re- 
nowned for an ability to exploit the lower- 
to-middle reaches of Malaysia's business- 
and consumer-loan markets. 

Public Bank's acquisition gave JCG in- 
direct access to the Hongkong interbank 
market. With the money market to fall back 
on, JCG can be sure that it has enough cash 
to lend without being dependent on 
Hongkong-dollar depositors. In fact, JCG is 
now a net lender in the interbank market. 

Described as shop-keepers and house- 
wives by JCG management, these investors 
often save the minimum HK$100,000 nec- 
essary for an account with a deposit-taking 
company, but have little else in the way of 
personal savings. This is borne out by the 
fact that JCG's deposit base has remained 
stable at HK$306-325 million for the past 
four years. 

Even though Jcc’s time-deposit rates 
are 0.5-1% higher than prevailing commer- 
cial-bank rates, they still trail double-digit 
inflation. The relative unsophistication of 
JCG's depositors means that they are likely 
to leave their savings earning unspec- 
tacular interest rather than seek higher re- 
turns from pro or stock investments. 

The decision by Public Bank to offer 
106.5 million shares (at HK$1.28 each) in 
JCG was not done primarily to raise cash, 
though the funds will be used to buy many 
of the branch premises that the company 
now rents. Rather, the exercise was de- 
signed to familiarise the Hongkong finan- 
cial community with JCG. Also, the listing 
was designed to help with the launch of 
JCG Securities in early 1992, which will 
market stock on a retail basis through JCG 
Offices. JCG makes its debut on the ex- 
change on 3 October. п 
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Bases blessing? 


The end of Manila’s special relationship with Washington, signalled by the Sen- 
ate’s rejection of a new US-bases agreement on 16 ‚ Should logically spell 
disaster for a wobbly Philippine economy. But the departure of Uncle Sam could 
prove to be a blessing, if it produces enduring solutions to deep-rooted problems. 

The “if,” however, is a big one. It hinges on Congress being jolted into working 
with the executive branch to take radical steps to fix the economy. In its incarnation 
after Ferdinand Marcos’ downfall in 1986, Congress has yet to distinguish itself. 

After the rejection of the US-bases agreement, a dismayed Finance 
Jesus Estanislao scolded the Senate: “You want self-reliance; you want to rely on 
internal resources . . . Put your actions where your words have been.” He was 
referring to a tax-reform package formulated by the government. 

The statement was apparently made in pique. Estanislao would have lobbied 
for the tax package even if a new bases a 
administration needs to appease the IMF to receive badly needed aid, especially 
since the multilateral lender believes a tax overhaul is an essential component of 
Philippine economic reform. z 

If Congress yields to Estanislao's injunction, the benefits to the economy would 
be considerable, and n . The termination of the agreement is expected to 
cost the country about 1-1.3% of GNP next year, including the direct compensation 
for the bases paid to Manila by Washington. 

The core of the problem is a 
i budgetary mess made worse by an 
— = inadequate and regressive tax sys- 
tem. From 1972-89, government rev- 
enue as a tage of GNP 
only slightly, to 14.3% from 12.4%. In 
the same period, Thailand’s tax rev- 
enue to GNP rose to 17.4% from 
12.5%, while Malaysia’s climbed to 
25.1% from 20.3% 

The elite in the Philippines has 
been particularly successful in avoid- 
ing a heavy tax burden. Direct taxes, 
or those on income, profits and 
capital gains, accounted for only 3.1% of total revenue in 1988, ared with 
8.1% in Malaysia. 

The Philippines has been subsidised for decades by foreign aid and financing. 
After World War II and well into the 1950s, Washington extended a huge amount 
of reconstruction funding to Manila to ensure the economic and political stability 
that would allow for the retention of the much-valued military bases. Additional 
funding emerged in the 1950s and 1960s in the form of Japanese war reparations. 

In the 1970s, the Marcos administration created another substitute for taxes by 
greatly increasing low-interest commercial-bank borrowings and official-devel 
ment assistance. Marcos kept the country afloat, but he plunged it into deep d 
in the process. By 1986, external debt had surged to 66.2% of GNP, from 8.8% in 1970. 

The costs of servicing the debt accumulated in the Marcos years will make up 
about 32% of government expenditure this year. This debt servicing has gone a 
long way towards the budget coated with red ink: the deficit for 1991 is 
estimated at P27 billion (US$1 billion). 

Nearly five decades of foreign funding to augment budget shortages has ce- 
mented a weak tax structure. Nor has any political force emerged strong enough to 
pressure for change. In some countries, the military for its own self-interested 
reasons has been successful in urging a more effective tax system. In the Philip- 
pines, it has lacked that imperative as much of its funding has come from the US. 

Perhaps the end of the US presence in the Philippines — and the direct and 
indirect revenue created by the military bases — will force Congress to accept tax 
reform. Anti-bases Sen. Rene Saguisag gets straight to the point: “Maybe we need 


that kind of shock to get our act together.” п Rigoberto Tiglao 







Large debts, low taxes 
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dongkong's Peregrine spreads its wings 


Swooping to conquer 





ly Michael Taylor in Hongkong - 


ithin three years of its launch, 
W Hongkong merchant bank Pere- 

grine Investments has grown 
гот stockbroker to powerbroker. Backed 
y some of the territory's most influential 
nd politically well-connected tycoons, it 
as emerged to play a pivotal role in the 
alignment of corporate hegemony, from 
ле British hongs to the Chinese. 

From a base of HK$300 million 
US$38.4 million) start-up capital, raised in 
ite 1988 by founders Philip Tose and 
rancis Leung, Peregrine has gained con- 
‘ol over two Hongkong-listed companies 
rhich are expected to have combined as- 
ets of HK$5 billion by the end of the year. 

An elaborate series of corporate 
|1anoeuvrings has left the original com- 
any, Peregrine International Holdings 
ун), owning 34.9% of a merchant bank, 
егергіпе Investments (PIV), which in turn 
olds 34.9% of Kwong Sang Hong (к5н), 
ow primarily a property developer. 

Linking the corporate-finance business 
f Peregrine Capital, run by PIV managing 
irector Leung, to Peregrine Securities' 
istribution and trading team, run by riv 
hairman Tose, has proved lucrative. Prof- 
s for PIV in the first six months of 1991 
эзе nearly 75% on the year-earlier period 
› HK$156 million. Turnover was HK$1.8 
illion, of which, Tose says, “about 95%” is 
erived from Hongkong. 

After stripping out property dealings 
nd interest income, about half prv’s earn- 
gs appear to come from fees generated 
y corporate-finance operations and bro- 
erage commissions, while the rest comes 
‘om playing the Hongkong market. 

Although merchant bankers Wardley 
nd Standard Chartered Asia continued to 
'ad Peregrine in the number and size of 
ıitial public offerings underwritten during 
ane 1990-91, the deals which have shaped 
fongkong’s future have all passed 
wough Peregrine's hands. During Janu- 
ry-June 1991, the company either spon- 
эгей or underwrote about HK$8.7 billion 
f the HK$12.3 billion raised by initial 
ublic offerings, placements and directly 
y warrant issues on the Stock Exchange 
f Hongkong (SEHK). 

The total disguises the significance of 
ne deals. Peregrine sponsored the re- 
eated tranches of warrants issued on Li 
‘a-shing’s Cheung Kong and Hutchison 
Vhampoa, which directly raised more 
yan HK$2 billion in less than four months; 
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and it was co-lead underwriter with 
Wardley on a HK$5.6-5.9 billion one-for- 
one rights issue for Hopewell Holdings, the 
construction company owned by Gordon 
Wu. 

Perhaps most importantly, Peregrine 
has played an integral role in the rise to the 
forefront of Hongkong business life of the 
mainland-controlled China International 
Trust and Investment Corp. (Citic). Henry 
Fan, deputy managing director of Citic 
Hongkong, told the REVIEW: “We аге 5% 
shareholders [in Peregrine International 
Holdings]. We are completely satisfied 
with the relationship and are looking for- 
ward to more cooperation.” 

In January 1990, Peregrine was adviser 
to Citic Hongkong during its takeover of 
listed company Tylfull. 
Two months later, it again 
acted as adviser in a high- 
profile deal in which Citic 
paid HK$10.3 billion to 
Cable & Wireless for a 
20% stake in Hongkong 
Telecom, the territory's 
largest listed company. 

In June this year, it was 
on hand to facilitate the 
injection into Tylfull of 
Citic Hongkong’s 12.5% 
stake in Cathay Pacific 
Airways, as well as the fi- 
nancing which brought 
both Li and Malaysian- 
Chinese businessman 
Robert Kuok into Citic Pa- 
cific (a listed company 
49%-owned by Citic 
Hongkong), with stakes of 
5% and 20% respectively. 

Finally, in September it 
stepped out from its role 
as adviser, placer and underwriter, to be- 
come a principal in its own right, taking 
8% in a consortium bidding HK$6.9 billion 
to buy private hong Hang Chong Invest- 
ment. The consortium included Citic Pa- 
cific (36%), Li (19%), Kuok (7%) and Larry 
Yung (6%), the chairman of Citic Pacific. 

Peregrine’s appearance as a principal in 
the consortium illustrates not just its inti- 
mate connections with Hongkong’s new 
power brokers, but the apparent depths of 
its pockets. PIV’s 8% stake will cost about 
HK$555 million, of which about 75% can 
probably be financed from the company’s 
cash resources. The bank balances of PIV 
and it subsidiary KSH can be estimated, af- 
ter the latest restructuring in April this 
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PIH’s shareholders 





year, to be around HK$410 million and 
HK$421 million respectively. 

At least two sets of overlapping rela- 
tionships have been crucial to Peregrine’s 
success. First and paramount is Tose’s 
unique relationship with Li, which has al- 
lowed Peregrine access to the tycoon's 
friends and proteges. This relationship is 


supplemented by the web of commercial |. 


contacts nurtured in 1986-88 when Tose, 


Leung and SEHK chief executive Francis | 


Yuen were forging one of Hongkong's 
leading investment banking teams at 
Citicorp. 


Rivals describe Tose's relationship with — 


Li as "extraordinary." So does Tose: "It's a 
very special relationship which you very 
seldom can achieve with someone of his 
stature and position in a market. It's not 
just a business relationship. I would view 
him as a very close personal friend, and 
someone in whom I have absolute trust." 
That trust appears to be reciprocated. 
For Li has a negligible beneficial interest in 
Peregrine: Cheung Kong's 39%-owned 
subsidiary Hutchison Whampoa has an 8% 
stake in Peregrine International Holdings. 
Nor is it that Li has an 
$ aversion to holding stakes 
in Hongkong merchant 
banks: he owns CEF Capi- 
tal. And in May, Peregrine 
bought CEF Securities. 
The Li-Tose relation- 
ship dates back to 1975, 
when Vickers da Costa, 


be the first research report 
by a Western broker on a 
Chinese company — a 
property developer called 
Cheung Kong Holdings, 
Li's primary vehicle. 

The connection be- 
tween Li and Tose is close, 
but has not been without 
controversy. In 1982 it 
came under close scrutiny 
when Tose bought heavily 
into Hutchison Whampoa 
both in Hongkong and 
London immediately prior to the an- 
nouncement, on 25 September 1979, that 
the Hongkong Bank was to sell a 22% stake 
in the company to Cheung Kong. Hong- 
kong’s first Insider Dealing Tribunal found 
no evidence that either Li or Tose had be- 
haved culpably. 

In 1987-88, as head of investment 
banking for Citicorp Scrimgeour Vickers, 
Tose played a role in orchestrating the at- 
tempt by Li, Citic Hongkong, New World 
Development and Henderson Land to. 
poach Hongkong Land from the Jardine 
Matheson empire. Although the attempt 
only resulted in a buy-back and a seven- 
year standstill agreement, in hindsight the 
attempt clearly foreshadowed the shape 
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with Tose at its head, pro- 
duced what is claimed to 
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of things to come: three of the four mem- 
bers of the raiding party have resurfaced 
_ as members of the Hang Chong consor- 
um. 
. The relationship between Peregrine, Li 
and Larry Yung, who some see as 115 pro- 
"© tege, carries lurking dangers. Yung's power 
_ base in Citic Hongkong and Citic Pacific 
-< derives solely from the fact that his father, 
. Rong Yiren, is chairman of the entire Citic 
. empire, which in Peking has the status of a 
ministry of state. Political relationships 
such as these, though they hold out the 
_ promise of political advancement or pro- 
tection from the Peking authorities, depend 
Хог their durability on the state of Chinese 
. politics. 
57 Nevertheless, the connection so far has 
| proved formidable, as the unchallenged 
„ takeover of Hang Chong illustrates. “I rec- 
:' ognised quite early on that there was going 
_ to be a major transfer of power, the old 
-British hongs were on the way out and that 
_ it was the Chinese who were going to take 
с over,” says Tose. 
5... In particular, Li and Peregrine have 
5 grown strong amid the pre-1997 uncer- 
.. tainties afflicting Hongkong's only compa- 
rable concentration of financial and politi- 
cal firepower: the Hongkong Bank and its 
merchant bank, Wardley. 

The Hongkong Bank was involved at 
no stage with the Hang Chong bid, either 
as adviser or principal. Hang Chong 
should have been a natural client for the 
Bank and its corporate-finance arm: the 
company's controlling Ho family founded 
| the Hang Seng Bank, which is now 61.5%- 
. owned by Hongkong Bank. And Li, widely 
believed to be the motivating force behind 






















the consortium, is deputy chairman of the 
Hongkong Bank. 

Peregrine’s second set of relationships 
are with its original shareholders, who 
were first nurtured while the company’s 
founders were working at Citicorp. These 
allies and acquaintances represented 
power-brokers brought in by Tose and Li 
as well as a dozen or so clients who had 
few pretensions to deciding the economic 
fate of Hongkong, but who would need of 
Peregrine’s corporate-finance skills. 

Tose and Leung together hold 35% of 
Peregrine International Holdings. The 18 
original investors who share the remaining 
65% of the equity include: Citic Hongkong 
(5%); Hopewell Holdings (8%); Hutchison 
Whampoa (8%); and Yue Xiu Enterprises 
(Guangdong’s provincial trading organi- 
sation). 

The original shareholders, who have 
remained stable with only one minor ex- 
ception, not only provided the start-up 
capital, they also provided almost all the 
corporate-finance business the company 
executed in the first year of its life, and 
doubtless also formed the core of its 
stockbroking-client list. 

Peregrine had to wait until November 
1989 to win business from a genuinely 
blue-chip independent company, handling 
a HK$386 million cash offer for Polly Peck 
Far East from a consortium headed by Sun 
Hung Kai Properties. Not until the second 
half of 1990 was the company winning 
a steady flow of corporate-finance busi- 
ness from outside its original shareholder 
base. 

Peregrine’s contacts and the ease with 
which it has built its asset base tend to 
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disguise the skill and aggression with 
which it has exploited its advantages. For 
example, in the first half of 1990, Peregrine 
accumulated a 5% stake in Tylfull for about 
HK$1.20 a share. Tose says: “It was a long- 
term investment cementing relationships 
with a group we believe is going to be very: 
important.” 

Similarly, unlike its bank-owned com: 
petitors Wardley and Standard Chartered 
Asia, it is also occasionally willing to act 
not merely as underwriter for new issues, 
but also as principal. Leung says: "We nor- 
mally take a stake prior to the flotation. 
Our clients like us to take a position, be- 
cause they say, if you are my partners, if 
you are a shareholder, you will give more 
attention to my company." 

Peregrine's position in Hongkong is al- 
lowing it to develop a wider spread of re- 
lationships and its power in the territory is 
beginning to yield results in its nine over 
seas offices. For example, the company's 
work for Citic Pacific brought it into con- 
tact with Robert Kuok. And in May this 
year, it surfaced as adviser to Kuok's 
Shangri-La Properties in Singapore, in ai 
HK$194 million rights issue. 

Both Tose and Leung are anxious toi 
convey that Peregrine is more than just Li 
Ka-shing's favourite investment bank, 
"There's no distinction to us between smalt 
clients and big clients. Big clients can be 
very difficult and they don't allow yow 
to earn too much. But small clients appre- 
ciate us — they never bargain with us on 
fees. We help them, we treat them asi 
partners. And remember, 15-20 years ago, 
Cheung Kong was a small company,” saysi 
Leung. ш 





| Building the nest 


^. For all its contacts in Hongkong, the cli- 
ent for whom Peregrine has dreamed up 
and executed the most brilliant series of 
corporate manoeuvres has been Peregrine 
: itself. 
In a series of takeovers, asset shuffles, 
asset strippings, leveragings and corpo- 
¿rate restructurings, the company has in 
three years parlayed HK$300 million 
.(US$38.4 million) of start-up capital into a 
"corporate empire controlling some HK$5 
billion worth of assets. And it has done it 
"without losing control of its own destiny 
«| or alienating its shareholders. 

The deal which provided the spring- 
|. board for Peregrine's flight was the Sep- 
.j tember 1989 HK$194 million purchase of 
^]. a 3096 stake in Kwong Sang Hong (KSH), a 

; listed 79-year-old property, investment 
and cosmetics firm, which at the time was 














a minor inconvenience on the fringe of Li 
Ka-shing's corporate empire. 

Li's problem was that earlier in 1989 
he had tried to privatise к5н, which left 
him holding 82.2% of the company. After 
making the obligatory placement to re- 
duce his holding to 7596, he was left 
owning a company which was trading 
well below its net asset value. 

The resulting arrangement is widely 
seen as a sweetheart deal from Li to Philip 
Tose. Tose, however, demurs: “It was a 
straightforward deal. It wasn’t, ‘Here you 
are Philip, here's something for you.’ 
People were well aware that Kwong Sang 
Hong was for sale.” 

Peregrine Investment Holdings was 


too small to consider buying KSH, but put 
together a massive restructuring exercise 


which secured it 35% of the equity by 








February 1990. 

Under the restructuring, Kwong Sing; 
first paid out a special dividend to its 
shareholders (mainly Li) totalling HK$900 
million, realising HK$412 million from 
the company's general reserves and the 
balance from its property revaluation; 
reserve. To raise the cash for the 
payout, KSH took on HK$600 million in. 
bank debt. 

With the company’s assets thus re~ 
duced, Li sold PIH 30% for HK$194 mil- 
lion, sold Huey Tai International (an in- 
vestor іп PIH) 10%, and Peregrine Bro- 
kerage placed out a further 10%. But 
within days of the deal, KSH announced 
that it had sold one of its largest assets, 
the bottom half of the Citicorp Centre in 
Hongkong's North Point, for HK$625.3: 
million, to Carlingford Swire. The sale 
was enough to unburden the company of? 
the bank debt taken on to pay for the 
special dividend. 

The attraction of KsH for Peregrine was: 
that it could borrow money against its 
property holdings. Less than two weeks: 
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fter taking over KsH, the banks had 
акеп a charge over all KSH’s HK$774 
nillion of properties, and granted the 
ompany a HK$600 million revolving 
redit facility. In addition, KSH raised non- 
ecourse loans totalling US$14 million 
rom a shipping company in which it had 
n 80% interest. 

“We bought it because at that stage 
'rancis [Leung] and I recognised that we 
ieeded more capital for our business. The 
dea was that we were going to use KSH as 
тг vehicle. But no sooner had we com- 
"leted that than Tai Shing became avail- 
ble," Tose says. 

Tai Shing International Holdings was 
nother chance to grab a large bunch of 
asily liquefiable assets quickly. Tai 
ihing had started off as a property deve- 
opment company, but had turned into 
he vehicle through which local specula- 
or Heung Chit-kau played the Hong- 
tong bourse. 

But Heung was very exposed when 
he market crashed in response to the 
une 1989 bloodshed in Peking. Tai Shing 
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How Peregrine’s assets grew 
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.| April 1991: 
.| Restructured to make KSH a subsidiary of PIV 
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reported a loss of HK$150 million for the 
first six months of that year. Heung 
wanted out. 

In March 1990 Heung sold KsH his 
34.9% share in Tai Shing for HK$477 mil- 
lion. For its money, KSH took control of 
net assets worth HK$892 million, includ- 
ing a share portfolio worth more than 
HK$1 billion. KSH promptly leveraged 
again on its Tai Shing stake, mortgaging 
its shares to the Bank of East Asia for fa- 
cilities worth HK$135 million. 

PIH duly sold Peregrine Capital and 
Peregrine Securities to Tai Shing for 
HK$260 million, and renamed the com- 
pany Peregrine Investments Holding 
(PIV). 

The assets were deployed in an unruly 
structure, in which the shareholders who 
founded Peregrine as a financial firm 
found themselves owning a 34.9% stake 
in KSH, a property company, which in 
turn held 34.5% in PIV. 

In April this year a final corporate re- 
shuffle restored order and allowed PIH to 
hold piv directly once again. In the re- 
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shuffle, PIH sold its 34.5% stake in KSH to 
PIV for HK$342 million, and bought 
KHS’ 34.9% stake in PIV for HK$508.6 mil- 
lion. 

Leung says the point of the restructur- 
ing was to funnel cash to KSH, to allow it 
to compete in the Hongkong property 
market. “By reversing the structure, cash 
is freed up for KSH, which previously was 
tied up in this 34.5% interest in PIV. We 
want to turn KSH into a property com- 
pany, and property is a capital-intensive 
acitivity," he says. 

As an asset-rich subsidiary, KSH also 
gives Peregrine a home for assets its cor- 
porate-finance business generates. For 
example, KSH has bought a HK$165 mil- 
lion convertible loan note on Asia Securi- 
ties. 

The final stage in Peregrine's asset- 
building will come towards the end of 
this year, when Peregrine's outstanding 
warrants become due for conversion. If, 
as seems likely, they are converted, it will 
bring the company an extra HK$1.9 bil- 
lion in capital. m Michael Taylor 
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INVESTMENTS 


IBM in joint venture with India’s Tata Group 


Big Blue returns 





By Carl Goldstein 
I ndia's new leadership i is on the verge 





of bagging an important trophy in its 

campaign to lure foreign investment 
with the decision by US computer giant 
International Business Machines Corp. 
(IBM) to re-establish manufacturing opera- 
tions in the country. The 50:50 joint ven- 
ture with Bombay-based Tata Group, In- 
dia's biggest industrial conglomerate, will 
manufacture high-end personal computers. 
It will also serve as a procurement centre 
for supplying IBM's operations worldwide 
with Indian-made components and sub- 
assemblies. 

Neither IBM nor Tata has revealed what 
sort of production levels are planned for 
the new venture, but total investment will 
amount to Rs 850 million (US$33 million), 
made up of Rs 260 million from each part- 
ner and bank borrowings. Analysts said 
the company would probably be located in 
Bangalore, the centre of India's informa- 
tion industry, but Coyle said no final deci- 
sion had yet been taken. 

The venture, which India's Commerce 
Minister P. Chidambaram told reporters in 
Washington had already been approved, 
has great symbolic importance. IBM with- 
drew from India in 1977 rather than re- 
duce its then-majority stake in a manufac- 
turing subsidiary as mandated by changes 
to the Foreign Exchange Regulation Act, 
Coca-Cola also withdrew from the market 


COMPANIES 





Down 
and out 


Investors who have been battered on the 
Australian Stock Exchange (ASE) by the 
worst annual downturn in corporate 
earnings in more than a decade can look 
forward to more of the same. The bad 
news hit on 30 September, when most of 
the companies listed on the ASE an- 
nounced their results for the fiscal year 
ended on 30 June. The companies an- 
nounced a spate of losses, asset write- 
downs and dividend cuts that are not 
expected to let up in the current year. 
The most ominous events were ad- 
missions by two ASE blue chips, Broken 


rather than give up control 
of its subsidiary. 

IBM resumed sales to 
the Indian market in 1985, 
with marketing services 
performed out of Singa- 
pore. But steep tariff bar- 
riers limit the potential for 
such imports. While some 
tariff reduction may be ex- 
pected in the future, most 
foreign firms have con- 
cluded that only in-coun- 
try production can tap the 
Indian market. 

IBM will become the 
third major US computer 
maker to get in on the act. Digital Equip- 
ment Corp. began producing minicomput- 
ers in Bangalore two years ago in a 40:60 
joint venture with Indian computer manu- 
facturer Hinditron. In April, Hewlett- 
Packard and HCL, India’s largest computer 
maker, joined forces to manufacture mini- 
computers and workstations in Bangalore. 

The IBM-Tata venture is one of the first 
high-profile foreign-invested projects to be 
announced since the government of Prime 
Minister P. V. Narasimha Rao unveiled a 
package of economic-liberalisation mea- 
sures in July (REVIEW, 8 Aug.). Besides the 
elimination of licensing requirements for a 
wide range of industries, Rao also stated 
his intention to lift the limit on foreign 
ownership in most industries to 51%. (An 


Hill Proprietary (BHP) and CSR, that their 
performances will get worse. BHP, the 
exchange's largest company, warned in- 
vestors at its annual meeting that a five- 
year growth run would end in the cur- 
rent fiscal year. It blamed weak demand 
for steel and lower oil prices. 

CSR, the building-products and sugar 
giant, announced that its earnings fore- 
cast for the fiscal year ending on 31 
March 1992 would have to be revised 
downwards. The company said earnings 
would plunge 63% from a year earlier to 
A$200 million (US$160 million) because 
of poor building starts, low aluminium 
prices and drought. 

Many other companies warned in 
their earnings reports for the fiscal year 
ended on 30 June that their operations 
are also not performing well in the cur- 
rent year. Consequently, analysts have 
been frantically revising downwards 
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Rao: foreigners allowed. 


earlier liberalisation by former prime min 
ister V. P. Singh had cleared the way fo 
majority foreign ownership in the hotel in 
dustry.) 

An IBM official said the company hac 
been holding talks with Tata chairman Ra 
tan Tata even before Finance Ministe 
Manmohan Singh announced the govern 
ment's liberalisation package in Parlia 
a ment. “But we clearly wil 

have more flexibility un 

der the new regime,” sai 

Richard Coyle, IBM's То 

kyo-based communica 

tions manager for the Asia 

Pacific region. 

Besides the attraction o 
selling locally made com 
puters in India, IBM i 
hoping to take advantag: 
of India's vast pool o 
cheap engineering talent 
An existing Tata softwan 
company in Bangalore 
which already writes soft 
ware for IBM laboratorie: 

around the world, will expand its opera 
tions with IBM assistance both domestically 
and for the overseas market. 

The new venture fits the model of i 
project launched by IBM a year ago п 
China (REVIEW, 13 Sept. '90). The 50:50 join 
venture with a Tianjin-based, state-owne 
computer maker also aimed at penetrating 
a relatively closed market by setting uj 
manufacturing operations in the country 
It had as a side benefit the easier access t 
cheap components for distribution to IBM’; 
worldwide operations. 

The two projects highlight the length: 
companies in the increasingly cut-throa 
international computer industry are being 
forced to go in their drive to cut costs anc 
penetrate new markets. 


their earnings estimates for these compa- 
nies. 

The corporate results and warnings 
caught most analysts sleeping. In Au- 
gust, most analysts predicted that earn- 
ings for the current fiscal year would rise 
on average by 12%. That figure will be 
lowered sharply in coming weeks. 

Many companies could also have 
their ratings lowered. One-time ASE dar- 
ling BTR Nylex is under scrutiny be- 
cause of a 41% drop in its earnings. 
Cigarette maker W. D. & H. O. Wills has 
also been criticised for not warning the 
ASE of its 50% earnings decline. 

All is not doom and gloom on the 
ASE, however. Paper and packaging 
group Amcor reported stronger results 
even after a year of price wars, and tele- 
vision leader Nine Network rebounded 
to a A$30 million profit from a A$619 
million year-earlierloss. ^ Alan Deans 
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AID 


lapan struggles to meet aid commitments 


Donors dilemma 


ły Anthony Rowley in Tokyo 


n 1989, Japan became the world’s lar- 
I gest provider of official development 

assistance (ODA), provoking specula- 
ion that it would become firmly estab- 
ished as the world’s principal foreign-aid 
“ower. Within a year, however, Tokyo had 
eded the top slot back to Washington, its 
rief supremacy having rested on ex- 
hange-rate shifts and other transient fac- 
ors. 

Japan's ODA role, it now seems clear, is 
iot going to be as dramatic as once seemed 
ikely. The ambitious aid targets which 
'okyo hoped to achieve by 1992 are un- 
kely to be reached, and its aid policy faces 

variety of constraints — financial and 
dministrative, as well as from changing 
apanese perceptions of the country's role. 

The continuing lack of a national con- 
ensus on aid in Japan is an important and 
ften disregarded factor. Officials cite the 
bsence of a “missionary” ethic of the kind 
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which drives much Western aid. This is 
reflected in the relatively tiny contribution 
to Japanese aid from non-governmental 
organisations. 

Aid is seen, too, as a component of for- 


eign policy — a substitute for an active 
military role in the international order. In 
response to Western pressures, it has also 
been a means by which to redistribute Ja- 
pan's financial surpluses. 

Tokyo has faced these two problems by 
throwing money at them, often reaping 
considerable commercial advantages in the 
process. 

But things are now changing. The cur- 
rent special session of the Diet is expected 
to pass legislation permitting Japan’s self- 
defence forces to take part in UN peace- 
keeping operations, a move that will ab- 
sorb an as-yet unquantifiable portion of 
monies that might otherwise have gone 
into aid. 

Increasingly too, Japanese are ques- 
tioning whether giving away money 
through ODA wins them any international 
popularity. Many are unimpressed by ar- 
guments from prominent figures such as 
former Japanese finance minister Saburo 
Okita that Japan should triple its aid 
spending to around US$30 billion a year, 
or roughly 1% of GNP. 

Yet even at this level, Japan would 
continue to trail its peers under a definition 
of aid which has gained popularity since 
the Gulf War. This. measure takes account 
of contributions to international security as 
well as ODA. The US' combined defence 
and aid spending amounts to 5.5% of its 
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GNP; Europe's to around 3%. Japan's con- 
tribution in these terms is currently just 
over 1.3% of GNP, and would rise only to 
2% under the Okita proposal. 

Tokyo has accepted a UN target that 
calls for Japan ultimately to commit 0.7% 
of its GNP to ODA, implying aid spending 
of around US$20 billion a year. 

Were Japan to match Europe in spend- 
ing 3% of GNP on aid, its outlay would be 
around US$87 billion a year — or almost 
double the current aid spending of all 
OECD countries put together. That, how- 
ever, is very unlikely to happen. Indeed, 
there are signs that Tokyo is having diffi- 
culty fulfilling its pledge to spend US$50 
billion in ODA between 1988 and 1992. 
During the three years to 1990, its ODA 
disbursements totalled US$27.3 billion — 
only 54% of the five-year goal. Foreign 
Ministry officials say it will “not be easy” 
to meet the target. 

Disbursements have been held back by 
difficulties in finding suitable projects, as 
well as by acute personnel constraints on 
administering aid. And in its anxiety to 
please G-7 partners, Tokyo has probably 
formulated over-ambitious targets. 

In the fiscal year which ended in March, 
Japan's ODA totalled US$9.2 billion — be- 
hind the US$10 billion-level implied by its 
own programme, and which the US man- 
aged to exceed that year. (Exchange-rate 
shifts play a part here: though Japan's 
contributions rose only 3% from the pre- 
vious year in US-dollar terms, they were 
up 8% in yen terms.) 

Moreover, Japanese aid targets are often 


Lending 
a hand 


Loans account for a much higher propor- 
tion of Japan’s bilateral aid than is the case 
with other donors. In 1989, the loan por- 
tion was 55% — roughly double the ratio 


for Europe. 


Although Japan is slowly increasing its 
grant aid, the Foreign Ministry defends 
its present policy. Loans — even when 
given on concessional terms — are subject 
to repayment and therefore promote self- 
discipline, it argues. "People will not go 
in for self-help if they get grants," says a 


Foreign Ministry official. 


The ministry argues, too, that "no 
country has unlimited aid resources, and 

| [loans offer] considerable advantages 
from the viewpoint of supplying large 
amounts of money." Critics counter that 
even with its high loan content, Japanese 
ODA às a proportion of GNP is still below 


the developed-country average. 





Minesweeper evades protesters: aid boost. 


opaque. A recent OECD study spoke of 
"scepticism" over the Japanese plan (also 
announced in 1988) for recycling US$30 
billion of the nation's surpluses. It is un- 
clear even now whether this money is part 
of, or additional to, the US$50 billion ODA 
target and to what extent the targets have 
been met. 

Ranged against the lobby calling for 
much bigger Japanese aid spending are a 
number of critics. Some believe structural 


A more serious charge is that loans 
carry an obligation, whether stated or not, 
that the monies be spent in a way that 
benefits Japan. Officials seek to blunt 
criticism by pointing out that about 80% 
of ODA loans are now provided on an 
“untied” basis. Japanese companies se- 
cure only a quarter of resulting contracts, 
while developing-country contractors 
(some of which may be Japanese-in- 
vested) get more than half. 

Japanese ODA loans have mainly been 
directed towards large infrastructure 
Projects, often paving the way for massive 
direct investments by Japanese manufac- 
turers. Tokyo's emphasis on providing 
aid to Indonesia and more recently to 
Thailand and Malaysia — where the Ja- 
panese commercial presence is now huge 
— tends to bear out such arguments. 

In addition, much of Japan's aid is 
given on a "request" basis. Critics say this 
allows Japanese businessmen to “coach” 
developing countries on what aid to ask 
for, a fact which enables Japanese compa- 
nies to position themselves to participate 
in subsequent contracts. 
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» problems in Tokyo's fragmented aid : 


ministration need to be fixed before a 
big expansion can take place. Others woi 
about the potential for corruption, giv 
the size of disbursements handled by in 
vidual officials. 

As the Foreign Ministry notes: “A 
panese aid official handles two to fi 
times more aid money than a comparal 
European or American official." 

While the amount of aid provided 
Japan has increased by almost 250% (in L 
dollar terms) over the past decade, t 
number of aid personnel has increased | 
less than 50%. At around 1,500, Japan's a 
establishment is about as big as Britain 
which dispenses only one fifth as mu 
ODA. 

These deficiencies are highlighted 
Asia, which receives just over 60% of ] 
pan's aid. For example, in Indonesia — t 
biggest recipient — Japan has only abo 
20 aid personnel to the US’ 100-plus. 

Yet there are many government finge 
in the aid-administration pie. The Mini 
tries of Finance, Foreign Affairs and Inte 
national Trade and Industry, as well as tl 
Economic Planning Agency, all have a sc 
on aid. So, too, do the Overseas Econom 
Cooperation Fund (OECF) and the Jape 
International Cooperation Agency (JICA). 
dozen other ministries with technical-a 
sistance budgets are arguably also involve 
in aid administration. 

This unwieldy structure makes it dift 
cult for Tokyo to formulate a coherent ai 
strategy, critics say, and renders it vulne 
able to outside pressures — especially fror 


Some observers, such as OECD cor 
sultant Derek Healey, have a benign vie 
of all this. They argue that the commercii 
nature of Japanese aid stimulates trad 
between donor and recipient, especiall 
in Asia, and encourages Japan to open il 
markets so that its beneficiaries can ear 
enough to repay their loans. 

The World Bank commends Japan' 
development model, but thinks Japa: 
should take aid a step further and assis 
the spread of universal education — 
based on its own systems — throughou 
developing Asia and beyond. Currently 
Japan grants less money for education 
and other social services than it does fo 
economic projects. In its loan aid, thi 
disparity is even bigger. 

Robert Orr, an expert on Japan's Ор; 
policies, maintains that the key to under 
standing Japanese ODA is to view it no 
strictly as aid but as keizai kyoryoku, o 
economic cooperation. It comprises i 
broad category of financing provided by 
the private sector and non-aid source 
such as the official Export-Import Bank 
as well as by more conventional aic 
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ле US, which has led the West's calls for 
ipan to increase its aid-giving. 

The critics would like to see Tokyo set 
p a single coordinating agency, much like 
Vashington’s USAID, working within 
uidelines similar to those in the US For- 
ign Assistance Act. 

But Japan’s Foreign Ministry rejects the 
eed for any such changes. Ministry offi- 
ials complain that Tokyo’s aid bureau- 
racy is misunderstood; the Foreign Minis- 
у is the contact point for all aid, they 
oint out, and 80-90% of aid is adminis- 
"red by only two ministries — foreign af- 
urs and finance. 

The Foreign Ministry is similarly an- 
igonistic towards the idea of an aid law, 
rhich opposition parties have sought as а 
леапѕ of increasing Diet control over aid. 
We think that we already explain the aid 
rocess to the public through white papers 
nd Diet debates," a Foreign Ministry offi- 
ial says. The OECF and JICA both publish 
nnual reports, he adds. 

Yet political interest in aid matters is 
rowing. Diet questions have ranged over 
isues such as the environmental impact of 
ipanese-assisted projects, and the ability 
f certain countries (the Philippines, for 
ne) to absorb large-scale aid efficiently 
nd without corruption. 

There are also less fortunate ways by 
‘hich politicians become engaged in the 
id process. Aid expert Robert Orr cites the 
ase of a luxury hotel in Bangladesh which 
ras funded by ОЕСЕ loans supported by 
the highest circles" within the ruling a 
ral Democratic Party. 


t 
е 


»urces. 

Japanese aid is thus inevitably more 
[сле than Western aid, and 
learly benefits Japanese interests, says. 
тт. But one virtue of the system is that, 
nlike Western aid, Japanese econo 
ooperation cent: even after a 
eveloping country has reached the 
age of development where Western: 
overnments would compel it to 
graduate" to market financing. South 
orea is due category, and Thailand 


лаке aid conditional upon recipient 
»untries not devoting too much of their 


ational Tebat as mi. 
In the end, however, the converg AM 
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ECONOMIC MONITOR: 


SINGAPORE 





Pausing for breath 


ingapore's economy, which had 

defied the worldwide economic 

slowdown last year, began to con- 

tract in the first half of this year. In 
some export sectors such as electronics, the 
slowdown was so sharp that once-un- 
heard-of retrenchments have become real- 
ity. But most analysts believe the economy 
should start picking up steam late next 
year on the back of a US recovery. 

Given the expectations for Singapore's 
economy in February immediately after the 
Gulf War, when GDP for 1991 was ex- 
pected to rise 8-9%, the current forecast of 
7% — down from 8.3% last year — has 
had a dampening effect on business senti- 
ment. The Singapore Stock Exchange's 
Straits Times Index has fallen about 15% 
from February levels. 


сомог EI sectors 


If the current GDP prediction proves 
correct, it would be the lowest growth since 
1986, when the economy expanded 1.8%. 
And things could get worse before they 
improve. Ong Nai Pew, head of research at 
BZW-Pacific Union Singapore, says GDP 
growth in 1992 could slide to 6%. 

In the second quarter of this year, the 
latest period for which data is available, 
growth in the city-state’s star sectors of 
manufacturing and financial services eased 
substantially. Manufacturing growth slid to 
6% from 10.3% in the first quarter. Finan- 
cial-services growth slowed to 9% from 
10.2%. But the construction sector had 
strong growth of 17.1%, up from 12.7%. 

Singapore's slower second-quarter per- 
formance would have been respectable in 
many other countries. But the composition 
of the slowdown is causing concern in 
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some circles in the light of the city-state’s 
last recession six years ago. The previous 
recession was caused by a slowdown in 
manufacturing and financial services made 
worse by a strong Singapore dollar. 
Nonetheless, the current situation, de- 
spite superficial similarities, is far different. 
Financial services and manufacturing are 
still strong, and even though the Singapore 
dollar is trading at a record S$1.69 against 
the US currency, it is doing so mostly be- 
cause of a weak American dollar rather 
than from any inherent strength. 
Moreover, the Monetary Authority of 
Singapore, the quasi-central bank, appears 
to be serious about keeping inflation in 
check. As a result, it is expected to move 


^ 


quickly to keep the Singapore currency ~ 


from appreciating sharply. Inflation 
reached 4% in July and was 3.8% for the 
entire first half. These are the highest rates 
that Singapore has seen since 1981, when 
inflation was 8.1%. 

In another sign of slowdown, the ex- 
pansion of commercial-bank credit slowed 
to 9.4% from 13% in the first quarter. As to 
be expected, lending to the construction 
sector rose 18% in the period, up from 16% 
in the first quarter. 

Domestic demand growth in the second 
quarter also slowed, to 3.8% from 5.6%. But 
external demand growth increased to 9.1% 
from 7.7%, giving Singapore's trade-de- 
pendent economy a boost. 

Despite the lay-offs in the electronics 
industry, the low level of 1.7% unemploy- 
ment means the economy is operating at 
more than a full-employment level. Ana- 
lysts point out that the job cuts took place 
at manufacturers of computer disk drives, 
of which Singapore is the world’s largest 
producer. They say these workers are ei- 
ther foreigners, who will return to their 
homes, or are workers who are likely to 
get other jobs easily. 

Interest rates, which rose in the first half 
of this year, have started to ease, with the 
prime-lending rate of major banks cur- 
rently at 7.25%, a quarter of a percentage 
point lower than a month ago. 

Some analysts believe an economic 
slowdown is healthy for the city-state's la- 
bour picture in the long run. They point 
out that the government earlier this year 
was concerned that the economy could 
overheat, resulting in a tighter labour sup- 
ply and higher wages. Meanwhile, the for- 
tunes of Singapore's electronics industry, 
like most other sectors, are dependent on 
the extent of the US recovery. 

m N. Balakrishnan 
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Cross-border insurance 


s the date of Hongkong’s integra- 

tion into China nears, people in- 

side and outside the colony have 

engaged in a flurry of specula- 
tions. But a case could be built that 
Hongkong has already started on the trek 
towards full integration into China, and 
that come 1997, all that will remain will be 
the formalities. 

Directly and indirectly, consciously or 
not, many Hongkong Chinese form a part 
of Guangdong’s past century of contact 
with foreigners. The stock from which 
most of the Hongkong people come is one 
which is familiar with suffering, crises and 
uncertainties. 

The conversion of Shenzhen into a spe- 
cial economic zone (SEZ), a mini-Hong- 
kong, has had an important part to play in 
firming up this integration process. Note 
must be taken, too, that three of China's 
five SEZs, known for their role as laborato- 
ties for economic reforms, are in Guang- 
dong province. The two others are Zhuhai, 
near Macau, and Shantou, northeast of 
Hongkong. 

Shenzhen continues to duplicate 
Hongkong through market reforms at 
breakneck speed. Indeed, a growing 
number of Hongkong Chinese have pur- 
chased dwellings there at prices a quarter 
to a third lower than in Hongkong. Newly 
built roads, ferry piers and an airport with 
a capacity to handle 10 million passengers 
per year are soon to begin service. The 
airport is only 70 km from Hongkong’s Kai 
Tak airport, which will soon reach full ca- 
pacity. The Shenzhen airport will probably 
complement Hongkong’s. 

Shenzhen is serving Hongkong as a 
“safety zone,” where capitalism is injected 
into Guangdong in controlled dosages. 
While not as laissez-faire as Hongkong, 
Shenzhen has its own share of free enter- 
prise. In 1990, the SEZ was the recipient of 
one seventh of all foreign investments in 
China. About 40% of its 7,000 registered 
companies have foreign capital participa- 
tion. 

Even its Customs and Frontier Inspec- 
tion facility at Lo Wu was financed and 
built by a Hongkong businessman. In a 
sense, Shenzhen is a buffer which could 
moderate the intensity and speed of 
Hongkong's integration into China. 

Over the years, there have arisen several 
"soft" links between Hongkong and China 
via Guangdong that have helped bring 
down some barriers: 
> The opening of a direct railway link be- 
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By Reuben Mondejar 
tween Hongkong and Guangzhou in the 
early 1980s. 
> The wider reach of Hongkong's 
communications system, allowing the 
colony's TV programmes to be viewed 
across the border. 
> The relocation of Hongkong’s manufac- 
turing industry to Guangdong, due to the 
pressure of high wages and rising plant 
set-up costs in the colony. (As of 1990, the 
services sector accounted for 81% of 
Hongkong's GDP, up from 61% in 1970. 
Manufacturing, by contrast, contributed 
only 18%, down from 36% twenty years 
earlier.) 

These three factors account for the ever- 
increasing entry of a 
Hongkong mentality into 
Guangdong. The osmosis 
is easily found in the or- 
dinary lives of the people 
of Guangdong: in their 
manner of dress, their 
taste for music, the rising 
clamour of consumerism. 
Business practices have 
changed, too: the increas- 
ing sophistication in the 
use of advertising is only 
one area where this is 
demonstrated. 

This process of "inter- 
nationalisation" has in- 
troduced a desire to learn 
more about other busi- 
ness concepts, such as in- 
ternational law and busi- 
ness practices, global fi- 
nance, contemporary 
practices in accounting, 
and modern personnel 
management. And as 
production has in- 
creased, the per-capita 
income of Guangdong 
residents has risen to 
rank among the highest within China. 

The emergence of the Pearl River del- 
ta's “Little Tiger" counties of Nanhai, 
Panyu, Dongguan, Shunde, Xinhui, and 
Zhongshan is only the beginning of an ex- 
panding trend. The “Hongkongisation” of 
Guangdong now looks irreversible; the 
dictum of “two steps forward, one step 
backward” represents the worst that could 
happen. For the people of Guangdong, a 
taste of free-market capitalism has changed 
their lives. To stop the process now could 
provoke resentment. 

But Guangdong has taken its new 
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Hongkong 
best protection 
is economic 
integration 
with 
Guangdong 


status one step further — serving i 
temporary employer for the migra 
Chinese from other provinces. Such 
situation enables Guangdong to kee 
wages down. 

Guangdong is also serving as a condu 
for other provinces who want to trade wit 
Hongkong and beyond. The continuatio 
of this practice can only result in furthe 
strengthening of the province's economi 
position and prestige among the othe 
provinces of China. This may even be th 
seed that eventually could lead to a ck 
mour for a more federalist political syster 
in China. 

Hongkong, then, serves as Guang 
dong's tutor in interne 
tional business, bu 
Guangdong, in turn, tu 
tors China's other prc 
vinces. Of course, th 
Western influence i 
Hongkong is тис] 
higher than exists iı 
Guangdong. And even i 
there are significan 
changes in Guangdon; 
due to Hongkong's in 
fluence, the gap betwee 
the two places is still to« 
wide to claim a clos 
compatibility in overal 
social values. 

Hongkong would d« 
well to make itself trul* 
a complement to Guang} 
dong’s economic postur 
ing. In particular, Hong 
kong can make itself in 
dispensable to Guang 
dong's trek to self-asser 
tion within China. 

The growing inde 
pendent-mindedness ой 
Guangdong vis-a-vis the 
central government im 
Peking is well known. Hongkong's prox 
tection from potential bullying bw 
Peking is its indispensability to Guang, 
dong, and secondarily to China as а 
whole. 

In short, Hongkong's best guarantes 
for its Basic Law provisions will come 
neither from Britain nor the internationas 
community (though they will be of sig 
nificant help), but rather from its owr 
ancestor. b 


Reuben Mondejar lectures at the City Poly 
technic of Hongkong. 
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Deutschmark Bonds Oil 


Multiple Asset Performance (MAP) is a quantitative 

computer driven asset allocation strategy previously only 
-available to large institutional investors. 

MAP Guaranteed 1996 (the Fund) offers the 
attractive return potential of the MAP strategy linked 
with a structure designed to provide an assured return of 
your initial investment at maturity. 

The power of MAP is such that, without any predictions, it 
can direct the allocation of the portfolio's asset classes so that 
the net return of the entire portfolio approaches the return of 
whichever asset performs the best. 


MAP Simulated Return. ! june 1986 - 31 May 1991 
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Past performance is no guarantee of future results and the 
value of your shares can go down as well as up. 


The Fund's portfolio will comprise five internationally 
diversified asset classes; US Stocks, Deutschmark Bonds, 
Oil, Japanese Stocks and US Treasury Bonds. 

To achieve its objective, MAP uses modern options 
pricing theory to synthetically create option characteristics 
through an active allocation strategy. 

The chart demonstates thé simulated return of the Fund 
over the past five years. Over this period, the Fund would 
have outperformed the best performing asset class due to a 
facility which enables the Fund to trade US$150 for each 
US$100 invested. 

> ED & Е Man International Limited, in co-operation 
-with Gifford Fong Associates, is making MAP available 
- publicly for the first time. The E D & F Man Group is a world 

.] leader in derivative investment products with approximately 
| | US$I billion under advice. 


_ Which of these will perform best in the next 5 years? 
MAP provides an answer. 


[Е D & Е MAN INTERNATIONA 


Japanese Stocks US Bonds 





Gifford Fong Associates, a subsidiary of the Prudential _ 
Insurance Company of America, is a pioneer in the highly — 
sophisticated quantitative risk management field whose pros 
ducts direct the management of more than US$100 billion. | 
How to Invest. 

MAP Guaranteed 1996 shares are on offer from 
15th October until 16th December 1991. If you would like 
more information on how to participate in the MAP strategy 
within a structure designed to provide for the return of your 
investment at maturity please contact any of the offices listed 
below or return the coupon. 

London: Michael Quenington Tel: 











444 (71) 626 8788 








Fax: 626 6458 
Bahrain: John Kelly Tel: +973 533288 
Fax: 533078 
New York: Annette Cazenave Tel: +1 (212) 912 8714 
Fax: 912 0040 
Hong Kong: Anthony Hall Tel: +852 521 2933 —— 
Fax: 537 1205. 


The offer of shares will not be available to persons resident in the UK or 
Australia, or citizens of the USA. The fund will be advised by Man GFA: 
AG, a subsidiary of E D & F Man International Ltd., who are regulated 
by the Securities and Investments Board in the United Kingdom. |. 
Redemptions are made monthly at Net Asset Value but will be subject to 
redemption penalties. Unless the investment is held to maturity you may 
not get back the whole of your original investment and movements in 
rates of exchange between currencies may affect its value, ` 
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To: Robin Creswell, International Sales Manager 
ED & F Man International Ltd., Sugar S" 
Lower Thames Street, London EC3R 6DU, England. 


Please send me more information, a prospectus and 
application form for the MAP Guaranteed 1996 Fund. 
I note the offer period is from 15th Oct to 16th Dec 1991. 


Surname 





First Name 
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For all your future cc 


At Alcatel we have a full understanding of Business Systems, Cables, and Netwo 


every aspect of worldwide communications. Engineering and Installation. Our operatio 
Although our communications systems extend to over 110 countries worldwide. 

operate around the globe, we never forget the Throughout these countries our expertise 

importance of personal contact. represented by no less than 120,000 loca 
Our expertise is total and encompasses all based experts who fully understand your specii 


communications systems; Network Systems, requirements and your specific environment. 
Radiocommunications - Space and Defense, The story doesn't end there. An annu: 

















ynications systems. 


earch budget in excess of $1-8 billion keeps 
at the cutting edge of communications systems 
hnology. These include Intelligent Networks, 
jital cellular radio, Synchronous transmission 
tworks and Broadband communications. ALCATEL 


So were able to solve all your communi- 





tion problems both now and well into the 
Alcatel n.v., World Trade Center, 
xt century. Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 





Sri Lanka 
Investment 


Forum 
Dates - November 4 - 7, 1991 


Venue - Hotel Lanka Oberoi,Colombo 


The Sri Lanka Investment forum, organised by the Greater 
Colombo Economic Commission (GCEC), the island’s foreign 
investment authority, supported by UNDP/UNIDO, will be held 
from November 4-7, 1991 at the Hotel Lanka Oberoi in Colombo. 
The aim of the Forum is to promote inflow of foreign resources and 
technology needed for the implementation of specific industrial, 
agricultural and service projects in one of South Asia’s fastest 
growing economies. 


The Forum will provide an opportunity to foreign investors to 
collaborate with local investors in a wide range of projects for which 
pre-feasibility studies have been prepared. These include: 
Agriculture, Fishing, Food processing, Textiles, Clothing and 
leather, Rubber products, Ceramic and sanitary ware, Metal 
products, Engineering products and equipment, Power distributor 
equipment, jewellery production and gem processing, Data 
processing services/software development. Special emphasis will 
be on expansion of export-oriented industries but those interested 
in presenting their own investment proposals (whether joint 
venture or 100% foreign equity) are also invited to attend. 


Generous tax concessions, duty free import of project related 
equipment and material, excellent port and infrastructure facilities, 
low cost, highly productive and literate labour force are some of the 
concessions and facilities available in Sri Lanka. Registration for 
the Forum is free and accommodation at a five star hotel is at a 
special concessionary rate of US$ 40 per day. There are special 
concessions for those using the official carrier, Air Lanka. 


For more detailed information and a brochure on the Forum, 
contact: 


UNIDO Investment Promotion Service (IPS) offices, 
Sri Lanka Missions or 


H.B. Masinghe, Director - Promotion, 
GREATER COLOMBO ECONOMIC COMMISSION 


14 Sir Baron Jayatilleke Mawatha, Colombo 1, Sri Lanka. 
Tel: 94-1-448106/448880/422407 
Fax: 94-1-447995 Tix: 21332 ECONCOM CE 


“Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


Alllife on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature – and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 


WWF International, CH-1196 
Gland, Switzerland. 


ө 
е, 
WWE 
World Wide Fund For Nature 
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Vorth Korea taps supporters in Japan for aid 


Passing the hat 





y Louise do Rosario in Tokyo 
F aced with a continuing deterioration 





in its economy, North Korea is look- 

ing for sources of foreign income to 
ffset the impact on its trade of severe cuts 
1 Soviet and Chinese assistance. 

Part of the burden is expected to fall on 
yongyang’s many supporters in Japan, 
tho are likely to be squeezed for more 
ash in the coming months. The commu- 
ist regime is also trying harder to promote 
yurism and hopes to attract foreign in- 
estors to a proposed free-trade zone. 

Analysts, however, say the measures 
rill be of only marginal assistance to North 
orea, whose 22 million people are strug- 
ling with food and energy shortages. 

Recent visitors to Pyongyang say work 
nits have had their food supply cut from 
0 days to 10 days. In another sign of 
»ortages, following unconfirmed reports 
f three bad harvests in a row, North Ko- 
2a has begun importing rice — a com- 
Yodity it used to export. 

In July it accepted rice from Seoul as 
art of the first direct-trade transaction be- 
veen the two Koreas, and was clearly en- 
usiastic to receive more. Earlier in the 
ear, Pyongyang also said that it will have 
import 1 million tonnes of rice from 
hailand in the next two to three years. 

Energy is also in short supply. "Friend- 
лір” oil shipments from the Soviet Union 
nd China dropped to 1.5 million tonnes 
ist year from 2 million tonnes in 1987, ac- 
ording to Japanese figures. North Korea's 
val production, however, has not been 
ble to make up the difference. 

The current five-year plan calls for coal 
utput to reach 120 million tonnes annu- 
lly by 1993. Yet only 40.7 million tonnes 
rere produced in 1989, the Seoul-based 
lational Unification Board estimates. 
yongyang's state media recently admit- 
èd that a reduced coal supply has “af- 
xcted all our economic sectors.” 

While North Korea does not publish 
zonomic statistics, its GNP is estimated by 
Ye unification board to have dropped 3.8% 
1 1990 to US$23.1 billion — the worst per- 
»rmance since 1953. Between 1987-89, an- 
ual GNP growth had ranged from 2.4- 
3%. Shortages of raw materials and en- 
rgy have reduced utilisation rates at most 
ictories to 30-40%, say several sources. 

Pyongyang has responded by sum- 
oning up “Juche,” the national ideology 
f self-reliance. Workers at the country's 
iggest non-ferrous metal mine, for exam- 
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ple, began a 150-day work campaign on 7 
August. 

But short-term prospects for an indus- 
trial revival look grim. The Soviet Union 
— Pyongyang’s main source of technol- 
ogy, as well as more than half its imports 
— has cut back heavily on its assistance. 
Moscow agreed last year to help build 20 
plants in North Korea. But with crises of 
its own, so far it has embarked on only 
one, the East Pyongyang Thermal Power 
Station, Radio Moscow reported. 

The outlook for foreign trade is also 
bad, despite an improvement in 1990. Im- 
ports in 1990 dropped by 1% to US$2.54 
billion, while exports rose 6.696 to US$1.72 
billion. The improvement, however, fol- 
lowed poor trade figures in 1989, while the 
impact of cuts in Soviet and Chinese as- 
sistance has yet to be felt. 

Pyongyang's total trade with Moscow 
rose by 7.4% to US$2.6 billion last year due 
to increased North Korean exports of tex- 
tiles and metals. But the momentum is un- 


North Korea’s trade 





likely to be sustained; Pyongyang neither 
has the foreign exchange to buy nor the 
ability to produce more. Moreover, Mos- 
cow has been demanding payment in hard 
currency since last November, and claims 
Pyongyang owes it Rbl 2.7 billion (US$4.8 
billion), according to Radio Moscow. 
From early next year, trade with China 
will also be conducted on a hard-currency 
basis. North Korea’s exports of minerals, 
steel and other products to China, which 
have been falling since 1987, slumped a 
further 33% last year to US$124 million. 
Imports of grain, light industrial products, 
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minerals and other goods from China fell 
by 5.1% to US$359 million. 

North Korea’s only major hard-cur- 
rency account that is in surplus is the one 
with Japan, where the trade is conducted 
mainly through pro-Pyongyang Korean 
residents. Last year, North Korea’s surplus 


was US$101 million, up from US$77 mil- _ 


lion in 1989. Pyongyang imports chemicals, 
machines, motor vehicles and other manu- 
factured products from Japan and exports 
textiles and minerals. 

A substantial part of this surplus, how- 
ever, is thought to consist of contributions 
from Pyongyang's de-facto official repre- 
sentative in Japan, the General Association 
of Korean Residents in Japan, known as 
Soren. Operating from a heavily guarded 
headquarters in downtown Tokyo, Soren 
has branches all over Japan. For years it 
has channelled billions of yen annually to 
Pyongyang — the proceeds of a profitable 
empire of credit associations, pinball par- 
lours, restaurants and nightclubs. 

However, since last year, Soren has 
been asked by Pyongyang to sell valuable 
assets and repatriate the money to North 
Korea, according to Ha Su Do, a former 
deputy director of Soren who now heads 
an anti-Pyongyang movement. 

In recent months, Soren has given its 
members longer lists of "gifts" that it rec- 
ommends they send home. The demands 
include motor vehicles, office machines 
and cash. The givers get an implied prom- 
ise of better treatment of their kinsmen. 

With its membership down from an es- 
timated 450,000 Korean residents in Japan 
in 1968 to only about 100,000 today, Soren 
will be hard pressed to meet Pyongyang's 
needs. 

Soren members have also been asked to 
set up joint ventures in North Korea. Early 


this year, Soren reported that it had con- _ 


cluded 39 joint-venture agreements with 
North Korea since 1984, the year Pyong- 
yang enacted a joint-venture law. Sources 
say much of the output from these plants 
is exported to Japan, with any profits being 
ploughed back into the factories. 

North Korea hopes to attract other for- 
eign investors, particularly Japanese ones, 
under plans to set up a 15 km? free-trade 
zone along the Tumen River, near its bor- 
ders with China and the Soviet Union. It 
aims to attract US$3 billion worth of for- 
eign investment between 1992-96, accord- 
ing to Pyongyang press reports. To this 
end, it is building a 25-storey, 57,500 km? 
office block in the capital for foreign busi- 
nessmen. 

Meanwhile, Pyongyang is giving an- 
other push to tourism, promoted with lim- 
ited success since 1984. Travel agencies 
have been set up in Hongkong and Tokyo 
to offer "special" packages such as geo- 
logical studies of volcanic areas, Korean 
language courses, golf, and mud treatment 
for the health-conscious. " 
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ECONOMIES 


- Inflation dip will ease pressures on Hongkong 


Index def lated 





ith consumer-price inflation 
V MW see around 12%, the 
D Hongkong Government is har- 
. fied by demands that it do something. Al- 
* though measures that could have more 
_ Шап a slight effect are rarely suggested, 
-relief is in sight. Inflation peaked at 13.9% 


. in April, but is likely to show a substantial 
| drop this year and in the first quarter of 


1992, allowing the government time to 
` tackle the underlying problem of asset in- 
айол. 

4. In August, the inflation rate was 12.7%, 
гапа government economists are sticking to 
i «their forecast that it will average 12% this 
year, implying that the monthly rate will 

f 





.... fall to around 11% by year-end. Hongkong 


has suffered double-digit rises in consumer 
-prices since February 1989, 

^. Annualised increases in the colony's 
"Consumer Price Index A (CPI-A) reflect the 
movements of year-earlier prices as they 
do present trends. (The CPI-A measures the 
verage costs for a household earning up 
to HK$10,000, or US$1,280, a month.) 

27 In September 1990, for example, the СРІ- 
7А jumped 1.5% from August largely be- 


AVIATION 


Taiwan waits 
for take-off 


Air services between Taiwan and Viet- 
nam, suspended in August after political 
pressure from Peking on Hanoi, are ex- 
pected to resume shortly after Sino-Viet- 
;. namese summit talks in early November. 

Taiwan's China Airlines (CAL) signed 

"an inter-airline agreement with Vietnam 
Airlines on 24 June under which CAL was 
to operate a joint service for both airlines 
using CAL aircraft. 

But the flights, which were expected 

to start on 30 July after a 16-year gap, 

- were delayed on 29 July, when Vietnam 

asked CAL to wait because of technical 
problems. 

The twice-weekly service began on 17 
August, but Vietnam asked for another 
suspension after only three flights. An 
embarrassed CAL, which had to transfer 
` 1,700 passengers to other airlines to take 
them via Bangkok, accused Vietnam of 












cause of increased oil prices brought on by 
Iraq's August invasion of Kuwait. The echo 
of this rise is likely to be seen in the form of 
a sharp inflation drop when the index's 
figures for September 1991 are released. 

The fundamental cause of Hongkong's 
inflation is the wholesale relocation of its 
manufacturing base to low-cost facilities in 
China's Guangdong province. Profits from 
these operations flow back to Hongkong 
through the banking system. Banks, which 
prefer to have their lending secured on 
Hongkong assets, quickly lend this money, 
raising the effective demand for assets 
far more quickly than supply. The result- 
ing asset inflation, most pronounced in 
the property market, feeds consumer infla- 
tion. 

The inflation debate has been compli- 
cated by several red herrings, most notably 
the notion that spending on the colony's 
US$12 billion port-and-airport-related in- 
frastructure projects will lead to early rises 
in prices. Serious spending on the projects 
will not start until the mid-1990s. 

Also, reports that the government pro- 
poses to ease inflation with public-spend- 
ing cuts are wrong. Civil servants have 
been asked to suggest savings, but this is 


insincerity. CAL said it would not seek 
further flights until Vietnam offered a 
guarantee that they could proceed. 

Industry observers say the problem 
was caused by the loss of the Soviet 
Union's influence in Vietnam because of 
Moscow's own economic and political 
problems. 

Disagreements also arose between 
conservative and progressive factions in 
Vietnam. Nonetheless, it is expected that 
the potential for trade with cash-rich 
Taiwan will persuade Hanoi to over- 
come Peking's objections. 

Officials in Hanoi say it was inappro- 
priate for CAL to fly to Ho Chi Minh City 
in the middle of the Sino-Vietnamese 
courtship. But they say there should be 
no problems after Vietnamese party chief 
Do Muoi goes to Peking in the first week 
of November to re-establish links be- 
tween the countries. 

The inter-airline agreements are one 
device used by Taipei to overcome a lack 
of formal diplomatic links with countries 
that recognise China but not Taiwan. 
They are also used by Hongkong's 
Cathay Pacific Airways and CAL to cover 
Hongkong-Taiwan flights. 








merely part of the annual resource-allocé 
tion exercise that prepares the groundwor 
for the coming budget. In fact, recurrer 
public expenditure is budgeted to grox 
4% in the fiscal year ended on 31 Marc 
1993, while capital expenditure is to gros 
by 7%. 

Cutting public expenditure would di 
nothing to ease asset inflation generated bi 
bank lending. The most extreme symptor 
of this is the sharp rise in residentia 
property prices in the first half of this yea: 
Estimates of the extent of the increases fc 
the most popular small residential flai 
start at 30% and peak at 50%. These pric 
rises were backed by a 3% rise in mort 
gage lending. 

Tackling the cause of inflation neare 
its root would involve the governmer 
increasing the supply of assets eithe 
based in Hongkong or denominated # 
Hongkong dollars. Construction mags 
ate Gordon Wu of Hopewell Holding 
has called on the government to damper 
the medium-term rise in property prices 
Wu has asked the government to sug 
tain demand for affordable housing by те 
leasing large tracts of land for develop 
ment. 

Whether the government will follow u; 
on Wu's requests is open to doubt. Né 
only is the amount of land sold by the gov 
ernment limited to 50 ha a year, bt 
flooding the market with land could prc 
voke the ire of Hongkong's most powerft 
interest groups — its property developer 
and their banks. 


Foreign flag carriers also obtain Tai- 
wan flights by setting up subsidiaries to 
service the routes. This allows them to 
sidestep the problem of one airline fly- 
ing to both China and Taiwan. The first 
carrier to use this device was Japan Air- 
lines, whose subsidiary, Japan Asia Air- 
ways, serves Taipei. 

Australian national carrier Qantas 
and CAL have also formed subsidiaries 
— Australia Asia Airlines and Mandarin 
Airlines — for this purpose. These crea- 
tions, however, still angered Peking, 
which says that services to Taiwan re- 
quire its approval. 

An Australian airline official, who 
describes Peking’s protest as. “ritual,” 
says services should start in mid-Octo- 
ber. Taiwan's new international airline; « 
EVA Airways, also hopes to start flights 
to Australia shortly. 

Meanwhile, following a recent inter- 
government agreement between Hanoi 
and Hongkong, Cathay hopes to restart 
flights to Vietnam in mid-December as a 
joint service with Vietnam Airlines. All- 
cargo carrier Air Hongkong is also 
planning Vietnam services. ·. 

R Michael Westlake 
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Peking s cadres dither over industrial reform 


Slogans, not solutions 





ty Lincoln Kaye in Peking 
fter five days sequestered in a mili- 





tary-run hotel brainstorming on 

how to save the country's termi- 
ally ill public enterprises, about all that 
he thousand or so most powerful cadres 
a the Chinese Communist Party (CCP) 
ould agree on was a set of shibboleths. 
‘he late September meeting, however, had 
political significance beyond the ostensi- 
ly economic issues on the agenda. 

The Working Conference of the ССР 
Jentral Committee — comprising mem- 
ers of the Central Committee, an advi- 
ory council of party elders and hundreds 
f top-level provineial officials — pro- 
ounced that large and medium-scale 
overnment plants must "ceaselessly in- 
rease their vitality and efficiency" in or- 
er to "consolidate the pre-eminence" of 
ле public sector and “raise confidence in 
»xcialism." 

That could prove a tall order. Two 
ıirds of these "backbone" enterprises are 
lready chronically in the red. To turn 
vem around, the conference considered 
ich remedies as technical upgrading, less 
rescriptive central planning, a quicker 
epreciation rate, more product develop- 
vent funds, increased working capital, 
iterest-rate adjustments, foreign trading 
atonomy for firms and banding enter- 
rises together into industrial conglomer- 
‘es. 

Just what these nostrums might mean 
ı practice remains open to interpretation. 
ıfficial accounts of the meeting preserved 
е fiction of unanimity. But seasoned Pe- 
ing-watchers see signs of controversy 
irrounding the sesssion. 

Premier Li Peng, a central-planning ad- 
xate, led off the pre-conference jockey- 
ig in early September with a prescription 
° his own to cure the public sector's ills. 
is seemingly self-contradictory formula: 
iore “perfect” management responsibility, 
ıt a stronger role for party organs in the 
orkplace. He also called for “whole- 
2arted” reliance on the working class, an 
minous throwback to revolutionary 
wetoric that was largely quiescent 
roughout the 1980s. 

Reformists from the provinces were 
tick on the rejoinder. The week before 
ıe conference, Henan governor Li 
hangchun came up with a set of propo- 
ds under which healthy government 
rms could bail out the loss makers 
rough sub-contractual and leasing ar- 
ngements, enterprise groups or even 
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outright takeovers. 

As long as they perform 
profitably, the governor 
said, managers should be 
free to source their inputs, 
set their production levels 
and choose their own 
executives without outside 
interference. But chronic 
loss makers should be left 
to go out of business. 
Other provinces and mu- 
nicipalities, from Tianjin to 
Sichuan, chimed in with 
their own stories of how 
their public enterprises 
had been toned up with 
increased management au- 
tonomy and selective bankruptcies. 

Reformist Vice-Premier Zhu Rongji, a 
rising political star who heads the State 
Councils newly established "production 
office,” made a point of visiting Shaanxi 
province, a leader in public-sector reform. 
But while there, the vice-premier voiced 
particular concern about the retraining of 
workers displaced by the industrial shake- 
out. 


Knight 
errant 


Glenn Knight, former head of Singa- 
pore's Commercial Affairs Department 
(CAD) and once its top white-collar 
crime fighter, pleaded guilty on 30 Sep- 
tember to charges of attempted cheat- 
ing on a business deal and giving false 
information in an application for a 
ministry car loan. 

Knight was due to be sentenced on 
the two charges on 3 October. He faced 
a fine, or up to six years in jail. 

Six other charges against Knight 
have yet to be heard, but legal sources 
speculated that in view of his guilty 
pleas on the first two, the Singapore 
authorities will decide not to proceed 
with the rest. 

In the 30 September hearing, the 
prosecution amended its original charge 
of attempted cheating — which carried 
a maximum seven-year sentence — to 
one for which the maximum jail term is 
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Zhu: public-sector reform. 


Zhu's own bailiwick of Shanghai 
(where he was previously mayor) is on a 
binge of technological and infrastructural 
upgrading to rebuild an industrial base 
commensurate with its aspirations as a re- 
gional entrepot. 

The Shanghai news media recently li- 

onised one of Zhu's prote- 
= ges, the manager of a local 
textile plant, as a model of 
how public enterprises 
should be run. 

Zhu's political rival, 
Vice-Premier Zou Jiahua, 
tends to focus more on 
production than on profits, 
in line with his back- 
ground in the planning 
bureaucracy. 

At a pre-conference 
meeting with top public- 
sector managers in the 
auto parts industry, Zou 
highlighted three priority 
categories of state enter- 
prise: those that assimilate 
foreign technology, convert military plants 
to civilian use or make widely accepted 
name-brand products. The key objective, 
he stressed, was national self-reliance in in- 
dustry. 

With the lines so clearly drawn between 
central planners and marketeers, the 
Working Conference revealed a political 
undertone barely concealed by the sup- 
posed debate over economic issues. п 


only one year. 

The court heard that Knight tried to 
trick Ng Ser Miang, head of one of 
Singapore’s public bus companies, into 
investing S$3 million (US$1.8 million) 
in a resort project on the nearby Indo- 
nesian island of Batam. Knight was said 
to have claimed that he and his wife 
were planning the project and that an 
Indonesian company had agreed to buy 
it. Ng declined to make the investment. 

Four other people also face charges 
in relation to the Batam project: Knight's 
wife, Pathmavali Rengayah; lawyer 
Susan Jacob; and businessmen Joannes 
Willemse and Sng You Thiam. 

On the second charge, Knight was 
said to have sought a car loan of 
$$65,000 from the Ministry of Finance, 
when in fact he had spent only $$50,000 
to settle a debt on an old car. 

Knight founded the Commercial Af- 
fairs Department in 1984 to fight white- 
collar crime. His most celebrated cases 
were the prosecution of Malaysian 
businessman-cum-politician Tan Koon 
Swan following the Pan-Electric affair 
in 1985 and the conviction of ex-banker 
Alan Ng for insider trading. 

m N. Balakrishnan 
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Japanese investment bill hamstrung over definitions 


No compensation 





By Anthony Rowley in Tokyo 
T he impending resignation of Japa- 





nese Finance Minister Ryutaro 

Hashimoto sets the seal on what is 
increasingly looking like a legal charade of 
punishing brokerages for offering “com- 
pensation” to favoured clients. Hashimoto 
will step down in the middle of October 
after putting in place laws supposedly de- 
signed to outlaw compensation deals, but 
which in fact fail to define the crime to 
which the punishment is fitted. 

Ever since the compensation deals sur- 
faced earlier this year, there has been con- 
siderable confusion over how much of the 
massive payments made by brokers to se- 
lected customers amounted in effect to a 
guaranteed return on investment. Major 
brokers have now disclosed paying “com- 
pensation” totalling more than US$1.3 bil- 
lion up to March 1991. 

There is no law in Japan against brokers 
or other institutions structuring investment 
vehicles so as to offer a minimum yield — 
provided they do it through their specially 
constituted investment-management sub- 
sidiaries. But major securities houses 
obviously broke this rule by offering — as 
part of their normal business — high re- 
turns to certain corporate and institutional 
clients. 

The tortuous process of disguising these 
deals appears to have involved describing 
them as voluntary compensation, paid by 
brokers for stockmarket losses. In some 


Safety at sea 


The worldwide shipping industry has 
become embroiled in a debate about 
whether it can enforce safety standards 
before countries begin banning ships or 
entire lines from entering their ports. The 
issue involves the condition of vessels 
and crew competence because surveys 
of ships by so-called classification socie- 
ties are losing credibility with insurers 
and operators. 

The issues have been aired at various 
forums, the latest of which was the Sep- 
tember general meeting of the Baltic and 
International Maritime Council (Bimco) 
in Venice. Bimco is a grouping of ship- 





cases, brokers may have paid compensa- 
tion as an afterthought in order to preserve 
business relationships. But recent disclo- 
sures of “compensation” paid even where 
no losses were incurred have confirmed the 
impression of a cover-up for guaranteed 
returns on investments. 

Some of those institutions on the pub- 
lished lists of “compensated” clients, in- 
cluding the state-run Pension Welfare 
Service Public Corp. and some corpora- 
tions and agricultural cooperatives, have 
denied that they ever received compensa- 
tion for capital losses. 

Only at the end of 1989 — several years 
into the Tokyo Stock Exchange bull market 
— did the Ministry of Finance (МОР) de- 
cide to put an end to brokers carrying on 
discretionary fund management outside of 
their specially constituted 
subsidiaries. The MOF is- 
sued a directive to brokers 
against compensation in 
advance — a shorthand, it 
seems, for guaranteeing 
investment returns. 

At the same time, it ad- 
vised brokers to phase out 
so-called  eigyo-tokkin 
funds, through which they 
carried out discretionary 
fund management. 

The fact that brokers 
incurred such massive ob- 
ligations via eigyo-tokkin 





the supervising finance ministry after tl 
Tokyo stockmarket crashed in 1990 а 
pears to have led to official support for tl 
notion of “compensation.” As a result, ti 
government is having enormous difficul 
defining the crime of compensation. 

Proposed amendments to the Securiti 
and Exchange Law approved by the low 
house of parliament prescribe punishme 
for compensation. Securities firms four 
guilty of compensating clients would 1 
liable for fines of up to Y1 millic 
(US$7,500), while responsible executiv: 
would face jail sentences of up to one yee 
Recipients would face penalties half as s 
vere. 

But the legislation leaves it up to tl 
Japan Securities Dealers Association (SDA 
a self-regulatory body for the securities iı 
dustry, to define precisely what constituti 
compensation. By the time the JSDA com 
up with such a definition it seems like 
that the investment practices which gay 
rise to the need for such laws will hav 
ceased. . 

With such massive obligations relatir 
at least in part to guaranteed investmei 
returns now out of the way, and with tl 
enormous decline in th 
popularity of eigyo-tokk: 
funds since the Toky 
stockmarket crash, 

seems unlikely that con 
pensation will be a maj 
issue in the future. Broke 
can now transfer their г 
sidual eigyo-tokkin func 
to their investment mai 
agement arms, where the 
properly belong; to hay 
done this earlier whi] 
such huge liabilities we: 
outstanding would hav 
swamped these modestl 


funds under the nose of Hashimoto: legal charade. capitalised subsidiaries. 


owners, operators and insurers that pro- 
vides advisory services for members. 
The general feeling among delegates 
at the meeting was that enforcement of 
safety standards would have to rest with 
a political authority to ensure their uni- 
formity. This implies an expanded role 
for the International Maritime Organisa- 
tion, a technical arm of the UN. 
Insurers at the meeting, explaining 
that they have to rely on ship surveys 
carried out by classification societies, 
pointed the finger at shipowners. The 
owners, in turn, pointed at the classifica- 
tion societies. But the classification socie- 
ties are paid by owners, so certificates of 
exemption — in effect, legally postpon- 
ing various amounts of repairs — are 
sometimes issued on trust or for bribes. 
Some delegates proposed a licensing 
system for crews and a technical-survey 
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system for ships run on international 
lines and policed by government au- 
thorities, much as happens in civil avia- 
tion. But others pointed out that the rules 
already exist and that the problem is 
mainly one of enforcement. 

International conventions to limit the 
liability of shipowners and to speed up 
compensation payments are also a sub- 
ject of hot debate. The Civil Liability 
Convention and the Fund Convention 
were set up to help claimants and pol- 
luters avoid costly court battles, but the 
levels specified have not kept pace with 
inflation, a problem attributed partly to 
the US having refused to sign them. 

Oil pollution is merely the most vis- 
ible example of the need to tighten up 
standards. Even then, action is usually 
taken only when such pollution reaches 
a coastline. = Michael Westlake 
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lanila unveils details of 
'hilippine Airlines sale 
* Foreign investors will be able to bid 
xr 40% of state-owned Philippine Airlines 
'hen it is put up for sale at the end of 
tis year, the Manila government said on 
October. A total of 80% of the airline's 
tares will be for sale, with 5% of this 
‘served for employees. Finance Secretary 
sus Estanislao said he hoped the 
rivatisation would be completed by the 
1d of January. Details of the bidding 
rocess will be released early next month. 
feanwhile, Manila Electric Co. confirmed 
iat it will go ahead in November with a 
'heduled sale of 7.5 million shares to 
'sidential consumers. Two other 
overnment-run institutions have 
privatisation offers because of 
oor market conditions. 


alim acquires 100% 

f chemical ventures 

` Indonesia’s leading business group, 
ilim, said it had consolidated its 
ominance in basic chemicals by taking 
ill control of three chemical companies it 
in as joint ventures with the Sinar Mas 
roup. The companies are Aribhawana, 
ased in North Sumatra, which produces 
itty alcohol; Exthoxylate Manufacturing, 
Singapore-based firm which produces 
«thoxylates from fatty alcohol; and Prima 
iti Perkasa, which markets chemical 
roducts. Sinar Mas Group had held 45% 
f Aribhawana, 51% of Exthoxylate and 
)% of Prima Inti Perkasa. 


'aiwan trade mission 
wreaks ground in Hanoi 

A 25-member trade mission from 
aiwan visited Vietnam from 24-29 
eptember, marking the highest-level 
mtact between Hanoi and Taipei since 
375. The delegation, which included 
aiwanese trade and aid officials, 
iscussed financing for housing projects 
nd credit for small industry, as well as 
Yeasures to increase Vietnamese exports 
› Taiwan, according to local press 
ccounts. Taiwan is the largest foreign 
westor in Vietnam and is rapidly 
ecoming one of the country's most 
nportant trading partners. 


)haka promises measures 

0 stimulate economy 
Bangladeshi Finance Minister Saifur 

ahman said the government would 

ndertake a “massive” development 

rogramme from October to try to 

wigorate the economy. Import 
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procedures would be further simplified 
and the margin of bank credit required 
for opening letters of credit reduced, 
Rahman said. He also promised that the 
government would soon begin large-scale 
privatisations of public-sector firms, as 
well as selling some of its shares in 
multinational companies. 


Vietnam to open credit 
evaluation centre 

> Vietnam's first credit information 
centre will open in October in Ho Chi 
Minh City to help commercial banks 
evaluate loan applications, the city's youth 
magazine reported. Local banks have 
been saddled with massive amounts of 
overdue debts since the communist party 
introduced free-market reforms five years 
ago. State enterprises alone are estimated 
to be Dong 3-4 trillion (US$272-363 
million) behind in loan repayments. 


Business indicators 
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Brother's US unit loses 
dumping case 

> The US Commerce Department on 26 
September dismissed a dumping 
complaint by Brother, the Japanese 
typewriter maker, which claimed its US 
operations had been harmed by low- 
priced imports. The department ruled that 
Brother Industries (USA) Inc. was not a 
US producer because its Tennessee plant 
performs only final assembly of Japanese- 
made parts. Brother's complaint was the 
latest round in its battle with Smith 
Corona, a British-owned company with 
mostly US operations, which won an anti- 
dumping action against Brother and other 
Japanese typewriter makers in August. In 
that action, the Commerce Department 
ruled that Smith Corona was a US 
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producer. The US subsequently levied 
anti-dumping duties on Japanese portable 
word processors which Smith Corona said 
were hurting its sales. In retaliation, 
Brother accused Smith Corona of selling 
its Singapore-made typewriters in the US 
at below fair-market value. 


Cojuangco wins order on 

San Miguel seats 

> The Philippine special court 
Sandiganbayan on 30 September ordered 
San Miguel Corp. to admit three 
nominees of former Marcos associate 
Eduardo Cojuangco to its 15-man board. 
The three, Cojuangco's brothers Enrique 
and Manuel and his lawyer Estelito 
Mendoza, will replace appointees of the 
Presidential Commission on Good 
Government. The order implemented a 16 
April decision of the Supreme Court, 
which ruled that the government 
sequestration of Cojuangco's shares did 
not prohibit him from voting his 17.3% 
stake in the company. 


Japan's *heisei' boom sets 
58-month record 

P Japan's heisei economic boom was 58 
months old at the end of September, 
setting a new post-World War II record. 
The distinction was previously held by 
the 57-month izanagi boom, from 
November 1965 to July 1970. While the 
economy is expected to achieve the 
officially forecast 3.8% real growth in the 
year ending next April, most leading 
indicators are now signalling a slowdown. 


Kaohsiung hires team 

to design subway 

»> Authorities in Kaohsiung, Taiwan's 
second-largest city, engaged US 
consultants to design and plan the 
island’s second mass rapid transit system. 
Under a US$37 million, two-year deal, 
Washington-based Deleuw Cather 
International will head a consortium of 
US and Swiss companies who will plan 
the US$6.8 billion system, most of which 
will be underground. 


Hydro-electric plant to 

be built in Sarawak 

> The Malaysian Government 
announced plans to build a M$1.5 billion 
(US$546 million) hydro-power plant in 
Sarawak, East Malaysia, which which will 
eventually meet up to half the state's 
electricity needs. The 1,000-MW plant will 
be located at the Murum Waterfall near 
Belagus. 
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= a a Tokyo, New York gain on end-of-quarter buying т a a Hongkong property 
stocks lead rally a a а Bangkok continues to slump а а a Seoul rebounds т т a Australia 
climbs on strength of шге s contracts in week ended 30 September m а а 
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Short squeeze of the reds 


eing a “blue-chip” counter in 
Hongkong has its privileges, one 
of them being the freedom to play 
market bully. So Citic Pacific must 
have been disappointed to find its stock 
being caught up in something very like a 
short-squeeze. (Given its mainland-China 
backers, Citic Pacific is more accurately 
described as a red chip than a blue one.) 

At a 1 October price of HK$2.22 (28 US 
cents) for each of Citic Pacific's 2.4 billion 
issued shares, the market is apparently 
saying it believes a Citic Pacific-led group 
is getting Hang Chong Investment on the 
cheap. On a back-of-the-envelope calcula- 
tion, that would suggest Citic Pacific will 
be reaping HK$11.4 billion in assets for a 
sale price of HK$6.9 billion. 

The market probably believes nothing 
of the sort. The more likely reason is that 
brokers are finding it increasingly difficult 
to cover their short positions. Even the 
trading patterns suggest this: on 30 Sep- 
tember, HK$166 million worth of Citic Pa- 
cific’s stock was traded, with the price ris- 
ing from HK$2.20 to HK$2.37, before col- 
lapsing back to end the day at HK$2.20. 

The institutions have decided to buy 
Citic Pacific at a time when the physical 
stock of available scrip is freakishly low. 
Assuming that Citic Hongkong, Li Ka- 
shing, and Robert Kuok — the major 
shareholders in Citic Pacific — are not sell- 
| ing their stakes, only around 495 million of 
Citic Pacific’s 2.4 billion shares are theo- 
. | retically free to be traded. 

But in fact, there is nothing like this 
number of shares careering around the 
system, because the stock has just gone ex- 
dividend. The books were closed on 24-30 
September, so large blocks of shares are 
likely to be stuck at the share registry for a 
couple of weeks. 

As part of the financing for the Hang 
Chong offer, Citic Pacific is proposing to 
issue a further 425.95 million shares to the 
public. But so far they are but a gleam in 
the printer's eye, and are likely to remain 
so until at least the end of October. 

Given this kind of background, short- 
covering is bound to be difficult. And 
Hongkong has its full complement of 
market-operators who can spot this kind 
of opportunity at a considerable distance: 
Joseph Lau, for one, was rumoured to be 
"selling into strength" on 30 September. 

Meanwhile, the excitement generated 
by Citic Pacific’s role in the Hang Chong 
takeover must be a little unnerving for its 
major shareholders. For the deal is starting 
to look like a victim of its own success. If 


and when the Hang Chong offer goes un- 
conditional, Citic Pacific is obliged to call 
an extraordinary general meeting at which 
the independent shareholders must ap- 
prove the share placings which, it is pro- 
posed, will finance the bid. 

The proposal is that Citic Hongkong 
will get another 632.5 million shares, Kuok 
232.3 million, and Peregrine Investments 
(which has an 8% interest in the consor- 
tium and is acting as adviser on the deal) 
will underwrite and sell another 425.9 mil- 
lion to its clients. The problem is the pro- 
posed price: these shares are all to be is- 
sued at HK$1.55 each. 


Citic Pacific’s shares 





If the Citic Pacific share holds up at 
around HK$2.20, will its independent 
shareholders really vote to give Citic 
Hongkong and Kuok overnight profits of 
HK$411 million and HK$150 million re- 
spectively? Or will they propose what the 
stock's new institutional support amply 
justifies — to finance the acquisition by a 
straightforward rights issue? 

m Michael Taylor 


Foreign investors will be glad to take a direct 
crack at South Korea's securities market, 
which opened an inch on 1 October when 
overseas holders of convertible bonds were 
allowed to use the proceeds to invest in the 
market. That gives those investors a three- 
month jump on other foreigners, who will 
be allowed to buy shares beginning in 
January 1992. 

Glad, but not over joyed. There was not 
one trade on the first day. Premiums are 
too high on most issues to make it profit- 
able to convert holdings into stock and 
brokers were too busy trying to untangle 
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the rules for foreign investment. The Mi 
istry of Finance (MOF) issued regulation 
for these investors only one day earlier. 

The regulations were more flexible tha 
expected in apparently allowing a limite 
foreign board. When the 10% ceiling c 
foreign ownership is reached, foreigne: 
will be able to trade over the counter. Bı 
overall, the new rules convey the impre 
sion that the men from the ministry ai 
intent on controlling a process of mark 
opening that they only dimly understanc 

One person who is singularly unin 
pressed by the process of reform is the L 
assistant secretary of treasury, Oli 
Wethington, who was at the MOF for cor 
sultations the day the regulations were гє 
leased. “I came away believing that Kore 
doesn’t know which way it’s going on thi 
question of [financial] liberalisation,” h 
said. Although there is plenty of rhetoric: 
support for reform, “there is little move 
ment forward and little vision on the pai 
of the leadership.” 

Shroff would have liked to have see 
Wethington return to Washington wit 
more to show for his trip than a modes 
increase in the ceiling on the certificates ¢ 
deposit issued by foreign banks. 

Seoul has given no assurances on whz 
foreign securities houses will be allowed t 
do with their branch licences, costing Wo: 
10-20 billion (US$13.5-27 million) eacl 
Moreover, Wethington was rightly frus 
trated at the ministry's eagerness to hidl 
behind a maze of nominally private bodie 
which are restricting entry by foreign bre 
kers and banks. 

Officials profess to be concerned abot 
collusion among local banks in the ca! 
market, which forces foreign banks to pa« 
several percentage points more than thei 
domestic competitors for short-terr 
money. "They say they continue to en 
courage the elimination of the climate a 
collusion, but we have not seen evidenc 
of this,” says Wethington. His scepticism i 
fully justified. 

Although US officials have welcomes 
the planned opening of the Korea Stoci 
Exchange to limited foreign participatior 
the US remains unhappy with restrictions 
on capital flows, the exclusion of foreign 
ers from bond trading and the opaque ap 
proval process for foreign brokers seeking 
licences. 

Until the bureaucrats' political master 
are committed to the development of . 
more sophisticated financial system ій 
South Korea, the securities and banking 
markets will remain stunted. ш Mark Cliffore 
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BANKING REVIEW 


FarEastern Economie 


CONFERENCE 
IN BANGKOK 





elegates to the IMF/ 

World Bank Conference 
will receive copies of the Far 
Eastern Economic Review's 
“Banking in Asia” special issue 
during their stay in Bangkok, 
courtesy of Thai Farmers 
Bank. 


hai Farmers Bank 

has chosen to provide 
visiting delegates with the 
Review, in recognition of 
the magazine's position as the 
most authoritative business 
publication in the region. 





THAI FARMERS BANK 
Dedicated to Banking Excellence 










PUBLIC TENDER SALE 


PRIME SOUTH AFRICAN PROPERTY - 
JOHANNESBURG C.B.D. 
AA LIFE CENTRE, 27 DIAGONAL STREET, JOHANNESBURG 


IN THE MATTER OF THE LIQUIDATION OF THE SHORT-TERM 
BUSINESS OF AA MUTUAL INSURANCE ASSOCIATION LTD 
; MASTER’S REF. NO. T2158/86 


Interms of Orders of the Supreme Court the Joint Liquidators are 
authorised to sell certain assets of the Short-Term Business. 
Tenders are accordingly hereby invited for the purchase of the 
following property: 


















































The property is situated at 27 Diagonal Street, Johannesburg, 
opposite the Johannesburg Stock Exchange building 
and there is erected on it an eleven storey building called 
A A Life Centre. The building has four levels of parking, 
two below ground and two above ground, comprising approx. 
460 parking bays. On the ground floor level are various shops, 
all fully let, and on the upper floors are eleven floors of office 
accommodation almost all fully let. The building also has a 
gymnasium, auditorium and canteen facilities. The total area 
ofthese shops, offices and otherfacilities is approx. 23 000 square 
metres, 


‘Tenders may be for the purchase and transfer of the property, or 

alternatively forthe acquisition of the entire share capital of and 

loan accounts inthe company Munov (Pty) Ltd which, together 
| with its two subsidiaries, is the registered owner of the land 
| detailed above. 


The property, relevant title deeds, rent rolls, service contracts 

and technical information of the building may be inspected by 

‘arrangement with the liquidators’ office below. Brochures 

containing the relevant information can be obtained at the 
undermentioned office. 


‘Tenderers will be required to submit a bank certified cheque in 
respect of a deposit of 1 % of the total purchase consideration. 





Ownership and risk of the assets will pass to a successful tenderer 
on registration of transferofthe property into name of the tenderer 
orhis nominee, or on transfer of the shares and cession of the 
loan accounts to the tenderer or his nominee, as the case may be. 


Tenders must be lodged by not later than 12 noon on Wednesday 
20th November 1991 at the liquidators’ office at the 
undermentioned address. Tenders shall be irrevocable and 
remain open for acceptance by the liquidators fora period of 30 
days from closing date of tender. Tender forms will be available 
on request from the undermentioned liquidators’ office and no 
tender will be considered unless on such form. The highest bid 
or tender may not necessarily be accepted and no referential 
bids will be considered. In terms of the relevant Order of the 
Supreme Court, this sale is not a sale in terms of Section 82 of 
the Insolvency Act, and the liquidators reserve the right to 
conducta private auction between the three highest offerors, if 
they deem fit. 


J M CONNOLLY, T R FRANKLIN, A H GUNN, 
DJ RENNIE, S W VAN DER MERWE 
JOINT LIQUIDATORS 


5th Floor, AA Life Centre, 27 Diagonal Street, 
JOHANNESBURG, South Africa 

PO. Box 9595, JOHANNESBURG 2000, South Africa 

Tel: (2711) 833-7400: Ext 2081 Fax: (2711) 836-8440 


CLASSIFIED ADVERTISEMENTS 


There will never be a better 
environment to buy an 
Australian beachfront resort. 


Halliday Bay Beach Resort is situated 40 kilometres north 
of Mackay on North Queensland's Tropical Coast. 
Overlooking the islands of the Great Barrier Reef and 
adjoining the Cape Hillsborough National Park, a feature of 
the resort is its natural surroundings and abundant wildlife, 

Facilities include Tennis Court, Swimming Pool, Licensed 
Restaurant, staff quarters, 18 accommodation units, 21 Group 
Tide Villa Units and a further 30 Group Fide Villa Units 
under management lease agreement. 

‘The property has a total land area of approximately 18.4 
hectares and includes a parcel of vacant land separate from ће 
resort complex. It is being offered in three parcels. 

Under instructions from N Summerson and R Duus of 
Ernst and Young as Receivers and Managers, Reef Village 
Resorts Pty Ltd, and the Mortgagee. 


TENDERS CLOSE FRIDAY Ist NOVEMBER 1991 
For details contact: PETER TEWKSBURY or BRUCE ALLOM 
TELEPHONE: 61 7 831 2000 


Facsimile: 61 7.831 2117 
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Miscellaneous 


HOLD IT RIGHT THERE! 


| AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
perfect for you. Б 













* Reduces back and 
neck aches 

* Reduces eye strain 

* Uses по desk space i 

* Folds away neatly 

* Fixes left or right 

+ Non-magrnetic 


Grippa copy holders. Mail them to: 
Name: | : 





Make check payable to Telesis investment Lid.. mail to ОРО Box 11163, Hong Kong 
SATISFACTION GUARANTEED, OR YOUR MONEY BACK 1070: 
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SCHILLER INTERNATIONAL UNIVERSITY 


A UNIQUE opportunity to study for an 
AMERICAN DEGREE in EITHER or BOTH the 
U.S.A. and Europe 
Study in FLORIDA, U.S.A., OR at one or more of 
our campuses in: 
LONDON, PARIS, BERLIN, 
HEIDELBERG, MADRID, STRASBOURG. 
ENGELBERG and LEYSIN (Switzerland) 
OR Divide your studies between Florida 
and our European campuses 
ASSOCIATE, BACHELOR AND MASTER'S 
degree programs in areas such as: 
€ Business Administration 9 Management 
è Marketing € Economies € International 
` Hotel Tourism Management 9 Public 
Administration € International Relations/ 
^^ Diplomacy 9 Psychology ® Computer Systems 
|. Management © Engineering Management 
: * Pre-Medicine* € European Studies 
@Commercial Art ® French € German 
E Not ali programs available at every carpus 
| e English as the language of instruction 
LH @ Small classes and personal attention 
e English as a Foreign Language courses at all campuses 
® Financial Aid opportunities 
» intensive courses in English. German & Spanish 











For Catalog, Viewbook or informational Video, write or сай: 


SCHILLER INTERNATIONAL UNIVERSITY 
Dept FE/EO * 51 Waterloo Road - London 5Е1 8ТХ - England 

















Appointments | : 


AGENTS WANTED 
By Sabre Fund Management 
ropes oi OTA ut 













BUSINESS ADMINISTRATION 
DEGREE COURSES 






















Private non-traditional University offers 
external Bachelor and Master of Business 
Administration courses. Also Doctorate 
Ph.D programme. There are no residen- 


tial requirements and the courses may be 
taken anywhere in the world. (UK unap- 
proved). Full details from 

Neil Gibson & Company, Dept. FER/1, 
PO Box 3, Sudbury, Suffolk, England. 
Fax: +44/787-278478. 


ment 2057 3 
0158 Fax 071 








REVIEW CLASSIFIED ADVERTISEMENTS | 


Cost: US$ 64 per column centimeter 
Column Width: 

1 column — 41mm 

2 columns — 88 mm 


3 columns — 133: 
4 columns — 183 






Column Depth: minimum 30 mm, maximum 230 mm 








Standard Units: | f 
1/4 (v) page (230 x 41 mm) US$ 1472 
1/4 (h) page (120 x 88 mm) US$ 1536 = 
1/2 (v) page (230 x 88 mm) US$ 2944: 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240 x 183 mm) US$ 6144 











For more information please contact the classified advertisement 
manager, Far Eastern Economic Review, 4th Floor, Centre Point: |. 
Building, 181 Gloucester Road. Hong Kong, Tel: 8328473, Fax: 
8346051 


Telephone: (071) 928 8484 - Fax: (071) 620 1226 · Telex; 8812438 SCOL G 


мургу fully à: by the Accrediting Comision af АСС, Washingt: 

































1990/91. Edition: 
China Telex & Fax Directory is à 
vital communications tool for all 
China traders. Compiled from our 
own database, it provides the most 
comprehensive listing of up-to-date 
and accurate telex and fax numbers 

-of all the significant organizations in 
TETT ‘China. Indexed in four ways, you'll 

a find it easier and more convenient 

iuo i 1O use: 


TELEX & FAX 
DIRECTORY 


ch reference 


1. Alphabetical listings of 
_ companies and 

: organizations. 

2. Geographical listings of 
names and numbers. 








: | 3. Numerical listings of telex 
2 ow you can have the China numbers. 
N Telex and Fax Directory, 
the only directory of its kind 4. Alphabetical listings of 


lable in the market. telex answerbacks. 





A vital Communications tool 
for China traders 


Order your copies now 

r шип mmm X A эш иша шан нип иеш 
To: China Phone Book Co., Ltd. 
Please rush me copy/copies of the China Telex і 
and Fax Directory 1990/91 as indicated: 


і error D OMM —— е 
| Address: 


l M | Tel: 
l 


















Price: Hong Kong ~ HK$175 + HK$15 І ` 
for postage | 
і Elsewhere ~ US$32 inciuding armat i 
postage y 
No. of copies i 


| Cli enclose __ 








I (Ji preter to charge o 
| credit card (tick опе}. 





і Send this coupon and remittance to 
China Phone Book Co., Lid., G.P.O. Box 
11581, HK. 91010 
лана — пиш шиш шит тин ER и Um 
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INNOVATION 


Ultimate fashion 


| he scene is a traffic accident, 
| somebody is badly hurt and the 
| emergency services have been 
called. Enter the paramedic of the 
| computer age. The patient's pulse, tem- 
perature and blood pressure are taken, not 
by conventional means but through sen- 
sors in the medic's hand-held "track ball," 
while a one-chip camera records any sur- 
face injuries. 

| Goggles on the medic's headset display 
data from the sensors, and he relays his 
diagnosis via a microphone into a solar- 
powered personal computer. The rc 
matches the patient's condition with treat- 
| ment advice stored on a compact disc, and 
| à voice synthesiser prescribes a course of 
action through the headset. Both computer 
and disc player are contained in a pair of 
| shoulder pads, leaving the medic's hands 
free to treat the patient. 

As yet, this kit for the post-modern 
paramedic exists only in model form. It 
springs from the fertile imaginations of a 
team of young designers at the advanced 
personal-computer design centre in Tokyo 
of leading Japanese computer maker NEC. 

NEC's paramedical kit may sound far- 
fetched, but all the technologies it employs 
already exist. And while the system may 
seem like something out of the realms of 
science fiction, the problem it addresses is 
very much real-world. Overcrowded city 
roads mean that patients will increasingly 
be treated by paramedics on the spot while 
waiting to be ferried to hospital by ambu- 
lance. 

As well as the paramedical kit, NEC's 
designers have come up with a wardrobe 
of wearable computers that includes a 
portable office and a pc that hangs from the 
shoulder like a handbag. The prototype 
most likely to become an actual product is 
à data terminal worn on the forearm to 
leave both hands free. It contains a bar-code 
scanner and is intended for use in inven- 
tory checking. 

Design came late to computers. Main- 
frame computers are quintessentially drab, 
tending to look like broom cupboards or 
filing cabinets. Until recently, Seymour 
| Cray's sculpturesque supercomputers and 
their cooling systems were the only number 
crunchers that had any glamour at all. 

The metamorphosis from filing cabinet 
to fashion statement began when compu- 
ters moved out of their temperature-con- 
| trolled sanctuaries and on to desktops. A 
| German designer, Hartmut Esslinger, and 

his company, frogdesign, are almost 
| singlehandedly responsible for initiating 





this development. 

Since Esslinger relocated to Silicon Val- 
ley in 1982 at the request of then Apple 
Computer chairman Steve Jobs, frogdesign 
has produced stylish — and instantly rec- 
ognisable — forms for several of the com- 
puter industry's best-known machines. 

These include the sit-up-and-beg 
friendliness of Apple's Macintosh, the slim 
"pizza-box" look of Sun Microsystems' 
SparcStation, and the all-black NeXT 
“cube.” Last year, the NeXT computer be- 
came the first foreign product to win the 
Japanese Government's prestigious G- 
Mark Grand Prix for design. 

But no matter how attractive their 
products, Esslinger and his colleagues have 
had to operate under one ma- 
jor constraint until recently. 
The bulky cathode-ray tubes 
used for computer screens 
virtually dictate that com- 
puters must be box- / 
shaped. n 

Progress with flat- 
panel technologies 1 
such as liquid crys- / _ 
tal displays and 
flexible materials 
such as electronic 
plastics is ra- 
pidly remov- 
ing that con- 


Dressed 
for skill. 


straint. Such components also give Hideji 
Takemasa, who is in charge of NEC’s ad- 
vanced PC design centre, the justification 
for designing wearable computers. 

The idea that computers could be worn 
came to Takemasa while he was helping to 
organise a pavilion for NEC at an interna- 
tional design conference held in Nagoya in 
1989. The pavilion’s theme was life in 
space. 

In a zero-gravity environment such as a 
space ship, Takemasa figured, computer 
keyboards would just float away. 

His solution: attach them to the body. 
“I wanted computers to become invisible,” 
he says. Slinging them over the shoulder 
or wrapping them around the forearm was 
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one way of achieving invisibility. 

Although the futuristic designs thi 
Takemasa and his team of 10 have cor 
up with are just mock-ups, they do serv 
an important function. They help foster tk 
high-tech image Japanese companies strix 
to project to attract the brightest your 
graduates. 

For NEC, a company with a reputatic 
for being strong in engineering but sho 
on imagination, the prestige garnered Ё 
its array of wearable computers is mos 
welcome. Like Hitachi and one or tw 
other leading Japanese electronics comps 
nies, NEC has belatedly begun to realise the 
differentiation through distinctive design 
becoming increasingly important in a mas 

мс ket characterised by clones ar 
lookalikes. 

Nonetheless, NEC remains 
highly conservative outf 
Takemasa's first job has been 
convince his top manageme 
to give designers a larger role 
—— product development. He ar 

his team are trying to flo 
within the company a conce 
known as the Hyperstation. 
appearance this resembles 
clipboard, but in fact it is a flé 
screen computer capable of pe 
forming a variety of usef* 
functions. 

Like many of the latest crc 
of small computers, it worl 
using a pen-based interfac 

Names, addresses and telephom 
numbers are stored in the form 

simulated name-cards, a very Japas 

ese touch. To dial the number, the usi 
touches the “name-card” with the pen. 

NEC's simulated Hyperstation looi 
suspiciously like Knowledge Navigator, а 
Apple simulation introduced two ог thre 
years ago that was intended to demo 
strate the US company's vision of биий 
computers. Takemasa acknowledges th 
similarity, but points out that there are als 
differences. 

For example, in the Apple version tilt 
user communicates with the computer v 
an “agent,” a small on-screen image of 
person which slavishly obeys its maste] 
bidding. According to Takemasa, Japane 
people (women in particular) would fe" 
uncomfortable with the idea of having 
human slave — even if only a simulate 
one. So, in the NEC version, the agent is 
cute little dog that barks whenever it warm 
to attract its master's or mistress's atte 
tion. п Bob Јоһпѕіом 
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wissair Customer Portrait 113: Elisabeth von Schlebriigge, writer, with husband Johannes, editor, and Nikolaus Franz Elias, Vienna. 





Going Fast. 
Staying Westin: 


The Westin Plaza, Singapore, 
What better place for your 
next meeting? 


Biss 


a 
THE WESTIN PLAZA 
Singapore 


a P 
Kk. Go | 


HOTELS & RESORT 
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The Right Balance. 


Resources alone do not determine 
which bank can best meet your 

А needs. Financial strength must be 
matched by strength of character. 
At Bank of America, we strive to 
strike the right balance, with global 
financial services delivered by people 
committed to helping you achieve 


your long-term objectives. 


The Golden Gate Bridge, Bl 


photographed by Morley Baer. Bank of Amer ica 


AS LONG AS DELIGHTING 
SOMEONE ELSE IS ONE OF YOUR 
GREATEST DELIGHTS ... 


There will always be 
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LETTERS 


Look to the policy 

The REVIEW in the issues of 12, 19 and 26 
September contained various items about 
urban transport in Bangkok and Kuala 
Lumpur. You comment on the symptoms 
but not on the overall policy and technol- 
ogy needs. 

As an international urban transport 
planner, I find the work on urban transport 
solutions in Jakarta very interesting. From 
August 1988 the firm of PT Citra Patenindo 
Nusa Pratama has built a new type of ur- 
ban fixed-guideway system under licence 
to a Brazilian firm. Since December 1989 
this 3.2km line has been publicly operated. 
Up to the end of September 1991 it has 
transported more than 800,000 persons 
without a direct operating loss. The pneu- 
matic propulsion system used — termed 
“Aeromovel” — is a technological break- 
through which deserves wider recognition 
within private firms and public agencies. 

The Brazilians and Indonesians have 


| Started to use this technology which does 


not require heavy foreign engineering in- 
put nor a high rate of foreign investment. 

The growing success of the Jakarta op- 
eration at Taman Mini is suggested by the 
recent article in Popular Science and the 


of the American Society of Civil Engineers. 

It would be a service to your readers, 
especially the ones in major Asian cities, to 
provide more information on this new 
Aeromovel technology and its potential. 
Your treatment to date seems similar to 
media people who did not want to venture 
to Kitty Hawk, North Carolina, in 1903. 
What the Indonesians have demonstrated 
is that local people with local money can 
confront local transport problems and 
achieve actual construction times that are 
shorter than the “study” times of the World 
Bank for transport issues. 


Washington LEE H. ROGERS 


Chaos in Bangkok 

The sheer contempt with which the “city 
planners” of Bangkok treat their citizens is 
scandalous. Recently І have been stuck, 
standing or seated, for hours in various 
modes of transport and wondered why the 
suffering common commuters of Bangkok 
take the official excuses for this situation so 
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Slowly, slowly 

Your well-balanced articles, Liberal land- 
slide [26 Sept.] and The governor's men [3 
Oct.], did Hongkong a good service by 
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In the Far East, crops of rice, the world’s most important sou 





od, are being protected with products from Shell Chemicals. 


Mm Shell Chemical! 








hovi the ‘world that the city is doing 
. not so badly in its first step towards de- 









-While the only “blemish” could be the 
| lower than expected voter turnout (39.1%), 
let us bear in mind that this is the first di- 
rect election to the legislature by Hong- 
' kong people who have been denied such a 
political right for more than 100 years. It 
Still compares favourably with the 35% 
_ turnout for last year's US Congressional 
. election. 
«Despite some criticisms of the demo- 
rats "march on Government House" to 
present their position on appointed mem- 
_ bers of Legco, it is part of the peaceful 
| democratic process of consultation and 
.. there is nothing “uncivilised” about it. 
50 Looking across the Taiwan Straits, one 
‚ would have seen on TV how the so-called 
> “democrats” of the Democratic Progressive 
„Рану (ppp) in Taiwan come to blows in the 
. Legislative Yuan. The violence-prone DPP 
. members have not only stigmatised the 
|. world's democratic system but could also, 
with their independence demands, pro- 
voke an armed attack by Peking on the 
herwise peaceful and prosperous island. 
Hongkong should be proud of its 
hievement in the slow-but-steady de- 
ocratisation process which Taiwan's DPP 
ay well emulate. 
onê 
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images of death 


K. Das’ article, Kinder oproeren B 
Oct.] brought back images of my fearful 
mother describing her childhood during 
the Japanese occupation and that her fa- 
ther's death was a result of torture by 
Japanese soldiers. The thought weighs 
heavy on my mind as I deal with my Ja- 
panese counterparts. 

Soon Kian Seng is right. "Blood debt" is 
just that, no matter what the "imperial dip- 
lomat" says. Those whose parents were 
tortured or killed by the Japanese are not 
so keen as the prime minister to "Look 
East.” 

Kuala Lumpur TONY SHUE 


Rumour of politics 

SHROFF [19 Sept.] is, on the whole, well 
written. However, there are two inaccurate 
statements to which we would like to draw 
your attention. The first said: “The assault, 
which allegedly had the support of ruling 
party officials, was rumoured to be a 
payback for Khoo's backing of opposition 
leader Tunku Razaleigh Hamzah in last 
October's general election.” 

In reply, 1 have been requested by our 
chairman and group chief executive, Khoo 
Kay Peng, to inform you that he has never 
been active in politics and it is completely 
untrue to say that he has backed the oppo- 
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| Ho Chi Minh City 


sition leader. The rumour is clearly un- 


founded and has obviously been spread by 
certain parties with ulterior motives. 

The other statement said: “But this may 
not be sufficient for a war on two fronts: a 
general offer for MUI could cost over M$600 
million [US$219 million].” A general offer 
for MUI, to be realistic, would cost at least 


M$2 billion. CHEW AIMAN 
Kuala Lumpur Malayan United Industries 
One-sided description 


I wish to protest the inaccuracies and one- 
sided description of the relationship be- 
tween Nhatico Co. and the Industrial 
Marketing Group (IMG), represented by 
Robert Verschoyle in Murray Hiebert’s 
article [5 Sept.] on foreign investment in 
Vietnam. 

It is untrue that IMG has invested 
US$250,000 in ап export-oriented timber 
processing yard. In reality, IMG has only 
spent about US$50,000 to build a house for 
Verschoyle, a business office, two ware- 
houses for drying timber and two small 
drying Kilns. 

Furthermore, it is not true that Nhatico 
could not obtain a business cooperation li- 
cence for IMG. Verschoyle rejected our fea- 
sibility study, and then sent Nhatico a let- 
ter informing us that he was suspending 
his cooperation and looking for another 
partner. 

It is also untrue that Nhatico retaliated 


| by asking local officials to postpone an IMG 
| timber shipment. IMG itself wanted the de- 
| lay to finish packing the shipment. 


DANG CONG DAN 
Nhatico Co. 


| Get-things-done in Cebu 


A foreign businessman was once heard to 
have remarked that people who wish to 
talk business go to Manila while people 
who wish to do business go to Bangkok. 
While the remark was perhaps not totally 
undeserved, this has been totally refuted 
by Cebu which has built a reputation as 
the unique get-things-done institution in 
the Philippines today. 

The man behind Cebu's richly deserved 
reputation is 52-year-old Cebu Governor 
Lito Osmena who barely three years аро 
was a member of the private sector. 

When Osmena started he had inherited 
a budget of P63 million (US$2.3 million) in 
1988. The former CEO of at least a dozer 
corporations (half of which egotistically 
bear his initials EMRO}, immediately set oul 
to increase the budget first to P700 millior 
and, over the next two years to P90 
million. By his fourth year as governor, ii 
had increased to P1.5 billion or the 
equivalent of the total budget of more thar 
a half of the 75 provinces in the entire 


country. 


Manila CLOD- ENRIQUE2 
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Aquanaut Sylvia Earle probes earth's other space. 


In Maui a woman hangs 
suspended in the depths of 
the Pacific, eye to eye with 
the great humpback whales 
of Hawaii. 

Intent and unafraid, Dr. 
Sylvia Earle never turns from 
a challenge. 

Dr. Earle is a marine 
biologist, oceanographer and 
botanist. The sea is her ele- 
ment. Here she has spent more 
than 5,000 hours – just over 
200 days. Here she explores, 
observes and searches for 
ways to conserve marine life. 

Since leading Americas 
first team of female aqua- 
nauts, leadership has been 
Dr. Earles lot. 

She has directed or par- 
ticipated in more than 50 
expeditions. Few divers have 
spent more time under waters 
as diverse as the Pacific 
Ocean and the Red Sea. 
Diverse. And deep. 





world I saw was incredibly 
beautiful. I wandered through 
fields of coral. The bamboo 
corals spiralled up like whis- 
kers and, when I touched them, 
rings of light pulsed up and 
down between base and tip” 

But not all of her fame 
has been achieved submerged. 

She has lectured in 40 
countries and written more 
than 70 articles. She is also 
authoress of the National 
Geographic book, Exploring 
the Deep Frontier. 

The very embodiment of 
the adventurous spirit, Dr. 
Earle is committed to pre- 
serving the seas and ardent 
in her defence of marine life. 

Today she researches 
methods of ocean conser- 
vation. She rallies support for 
the endangered whale, cata- 
logues underwater life and 
creates new devices in which 


to explore virgin sea worlds. 


Of a dive that took her 1,250 feet down to For the life she leads, Sylvia Earle relies on 
the floor of the Pacific, Sylvia Earle said, "The a Rolex. The accomplished make no 
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eruption of the Mt Pinatubo volcano — 
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has a similar range in Sumatra it is 
uncertain how the government will 
respond to the US, given Indonesia’s 
non-aligned status. 

Waiting for a Thaw 

Profuse Australian apologies to Malaysia 
for the media-inspired row between the 
two countries appears to be falling on 
deaf ears. Kuala Lumpur is yet to fully 
acknowlege a series of top-level 
explanations by Australian officials for 
the alleged slurs, including some in a 
controversial television soap series, 
against Malaysia by the Australian 
media. Australians are still being 
excluded from the Malaysian 
Government's short-list of important 
diplomatic functions in Kuala Lumpur 
and because of the chill Australian High 
Commissioner Frank Murray is longing 
for a transfer to friendlier climes. But 
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Building on success (37). 


Central bankers occupy the middle 
ground situated uneasily between the 
pursuit of sound monetary policy and 
the often countervailing pressures of 
political expediency. Their success in 


steering their ive banks across this 


often daunting terrain depends on a 


Canberra wants Murray, who was 
appointed less than a year ago, to stick 
it out — at least until bilateral relations 
improve. 


Unrecorded History 


At the UN on 2 October, Chinese 
Foreign Minister Qian Qichen was so 
nervous about North Korea’s reaction to 
his first formal meeting with South 
Korean Foreign Minister Lee Sang Ock 
that he refused to allow photographers 
to attend. Qian and Lee had a half-hour 
conversation on the need for an early 
opening of relations. Qian said their 
relations should remain “quiet but 
substantive,” meaning more trade but 
no diplomatic ties for the time being. 
He also thanked Lee for resolving the 
knotty question of Taiwan’s 
representation at the Asia Pacific 
Economic Council meeting in Seoul in 
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variety of factors, ranging from 
individual ability to highly structured 
and largely autonomous bureaucracies. 
REVIEW correspondents report on how 
the region's central banks have fared 
and whether the experiences of some 
may be applicable as a model for others 
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November, where Taiwan will be 
nown as Chinese Taipei, not Republic 
»f China. 
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Jne reason why 

he Philippine 
sovernment recently 
elaxed its ban on 

he return of Imelda 
Aarcos from exile in 
he US was a report 
уу senior intelligence 
ifficials that she had 
topped sending 
unds to Marcos 
»yalists in the country. For years after 
he and her husband, the late former 
resident Ferdinand Marcos, fled to 
lawaii from Manila, intelligence agents 
nonitored a flow of millions of dollars 
2 supporters — particularly renegades 
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in the military — to cause trouble for 
the administration of President Corazon 
Aquino. But no such cash transfers 
have been monitored this year. Imelda 
has said she plans to return to Manila 
soon despite a continuing government 
entry ban on her husband's remains. 
Business Angle 

Taiwan's English-language radio station 
ICRT (International Community Radio 
Taipei) has come under public scrutiny 
after the firing of two foreign reporters 
and a news producer. The firings were 
ordered by US businessmen on ICRT's 
board of directors who reportedly 
objected to the reporters' coverage of 
the opposition movement in Taiwan. 
ICRT staff members say the dismissals 
were a violation of freedom of the press 
and an embarrassing reversal of the 
government's more liberal policies 
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towards the news media. The Social 
Movement Alliance, a group of 
academics and journalists, is 
investigating the station and will 
submit its findings to parliament. 
For Marx’s Sake 

Vietnamese Communist Party chief Do 
Muoi is planning a secret visit to 
Phnom Penh before the 16 October 
congress of the Kampuchean People's 
Revolutionary Party to urge 
Cambodian leaders not to totally 
abandon Marxism-Leninism. In 
preparation for UN-supervised 
elections after the signing of a peace 
settlement to the 13-year Cambodia 
conflict, the Cambodian party is 
expected at the congress to change its 
name to People's Party, liberalise its 
ideology and drop the hammer and 
sickle as its symbol. 
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Kaifu’s ouster opens way for LDP leadership struggle 


Knights of the knives 





By Robert Delfs in Tokyo 


rime Minister Toshiki Kaifu's an- 

nouncement on 4 October that he 

would not stand for election to 

another term as president of the 
Liberal Democratic Party (LDP) leaves the 
selection of Japan's next prime minister 
largely up to the Takeshita faction, the cur- 
rent incarnation of the political machine 
which has dominated LDP politics for more 
than a quarter of a century. 

The catch is, however, that the 
Takeshita faction could prove unwilling or 
unable to put up a candidate of its own. If 
this happens the Lpp’s largest factional 
grouping will end up as kingmaker, in all 
probability endorsing 72-year Kiichi 
Miyazawa, leader of the third-ranking fac- 
tion, as the new party leader. 

The Takeshita faction elevated Kaifu 
from political obscurity to stand in Japan's 
highest office in the wake of the 1989 Re- 
cruit shares-for-favours scandal which 
caused Noboru Takeshita to resign as 
prime minister. Now the Takeshita faction 
has unmade Kaifu as easily as it made him, 
by simply signalling that it had decided to 
withdraw its support. 

Kaifu's decision not to seek another 
term came shortly after a stormy cabinet 
meeting in which it became clear that the 
Takeshita faction wanted him to go. This 
followed the collapse of the political reform 
programme, featuring a shift from multi- 
Seat to single-seat constituencies, on which 
Kaifu had staked his position as premier. 
While the single-seat system might, in 
theory, have removed much of the incen- 
tive for electoral corruption it was deeply 
unpopular with LDP MPs who saw them- 
selves being forced out of parliament as a 
result of the reform. 

After a parliamentary committee voted 
to drop his three political reform bills, 
Kaifu sought to keep the package alive by 
establishing a consultative body on politi- 
cal reform including opposition party 
members and headed by the speaker of the 
lower house. When his opponents tried to 
downgrade the status of the new commis- 
sion, Kaifu issued a statement of "grave 
resolve,” a phrase which was universally 
understood as a threat to dissolve parlia- 
ment. The threat of dissolution seems to 
have been the last straw as far as the 
Takeshita faction was concerned, though 
four whole days passed before Kaifu was 
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LDP factions 
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finally forced to go. 

Within hours of Kaifu's resignation an- 
nouncement, leaders of the three other 
largest factions all publicly declared they 
would run for the party presidency. The 
Takeshita faction must decide by 19 Octo- 
ber whether to field its own candidate or 
back the leader of another faction. 

This calculation will be based on nego- 
tiations over the next week involving the 
distribution of the other top posts in the 
party and cabinet. Most importantly, any 
decision to back a candidate from another 
faction will probably be conditional on an 
agreement to withdraw after one term in 
favour of the Takeshita faction's nominee. 

The party election on 27 October will be 
the first such contest since 1972, when 
Kakuei Tanaka defeated Takeo Fukuda. 
The 395 LDP MPs will each have one vote, 
with another 101 votes allocated to repre- 
sentatives of local party organisations. If 
no candidate wins a majority in the first 
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election, a run-off will be held between the 
top two contenders. 

With assured support from the smallest 
Komoto faction (Kaifu's faction) plus a 
substantial proportion of local party votes, 
the Takeshita faction can establish a clear 
majority with the support of any one of the 
other three major factions. 

Within the Takeshita faction, Ichiro 
Ozawa, 49, would be the preferred choice. 
Faction leader Shin Kanemaru has 
groomed Ozawa to be the party's next 
strongman. As LDP Secretary-General, 
Ozawa provided mugh of the force behind 
Kaifu's leadership until his resignation to 
take responsibility for crossed wires in the 
local government elections last April. 

Ozawa has so far declined to run, how- 
ever, citing health reasons. Ozawa was 
hospitalised for two months after appar- 
ently suffering a mild heart attack last June. 
Timing is probably an equally important 
reason behind Ozawa's reticence. He has 
been home minister, but has not held any 
of the more visibly important portfolios of 
finance, international industry or foreign 
affairs. Lacking the international stature to 
match his party muscle, Ozawa could not 
be as forceful a prime minister as he will 
be in two more years. 

Failing Ozawa, the most likely 
Takeshita faction candidate would be 
Tsutomu Hata, according to political com- 
mentator Minoru Morita. Hata entered 
parliament in the same 1969 class as 
Ozawa, and served as minister of agricul- 
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ture, forestry and fisheries under both 
Nakasone and Takeshita. Until last week, 
he headed the LDP Electoral System Re- 
form Commission, and he is widely seen 
as the next most likely to succeed to lead- 
ership of the Takeshita faction after Ozawa. 

A reputedly clean politician, Hata 
would be popular among younger LDP 
MPs and his association with political re- 
form work means his candidacy would 
make it possible for the Takeshita faction 
to overcome some of the political damage 
incurred by the unceremonious dumping 
of Kaifu. 

Although it is also probably too soon 
for Hata, he could still be tapped as a 
stand-in for Ozawa if negotiations with the 
other factions break down. 

If, on the other hand, the Takeshita 
faction turns to another faction, it will 
probably choose Miyazawa or Michio 
Watanabe. A former Finance Ministry bu- 
reaucrat, Miyazawa is by far the most ex- 
perienced candidate for party leadership. 
During a 30-year political career Miyazawa 
has served as minister of finance, foreign 
affairs, director-general of the Economic 
Planning Agency and deputy prime minis- 
ter. 

A fluent English speaker with good 
contacts abroad, particularly with govern- 
ment-policy elites in the US, Miyazawa 
represents what might be called the inter- 
nationalist wing of the LDP. His candidacy 
also appears to have strong support within 
the bureaucracy. 

Miyazawa is not seen as a powerful 
domestic leader nor is he particularly well- 
liked by Takeshita or Kanemaru. But these 
are not fatal obstacles. Takeshita and 
Kanemaru were also antipathetic to 
Nakasone, but supported him for three 
terms as prime minister. 

Gruff and outspoken, Watanabe, 68, is 
cut from the more traditional cloth of post- 
war LDP politicians. A former chairman of 
the LDP Policy Research Council, he has 
held cabinet posts such as finance and ag- 
riculture. Watanabe succeeded Nakasone 
as leader of the faction founded by Ichiro 
Kono, a powerful LDP boss in the early 
post-war years. 

Watanabe is more nationalist in his 
thinking than the internationalist-minded 
Miyazawa, better liked among other party 
leaders, and much more suited to the 
rough-and-tumble of LDP money politics. 
But these factors, together with his links to 
Nakasone, make him a more potent rival 
in the eyes of the younger Takeshita faction 
leaders such as Ozawa. 

Hiroshi Mitsuzuka, 64, only succeeded 
in May as leader of the second-largest LDP 
faction formerly headed by the late 
Shintaro Abe, and has not yet consolidated 
control. He has held the key cabinet port- 
folios of foreign affairs and international 
industry and trade and been chairman of 
the LDP Policy Research Council. a 
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RELATIONS 


US hurdle to Vietnam's IMF World Bank ties 


Handicapping Hanoi 





By Su Susumu Awanohara in Washington 


s world financial officials converge 
A: Bangkok for the annual IMF/ 


World Bank conference on 15-17 
October, one week before the scheduled 
signing of the Cambodian peace accord in 
Paris, the question of when Vietnam 
should be allowed to normalise its rela- 
tionship with the two financial institutions 
is coming to a head. 

Cambodia's special delegation will be 
welcomed at the conference for the first 
time since 1974 but attitudes towards Viet- 
nam will be split. Observers are watching 
closely whether Tokyo will finally part 
company with Washington and stop op- 
posing Vietnam's re-entry into the interna- 
tional financial community. 

Since Vietnam withdrew its troops from 
Cambodia in 1989, Washington and Tokyo 
have together insisted that Hanoi should 
not be helped until there is a comprehen- 
sive political settlement in Cambodia. 

Another focus of speculation is whether 
a rift will develop in Bangkok between the 
US and other major financial players over 
Vietnam. The US has blocked Vietnam's 
re-entry because of the Cambodia stale- 
mate and also over the issue of US troops 
missing in action (MIA) in the Vietnam War. 

In April the US introduced a timetable 
for normalising relations with Vietnam 
which many consider to be too stringent 
on Hanoi. Other governments have op- 
posed Vietnam only because of Cambodia 
and want to move ahead now that the 
Cambodian problem is all but resolved. It 
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is not yet clear whether in Bangkok the 
French will once again lead the charge 
against Washington's anti-Hanoi hard line. 

In April the French tried vigorously to 
build support for Vietnam by organising a 
"friends of Vietnam" gathering at the end 
of an IMF/World Bank meeting in Wash- 
ington. The gathering was, however, at- 
tended by the US, Japan and other coun- 
tries not so friendly towards Vietnam. It 
failed to make progress towards the ar- 
rangement of a bridge loan to let Hanoi 
clear its US$140 million arrears with the 
IMF — the first step in the restoration of 
Hanoi's financial standing. 

Many observers assume that the French 
will keep on trying to help Vietnam in 
Bangkok. Others sense that the French may 
have other priorities this time, such as fi- 
nancial aid to the Soviet Union, and may 
be constrained by the fact that the US 
helped fly French troops to Zaire recently. 

Regardless of the French position, Viet- 
nam is expected to receive more sympathy 
in Bangkok than ever before, including 
from Japan, some experts say. Even some 
US officials say it is unfortunate that the 
IMF/World Bank meetings come before, 
and not after, the Cambodian peace accord, 
which they say is an absolute prerequisite 
for any shift in the US position on Vietnam. 

The US extended its trade embargo 
against Vietnam in September, in line with 
its four-phase timetable, or "road map." 
The first phase begins with Vietnam sign- 
ing the Cambodian peace accord and co- 
operating in the accounting of MIAs. A 
partial lifting of the trade embargo — lim- 
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ited to "humanitarian trade" — will only 
. come in phase two. A full lifting is not 
_ possible until phase three, which can come 
ТО less than six months after the Cambo- 
dian peace plan has been implemented 
with full Vietnamese cooperation. 

The US will start easing opposition to 
|. IMF/World Bank programmes with Viet- 
|; nam only in phase three, and will back full 
normalisation of Vietnam-IMF/World 
_ Bank ties in phase four, after elections in 
Cambodia, which are not likely until 1993. 
¿This is much too slow a pace of nor- 
-malisation for other countries. There is а 
trong feeling that Washington should not 
|; prevent other governments from helping 
Vietnam, which has been implementing a 
.credible economic adjustment programme 
with advice — but not funds — from the 
IMF. These governments fear that if the US 
fails to seize the opportunity for normali- 
sation provided by the Cambodian peace 
ccord, it will soon be bogged down by the 
“MIA issue in the 1992 US election year. 
The political potency of this issue was 
emonstrated once again this year, when 
‘renewed interest in the MIA issue all but 
silenced legislators who had been calling 
for the lifting of the trade embargo against 
ietnam. Japanese officials too are agonis- 
1g over the position they should adopt in 
angkok. While they do not want to upset 
e US, they feel it is unfair to Vietnam to 
wait till next spring's IMF/World Bank 
meeting to start considering its relationship 
with the two institutions. 

2 Jf the Vietnamese do not make head- 
| way in Bangkok, Cambodian "special 
. guests" led by former prime minister Son 
-Sann are almost certain to be warmly wel- 
-Comed at the conference. After the forma- 
Чоп of the Cambodian Supreme National 
Council (SNC) last summer, Prince 
_ Norodom Sihanouk expressed a desire to 
|; return to the IMF/World Bank fold and 
more recently wanted to send an SNC 
delegation to Bangkok. 

On 1 October, Son Sann, who was put 
in charge of the SNC's relations with the IMF 
.and the World Bank by Sihanouk, met 
"World Bank officials in Washington. He 
requested that he be allowed to lead a 
delegation. 

^ Ina 3 October letter to Sihanouk, World 
«Bank vice-president Timothy Thahane said 
_. the IMF and the World Bank hoped that the 
- . SNC would in due course be able to appoint 
га Cambodian governor and an alternate 
governor for each of the two institutions. 
Pending these appointments, Son Sann 
гапа his group would be welcomed as 
. special guests. As such, the group would 
"have access to the plenary session and 
своте other meetings, but would not be 

allowed to address the plenary meeting. 
- Тһе idea behind this restriction is that “we 
` ¿cannot deal with a coalition — they have 
'« to start behaving as a government,” as one 
_ World Bank official put it. a 









































PHILIPPINES 


Manila settles for three-year pullout of US base 


On borrowed time 





By Rodney Tasker in Manila 


\ fter messy political posturing, le- 





galistic quibbling and an underly- 
ing struggle between purported 
national pride and economic considera- 
tions, the Philippines seems set to allow 
the US up to three years to withdraw from 
its Subic Bay naval base. President Corazon 
Aquino and her aides may therefore have 
saved some face after their widely criticised 
stance of seeking to circumvent the Senate 
rejection of a 10-year treaty that would 
have allowed the US to retain its last mili- 
tary foothold in Southeast Asia. 
Ironically, in the long term the only 
winner emerging as a result of the wrangle 
between the pro-bases Aquino and the 
anti-bases Senate may be Washington. The 
initial Aquino-Senate compromise sets no 
timetable for the removal of the 7,000 US 
troops and military hardware from Subic 
Bay, only saying that Washington should 
hand the base over to the Philippines 
within three years. Manila will now nego- 
tiate an executive agreement over the 
withdrawal with the US, but a new presi- 
dent and senate emerging from the May 
1992 election could theoretically allow the 
US Navy to stay even longer. 
Strangely, any concern about retaining 


a US military presence as a balancing force 
in the region has been thrown to the winc 
in the debate. The 12 of the 23 members o: 
the Senate who have argued that it is time 
the country throws off the last visible ves 
tige of its perceived neo-colonial relation 
ship with the US, have been pitted agains 
the Aquino government and pro-base: 
senators who fret about the economic 
consequences of losing Washington': 
US$203 million a year previously agreec 
compensation for a 10-year extension ir 
Subic and the plight of nearly 40,000 Fili 
pino workers there. 

The Philippines’ Asean partners, par 
ticularly Thailand and Singapore, were 
perplexed that both the executive and Јер: 
islature in Manila were so absorbed in then 
own inward-looking politicking and ago 
nising over relations with the US that they 
ignored wider regional security considera: 
tions. “The Philippines doesn't have muct 
awareness about its neighbours," one sen: 
ior Asean diplomat commented. "Maybe ii 
will now." Some anti-bases senators did 
approach Thai Ambassador to Manil: 
Sarasin Viraphol to ask about Thailand': 
experience after Bangkok asked the US 
military to leave their Thai bases in 1975 
but there was apparently no government 
interest in this regional precedent. 





FOREIGN 


For North Korean President Kim Il Sung, 
arriving in Peking for his 39th visit to 
China felt just "like a homecoming," as 
he told his Chinese hosts. Except this 
time, instead of quietly slipping in unan- 
nounced as is his custom of recent years, 
Kim came home in style. In an unpre- 
cedented show of respect, Peking's top 
triumvirate — General Secretary Jiang 
Zemin, President Yang Shangkun and 
Premier Li Peng — came out to meet his 
train. His welcoming banquet was at- 
tended by the entire cabinet and the Chi- 
nese Communist Party Central Commit- 
tee, as befits Kim's unique position as 
head of both party and government in 
Pyongyang. 

One name, though, was conspicuous 

in its absence from the fulsome front- 
| page accounts in Chinese newspapers of 
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RELATIONS 


Friends in need 


well-wishers who came to call on Kim 
that of China's supreme leader Deng 
Xiaoping. Nevertheless, there were per 
sistent rumours in Peking and news re 
ports in Seoul that the two did meel 
briefly. A publicised meeting could have 
had its uses for both sides — to boosl 
Kim’s prestige back home and to signal 
that the ailing Deng was still fit. So, 
speculators wondered, if the two com- 
munist patriarchs did in fact meet, why 
be so coy about announcing it? 

One theory has it that, despite the 
brave show of intra-communist camara: 
derie in the wake of the collapse of Soviel 
Marxism, Peking might have had some 
unpalatable messages for Kim that coulc 
only be delivered discreetly at the top 
most levels of power. 

For instance, China could be keen tc 
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In fact, the withdrawal of 15,000 
US military personnel and the clo- 
sure of its air and naval bases in 
Thailand had little negative impact 
either on Thai security or the 
economy. 

Despite speculation that the US 
is now looking around the region 
for possible new bases, there is little 
reason to expect any such develop- 
ment. The US Navy and Air Force 
have since November 1990 been 
granted increased access to Singa- 
pore facilities on a commercial ba- 
sis. Malaysia and Indonesia, which 
despite their official stance of call- 
ing for a region free of all external 
military influence are known pri- 
vately to have supported a contin- 
ued US presence in the Philippines, are un- 
likely to do high-profile military deals with 
the US. 

Thailand, which like the Philippines still 
has a mutual security pact with the US, 
sees no reason to inyite back a permanent 
military presence. And overall, regional 
strategists view the current post-Cold War 
period as a time to review domestic secu- 
rity capabilities rather than attempt to per- 
suade the US to retain a land-based mili- 
tary foothold. 

That still leaves the Philippines with 
what National Security Adviser Rafael Ileto 
describes as a “security vacuum.” But as 
he told a recent forum, the country’s de- 
fence budget — which now stands to be 
seriously eroded by a drop in US military 
assistance — is largely eaten up by domes- 
tic security. It has to pay for the armed 
forces to battle the communist New Peo- 


further upgrade its ties with South Korea. 
Trade missions have already been ex- 
changed, but Peking and Seoul still lack 
reciprocal consular services and invest- 
ment protection treaties. Pyongyang, 
stalling for time, would like to make any 
further Chinese rapprochement with 
Seoul contingent upon Japanese recogni- 
tion of North Korea — a condition that 
Peking is in no mood to entertain, ac- 
cording to a Chinese foreign-policy ob- 
server. 

After all, he points out, despite its 
rhetorical support for Kim's “one nation, 
one state, two systems, two governments” 
formula for a federated Korea, China has 
no real interest in reducing North-South 
tensions on the peninsula. Rather than 
facing on its northeast border a unified 
and economically booming nation of 70 
million people bristling with modern 
ordnance, China would just as soon see 
“Seoul and Pyongyang continue quarrel- 
ling — as long as they don’t go nuclear.” 

That, though, is a big if, given 
Pyongyang’s intransigence about allow- 
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Enrile: hard line on negotiations. 





ple’s Army across the country and Muslim 
secessionists in the south, and guard 
against any further coup attempts by disaf- 
fected, renegade military groups. 

Such considerations appear to have 
been sidelined in the main political debate 
following the Senate's rejection of the bases 
treaty. Aquino initially ordered the with- 
drawal of the termination notice to the US 
and said she would invoke a clause in the 
constitution to overturn the Senate vote 
through a referendum. 

She quickly backed away from that 
proposal in the face of widespread criti- 
cism that she was usurping the Senate's 
constitutional role, and asked the Senate to 
work out a US withdrawal arrangement. 
When it appeared that the majority of anti- 
bases senators wanted the US to pull out 
within a year Aquino's executive secretary, 
Franklin Drilon, made the surprising state- 


ing international inspection of its nuclear 
facilities. So China is likely to press North 
Korea to respond quickly to recent US 
initiatives to demobilise tactical nuclear 
weapons, which would include those sta- 
tioned in South Korea. 

Economic development was another 
important sub-text of Kim's trip. His 
itinerary included a swing through the 
industrially developed provinces of 
southern China, which he has never vis- 
ited before, though his son and desig- 
nated successor, Kim Jong Il, had toured 
some of the coastal special economic 
zones (SEZs) a few years ago. 

Pyongyang had reportedly balked at 
adopting Chinese-style economic reforms 
on the grounds that free-market enclaves 
on the scale of SEZs would destabilise 
North Korea politically. So, on this trip, 
Observers expected Kim to concentrate on 
one or another of southern China's so- 
called open areas, a smaller and more 
flexible type of development enclave. 
Nanjing or Shanghai's Pudong were 
considered likely candidates. 
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ment that the president was con- 
sidering running for a second term 
in May 1992. Aquino, who has con- 
stantly stated she would not run 
again, said Drilon was only ex- 
pressing his own opinion. But it 
was widely thought she was 
putting pressure on the Senate — 
four of whose members have de- 
clared themselves as presidential 
candidates with most of the rest 
planning to seek re-election. 

That was when the proposal for 
a three-year withdrawal period, 
with no obligation on the US to pay 
compensation, emerged from the 
Senate at the initiative of anti-bases 
Sen. Rene Saguisag. Claiming that 
the arrangement was backed by 
more than half the Senate, Aquino then 
launched the plan for a negotiated execu- 
tive agreement with the US to cover details 
of the three-year withdrawal. 

Senate hardliners — Juan Ponce Enrile 
and Jovito Salonga — said the move would 
be unconstitutional without a two-thirds 
Senate endorsement because any with- 
drawal period over one year constituted a 
treaty. 

Neither have been hitherto noted for 
their anti-US sentiments. In fact Enrile, the 
late president Ferdinand Marcos' defence 
secretary, and Salonga, who was given 
sanctuary in the US from Marcos' rule, 
both have reasons to be thankful to the US. 
Their position highlighted the fact that do- 
mestic political posturing, on the back of 
Filipino nationalism, rather than any re- 
gional security considerations, have been 
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paramount in the bases debate. 


However, Kim's first stop outside Pe- 
king was not economic but cultural. In 
Shandong province, just across the Yel- 
low Sea from Korea, Kim visited the holy 
mountain of Tai Shan and Qifu, the birth- 
place of Confucius. 

Although never before a major lumi- 
nary in Pyongyang's communist pan- 
theon, Confucius is venerated by many of 
the East Asian newly industrialised 
countries whose company North Korea 
hopes to join. The sage is also enjoying a 
rehabilitation in China. 

Then, too, Confucius stands for filial 
piety and dynastic continuity — concepts 
dear to a gerontocrat who hopes to be 
succeeded by his unpopular son. One key 
item on Kim's Peking wish list, observers 
suspect, would be an early and high- 
profile invitation for his son to help 
annoint him as successor. Already, the 
latest trip has helped enhance the younger 
Kim's status, a Korean observer suggests. 
With the father away so long in China, 
the son is left conspicuously in charge 
back home. m Lincoln Kaye 
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REGIONAL AFFAIRS 
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Japanese aid plan 

for Soviet Union 

> Japan announced a US$2.5 billion aid 

package for the Soviet Union, consisting 

of US$700 million in government credits 
and US$1.8 billion worth of trade 
insurance designed to encourage Japanese 
exports. The package marks the first 
Occasion since World War II that Japan 
has announced a major programme of 
assistance to Moscow. Japan previously 
refused Soviet requests for aid, insisting 
that economic relations with Moscow 
should be dependent on an improvement 
in political relations. Japan has refused to 
negotiate a peace treaty with Moscow 
because the two nations remain 
deadlocked over Tokyo's claim to the 
Northern Territories — four Soviet-held 
islands in the Kurile chain. Foreign 
Ministry officials said the decision to 
arinounce a major aid package before the 
_ Settlement of the territorial issue was 

based on the view that the failure of the 

Moscow coup on 19 August marked a 

historic turning point in the Soviet Union. 
` The announcement was also intended to 
pave the way for a visit to Moscow by 
Foreign Minister Taro Nakayama on 12 
October. 


Indonesian veterans 

ask Tokyo to pay up 

> The Central Communication Forum of 
Ex-Heihos — Indonesian soldiers 
employed by the Japanese occupation 
forces during World War II — has asked 
Japan for US$650 million in compensation 
for their services. The demand was made 
by the organisation's chairman, Tasrif 
“Rahardjo, at a press conference to 

. coincide with the 3 October visit to 
Jakarta by Emperor Akihito. Rahardjo 
claims that 23,000 heihos served with 
Japanese wartime forces, but their rights 
had not been addressed in the 
Indonesian-Japanese agreement on war 

. reparations. 


Impeachment bid 
fails in Sri Lanka 
> The impeachment resolution hanging 
over the head of Sri Lankan President 
Ranasinghe Premadasa was rejected by 
Speaker M. H. Mohamed on 7 October on 
the grounds that it lacked the required 
number of valid signatures. Mohamed, 
who had told Premadasa on 28 August 
that he was entertaining the resolution 
signed by almost the entire opposition 
and some members of Premadasa's ruling 
United National Party, did not include it 
` in the parliamentary agenda. The 
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resolution had accused Premadasa of 
abusing his powers and violating the 
constitution. 


Iranians accused in 

death of Zia crony 

> General Fazle Haq, a crony of late 
president Zia-ul Haq and former military 
governor of Pakistan’s North-west 
Frontier Province, was killed by unknown 
assassins in Peshawar on 4 October. His 
son accused Iranian diplomats and 
Pakistan's Shia leaders of plotting the 
murder, but both the Iranian Embassy 
and the religious leaders denied any 
involvement. 


Fatal protest at Taiwan 
nuclear plant site 

> One policeman was killed and more 
than a dozen others injured during a 
protest against Taiwan’s fourth nuclear 
power plant in Taipei county on 3 
October. The death — the first at a public 
protest in Taiwan since martial law was 
lifted in 1987 — occurred when a 
protester from a local environmental 
group drove a truck through a police line 
at the plant site. 


i 
* 
i 
£ 
А 
ү 
E. 


: 


ET 





Bangladesh elects 

new president 

> The Bangladeshi parliament elected 
Speaker Abdur Rahman Biswas on 8 
October to the largely ceremonial post of 
the country's president. Biswas, a 
nominee of the ruling Bangladesh 
Nationalist Party defeated his rival, 
Badrul Haider Chowdhury, the 
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candidate of the opposition Awami 
League by 172 to 92 votes. The election 
was caused by last month's referendum 
approving a parliamentary system to 
replace the former presidential form of 
government. 


Seoul party pushes 
for electoral reform 
> South Korea's 
ruling Democratic 
Liberal Party (DLP) 
has called for a major 
overhaul of the 
electoral system to 
prevent election 
fraud. DLP executive 
chairman Kim Young 
Sam, in a keynote 
speech to the National 
Assembly on 7 October, said legislators 
tainted by accusations of electoral fraud 
should be forced to give up their 
parliamentary seats. Under current laws, 
they can stay on as legislators until court 
procedures — often running to several 
years all the way to the Supreme Court — 
are exhausted. 





Kim. 


Appeal to Japan on 
Hongkong investment 

> China's chief representative in 
Hongkong, Zhou Nan, has appealed to 
Japan to maintain its investment in the 
territory. Zhou, the director of the New 
China News Agency in Hongkong, met 
Japanese Foreign Minister Taro 
Nakayama on 7 October. Zhou's visit, 
described as semi-official, comes one 
month after a similar trip by 

Hongkong Chief Secretary Sir David 
Ford to promote the territory's new 
airport project among Japanese 
investors. Under a memorandum signed 
by Britain and China earlier this year, 
Peking has promised to actively 
encourage investment and confidence in 
the project. 


Manila chief justice 

in presidential race 

> Senior members of the Philippines’ 
Liberal Party have announced that Chief 
Justice Marcelo Fernan will seek 
nomination as the party's candidate in the 
May 1992 presidential election. Although 
Fernan himself has kept silent, such a 
move would present a challenge to 
Liberal Party leader Sen. Jovito Salonga, 
the Senate president, who is also seeking 
to run for president. There are already 
nearly a dozen known presidential 
contenders. 
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Advanced energy conversion 
technologies 

are required 

to reduce the burden 

on our environment. 


World Energy Conference, Montreal 1989 


We are committed to progress: 
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SIEMENS 


Burning coal cleanly 





Coal is our most abundant energy 
resource and available in numerous 
countries worldwide. And it will 
remain vitally important for power 
generation in the future as the 
world’s energy demand continues 
to increase. 


Our advanced technology is giving 
coal a new - clean – face. We have 
developed processes geared to 
cleaner and more cost-effective uti- 
lization of coal than previously 


thought possible in power plant 
engineering. 


Coal's bright future 

A power plant incorporating our 
combined cycle (GUD") technology 
is currently under construction in 
Buggenum/Netherlands.The fuel 
gas will be produced in an integrat- 
ed coal gasification plant and 
burned cleanly by our coal gas 
burner - and the plant's efficiency 
is higher than that of conventional 
coal-fired power plants. 


Technology that sets standards 


Another example of advanced 
technology from Siemens is the 
power plant in Hanover/Germany. 
With its energy utilization factor of 
8096 and highly-effective flue-gas 
scrubbing system, this plant is one 
of the cleanest and most cost- 
effective power plants anywhere in 
the world. 


Clean energy 

Only cost-effective, clean power 
generation will be able to meet the 
growing worldwide energy demand 
while conserving resources. We are 
committed to putting this principle 
into practice: In all fields of power 
plant engineering we design, devel- 
op and supply state-of-the-art 
systems, equipment and turnkey 
plants tailored towards pollution 
control and higher cost-effectiveness 
in power generation. 


View into the combustion zone of a coal gas burner 





Committed to the future. 
Siemens Power Generation 


Siemens AG, Power Generation Group (KWU) 
Hammerbacher Str.12 +14, W-8520 Erlangen, Germany 
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ENGINEERING 
WEALTH 


Design 


Engineering wealth at Indosuez is a Private 
Banking service 

It is designed for individuals and families for 
the safeguard and growth of their estate through 
professional investment management 

Each client's needs are carefully measured to 
produce an individually tailored, secure invest 
ment programme designed to harmonise 
growth objectives with muted risk 

Indosuez research and market expertise 
with its presence in 65 countries, offer the most 
promising opportunities from the world’s 
markets 

Engineering wealth calls for a carefully 
crafted design - in harmony with the times 


BANQUE INDOSUEZ 


International Private Banking 


in Hong Kong, call Patricia Lawson (Lim) 
on (852) 848-9098 or 523-5614 
in Singapore, call Philip Chan on (65) 224.49.01 
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AFGHANISTAN 


A peep into the mysterious spy network 


Kabul's enforcer 





By Ahmed Rashid in Kabul 


he long-running covert war be- 
| tween two spy agencies — Pakis- 
tan's Inter Services Intelligence (IS) 
and Afghanistan’s WAD — remains the 
biggest impediment to an Afghan peace 
settlement. However, Gen. Ghulam Faroq 
Yakubi, the head of WAD, now says that 
“all matters in the Afghan conflict are ne- 
gotiable” and that he hopes a ceasefire and 
a transitional government in Kabul can be 
set up soon, 

For 13 years the isi and the WAD (for- 
merly KHAD) have essentially directed the 
policy in the civil war between Pakistan- 
based Afghan mujahideen and successive 
Kabul regimes. After the April 1978 com- 
munist takeover of Kabul, the army-based 
ISI underwent rapid expansion and became 
the main conduit for arms supplies from 
the US, China, Saudi Arabia and other Gulf 
states. In close coordination with the CIA, it 
organised the mujahideen, directed their 
military operations inside Afghanistan and 
managed their political image abroad. 
Under late president Zia ul-Haq, the 151 
favoured Islamic radicals among the 
mujahideen in the distribution of US arms. 

The WAD, formed soon after the 1978 
coup, was used by successive Afghan 
presidents to eliminate their rivals within 
the ruling party. President Najibullah 
headed the wAD from 1980 to 1986, when 
he took over as head of state. During his 
tenure at the security agency thousands of 
Afghans were executed or detained with- 
out trial. The WAD is still dreaded in the 
ruling Watan Party, the army and gov- 
ernment. 

In an interview with the REVIEW, his 
first with a foreign publication, WAD chief 
Yakubi made no excuses for the role of his 
agency. “The military and security aspects 
of this long war determine the scope of 
our activities. As a Muslim and human 
being, I hope Pakistan never has to un- 
dergo the experience of a 13-year war," he 
said. 

Yakubi added that the wAD was al- 
ready undergoing changes in line with the 
new democratic changes initiated by 
Najibullah, but it could never surrender its 
important role in ensuring security. 

He said that the WAD had closed down 
17 interrogation centres in the provinces, 
but many of the areas he mentioned are 
controlled by the mujahideen. He said the 
agency had also recently reduced its staff 
by transferring some cadres to other min- 
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istries. Denying Amnesty International's 
claims to the contrary, Yakubi declared that 
special courts for summary trials had been 
disbanded in March. 

By his count the WAD currently holds 
only 440 political prisoners, including 21 
Pakistani intelligence agents, though most 
Western human-rights organisations say 
that thousands of dissenting Afghans are 
still in Kabul's jails. ^We have also opened 
a small anti-narcotics bureau to fight the 
guerilla mafia," he said, adding that West- 
ern countries should cooperate with Kabul 
to eradicate this menace. 

Both the mujahideen and the Afghan 
army are known to be financing much of 
their operations through heroin smuggling. 
Some ISI and WAD agents are also known 
to have a role in drug dealing. Western 
diplomats in Kabul said that in September 
Gen. Esamuddin, head of the WAD in the 
Afghan army, was sacked for smuggling 
heroin and selling artefacts from Kabul's 
national museum. 

The 151 says that the 
WAD is an arm of the Soviet 
KGB and has perpetrated 
thousands of terrorist acts, 
bomb blasts and murders 
in Pakistan, a charge 
strongly denied by Yakubi. 
"The ISI is a military or- 
ganisation that is not un- 
der the government. It is 
utilising every method to 
undermine international 
accords, even the UN 
Charter," Yakubi said. He 
added that as minister of 
state security in the cabinet 
he was responsible to the 
prime minister. 

The isi, headed by 
Lieut-Gen. Asad Durrani, 
comes under the purview of the Pakistani 
army chief and reports directly to both the 
president and the prime minister, though a 
number of Pakistani politicians have ac- 
cused the ISI of undermining elected gov- 
ernments. 

Yakubi represents the hardline faction 
of the Watan Party dominated by nation- 
alist Pashtuns, but even they realise that 
the Afghan Government cannot sustain an 
indefinite war. The WAD has persuaded 
some former mujahideen groups to set up 
regional militias which are paid for and 
armed by the government. “In the past two 
years, 68,000 armed opposition and 90,000 
unarmed opposition people have joined 
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the government,” he said. 

Yakubi, a highly sophisticated man 
who, like a John Le Carre fictional spy 
chief, wears a constant smile, is so soft spo- 
ken that it is difficult to hear him across the 
table. He operates out of a mansion in the 
centre of Kabul. For the interview, this re- 
porter was asked to carry nothing but a 
notebook and was driven there in a car 
without number plates. The building is 
surrounded by members of the elite Presi- 
dential Guard and inside the marbled cor- 
ridors, young WAD officers, all of them 
Pashtuns and dressed in dark business 
suits, scurry around in silence. No intro- 
ductions are made and no names given. 


Yakubi's office is huge and wood-pa- 


nelled, with imitation Louis XIV-style sofas 
and 10 telephones on his desk. A former 
police instructor, he became head of the 
WAD in 1989. He was briefly trained in 
West Germany but denied having had any 
formal intelligence training. 

Despite being fierce adversaries in the 
intelligence war, Yakubi and tsi chief 


Durrani are known to have a healthy re- - 


spect for each other. They reportedly had a 
meeting in Geneva in the summer, when 
they discussed various possible deals 
linked to the formation of an interim gov- 


ernment in Kabul. Western diplomats in 


Islamabad were surprised when reports of | 


the meeting surfaced. 
$ However, both have de- 
Е 


vnius 


^We leave these questions 


Yakubi said that Naji- 
bullah had made 32 peace 
proposals in the recent 
past but had received no 
response from the mujahi- 


mentalist mujahideen to 
attack Gardez and other 
Afghan cities. However, he 
hoped that the recent ac- 
cord between the US and 


in the war would acceler- 
ate the peace process. 

Asked how the regime would survive if 
the stalemate continued, Yakubi retorted: 
“When the Russian troops left in 1989 the 
CIA gave us three months, the 151 gave us 
only three days. [The Soviets are now cut- 
ting off military aid] but our morale is high. 
We know how to defend and sacrifice for 
the homeland." 

Yakubi said he hoped that when peace 
breaks out both the WAD and the ISI would 
have lesser political roles. "We could actu- 
ally cooperate with each other in combat- 
ing narcotics, terrorism and in ensuring re- 
gional security," he said. But, with the civil 
war still raging, any such cooperation 
could be a long way away. a 
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nied that they ever met. - 


to the press," said Yakubi. _ 


deen. He said the 151 was - 
now organising the funda- — 


the Soviet Union to cease - 
arms supplies to both sides — 
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PHILIPPINES 


Bank documents trace 
Marcos’ millions 


Road to 


recovery 


By Rigoberto Tiglao in Manila 

ank documents turned over by the 
B Zurich district attorney have given 
Philippine prosecutors a chance to 
recover US$356 million allegedly deposited 
by former president Ferdinand Marcos and 
his wife Imelda in Swiss financial institu- 
tions. 

The release of the documents could also 
set a precedent, changing the image of 
Swiss banks as a safe haven for the illegally 
gained wealth of Third World political 
leaders. Philippine Solicitor-General, Fran- 
cisco Chavez, claims that Manila’s pursuit 
of the Marcos accounts in Swiss banks has 
been far more successful than other coun- 
tries’ attempts to recover the funds of cor- 
rupt strongmen. 

“These are the documents that were not 
available in the New York trial [of Imelda 
Marcos],” Chavez said, "and they prove 
that Imelda wasn't a simple housewife 
who did not know anything about her 
husband's activities.” He claimed that the 
documents — authenticated by the banks' 
representatives — contained the signatures 
of Marcos and his wife as beneficial owners 
of foundations which have funds in two 
Swiss banks. 

The papers, Chavez said, will prove that 
five accounts kept in Swiss Credit Bank 
and Swiss Bank Corp. with balances 
totalling US$356 million at the end of 1989 
were held by foundations owned by the 
Marcoses. The accounts are in the name of 
the Swiss-registered foundations Vibur, 
Avertina, Spinus and Palmy as well as 
the Panama-registered Aguamina Corp. 

It would have been impossible to deter- 
mine the ownership of these entities with- 
out the the bank documents provided by 
the Swiss district prosecutor, Chavez said. 
All five were established as the end- 
product of a circuitous process of cor- 
porate layering intended to conceal their 
real owners. As it is the picture being 
built up by Manila's prosecutors of how 
the Marcoses hid their money could be 
the first actual case study of how a dictator 
used the Swiss corporate and financial en- 
vironment to conceal ill-gotten wealth. 

After a month's study of the documents, 
the Office of the Solicitor-General an- 
nounced on 4 October that it was starting 
proceedings for a forfeiture case aimed at 


convincing the Swiss authorities to turn 
over to the government all the money in 
the alleged Marcos accounts. 

It is unlikely that the case can be com- 
pleted before a new government takes over 
on 30 June next year given the notorious 
delays of Manila's judicial system. What 
the government hopes to accomplish is to 
persuade the Swiss Federal Tribunal to ex- 
tend its 20 December deadline for a crimi- 
nal conviction of the Marcoses. Without a 
conviction the tribunal has threatened to 
lift its freeze order on alleged Marcos ac- 
counts in Swiss banks. 

Manila is using an obscure 1955 law, as 
its main tool for regaining the assets con- 
tained in the five accounts. The law has the 
advantage of shifting the burden of proof 
on to the Marcos family: if they cannot 
show how they were able to acquire the 
assets out of their legal incomes, the funds 
will be forfeited to the state. 

Chavez has stuck to his estimate that 
the Marcos family's stolen wealth amounts 
to about US$5 billion, which means that 
the US$356 million expected to be re- 
covered from the new case is a just a drop 


Marcoses: accounts in both names. 


in the bucket. This does not alter the sig- 
nificance of the case as a legal break- 
through. 

The origin of the biggest account, 
amounting to US$231 million and held by 
Avertina Foundation in Swiss Credit Bank, 
was traced back to March 1968 — or just 
before Marcos made a bid for a second 
presidential term in 1969. The record 
shows that the Marcos couple, using the 
pseudonyms William Saunders and Jane 
Ryan, opened separate accounts in the 
bank. 

Then in 1970 the funds in these accounts 
were transferred to Xandy Foundation, 
beneficial owners of which were the 
Marcos couple. In 1978, Xandy was re- 
named Wintrop Foundation; this in turn 
was dissolved in 1981 and its assets trans- 
ferred to a fiduciary account in Bank 
Hoffman in favour of Fides Trust Co. 
Avertina Foundation was then set up in 
1981, with the Fides accounts transferred 
to the new foundation. a 


FAR EASTERN ECONOMIC REVIEW 


g 
А 
A 
5 
A 





THAILAND 


Foot-dragging on next 
elections raises tensions 


Jittery 


generals 





By Paul Handley in Bangkok 

J ockeying for position between the 
Thai military junta and the political 

party of former army chief Chavalit 

Yongchaiyut has raised political tensions 

as Bangkok opens its doors to the World 

Bank/IMF annual conference. 

Provocative statements by leaders of the 
National Peacekeeping Council (МРС), the 
junta’s official entity, and delays in pro- 
ducing a revised draft constitution have led 
to worries that elections promised before 
next April could be postponed. 

Observers believe the statements were 
meant to frighten Chavalit’s aggressively 
anti-NPC New Aspiration Party (NAP), 
which has recently stepped up its cam- 
paign to force the NPC's hand over elec- 
tions. That campaign has apparently in- 
cluded support for political activists who 
hope to exploit the World Bank meeting to 
organise anti-junta protests. 

But some feel that the statements reveal 
an insecurity among junta members about 
the electoral potential of the junta-related 
Samakkhi Tham Party, set up this year to 
square off with the NAP. Analysts fear that, 
if Samakkhi Tham continues to appear 
weak, the junta will delay elections or take 
measures to shore up its own power. 

The main cause of unease was a state- 
ment by air force chief and NPC deputy 
chairman Air Chief Marshal Kaset 
Rojananin that the appointed civil govern- 
ment of Prime Minister Anand Pan- 
yarachun should resign if the draft consti- 
tution was rejected by parliament. Kaset 
also said the next prime minister should be 
a soldier rather than a civilian. 

These and other statements by NPC 
leaders, including direct attacks on the 
performance of Anand's government, gave 
rise to widespread rumours that Anand 
would be forced out of his job by the МРС. 
Deliberately spread or not, the rumours 
provoked a strong backlash from politi- 
cians, especially from NAP members. And 
after one NAP member suggested the army 
was corrupt, he was put in jail. 

Actions and statements like these con- 
tinue to give Chavalit the upper hand in a 
contest increasingly focused on appearing 
“more democratic than thou." Even as the 
NAP exploited Kaset's statements, army 
commander Gen. Suchinda Kraprayoon, 
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the de facto leader of the МРС, fed the fire 
by threatening a ban on demonstrations 
during the World Bank meeting. Suchinda 
said on 1 October that the junta had its 
eyes on bigger provocateurs. If there is 
trouble, he said: ^We will arrest the knights 
and kings as well. We know where they 
are." j 

His remark was widely seen as referring 
to NAP leaders. But it provoked an even 
stronger backlash, including a riposte from 
Deputy Prime Minister Pow Sarasin. In 
charge of security for the World Bank 
meeting, Pow said demonstrations were 
normal and nothing to worry about. A day 
later Suchinda backed off, explaining that 
his remark was only a request for students 
to keep things quiet. 

Suchinda may have been right about 
provocateurs, but observers say he might 
be ignoring a significant rise in non-parti- 
san anti-government activism over the past 
two months. Students normally hold rallies 
on 16 October, in commemoration of the 
democracy movement which brought 
down a military junta in 1973. 

Students and others are now increas- 
ingly vocal in raising suspicions that the 
army means to hang on to power. There 
have also been protests about specific in- 
cidents such as the eviction of villagers 
from state-owned forests in the northeast, 
and charges of alleged slander against so- 
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cial critic Sulak Sivaraksa. Sulak, claiming 
he was under physical threat, fled to Swe- 
den at the end of September. 

Another growing worry is the fate of 
the new constitution, which must be 
passed before elections are called. In Au- 
gust the draft constitution was returned to 
a parliamentary committee for revision. 
The committee comprises military men 
and MPs known to be close to the army. 
Since then there has been no news, and 
further delay could mean the pre-April 
election date would be missed. 

But other observers feel the committee 
could be stalemated, with lines being 
drawn between supporters of Kaset and 
those of Suchinda. Kaset favours a version 
of the constitution which would establish 
electoral rules favouring Samakkhi Tham 
— Kaset is the NPC member most closely 
associated with the party. Kaset's prefer- 
ence for group constituencies is unpopular 
with the public, and some feel Suchinda 
now does not support Kaset. 

Signs of differences between the two 
men were indicated by Suchinda's replies 
to Kaset's statements. He said Anand's 
government need not resign if the draft 
constitution was not passed. The normally 
quiet deputy army chief Vimol Vong- 
vanich, close to Suchinda, told reporters 
that Kaset's statements were not supported 
by others in the NPC hierarchy. a 





REFUGEES 


Major hurdle cleared in 


repatriation row 
Time to 
go home 


By Stacy Mosher in Hongkong and 
Susumu Awanohara in Washington 


fter an abrupt change of position by 
Hanoi, the ambivalence of the US 
Government is all that stands in the 
way of the involuntary repatriation of Vi- 
etnamese migrants seeking refuge in 
Hongkong 
Talks in Hanoi between the British, 
Hongkong and Vietnamese governments 
and the United Nations High Commis- 
sioner for Refugees (UNHCR) at the end of 
last month resulted in a joint statement by 
the British and Vietnamese governments, 
which for the first time used the term “il- 
legal immigrants" (15) to describe mi- 
grants who are not officially classified as 
refugees. The statement said such people 
"should return to their country of origin in 


Shangri-La. 
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Boral Limited i 


Boral Limited, one of Australia’s largest 
and strongest companies, is a leader in 
the supply and production of materials 
for the building and construction indus- 
tries, a major engineering and manu- 
facturing company, and a supplier of 
gas. 
Boral also operates in many countries 
outside Australia, including the USA, 
Canada, England, Germany, The Neth- 
erlands and the Asia/Pacific region. 
The Group’s after tax profit for the financial year ended June, 
1991, was $AUS 211.4 million. 


[3] 


Cogema is. an industrial group, the 
capital of which is owned by the French 
Atomic Energy Commission (CEA). Its 
16,800 employees are experts in all as- 
pects. of the nuclear fuel cycle : ura- 
nium mining, uranium enrichment, fuel 
element manufacturing, reprocessing, 
recycling, waste management. 

The Cogema Group has worldwide ope- 
rations. Over a third of its 1990 sales 
(FF 21.4 billion) is made outside France. 
For the fiscal year 1990, its consolidated 
net income was 1.0 billion and its cash- 
flow FF 7.4 billion. 








B KALB Gm 
-— Kalbe Farma is the market leader in pharmaceutical 
industries in Indonesia 


— Kalbe Farma is à publie listed company, incorporated 
in Jakarta as of 1966 А. 
— Three Core Business: oe 
~ Ethical Products: 53.1% of sales in 1990 
~ OTC Products: 41.8% of sales in 1990 
~ Animal Health Products: 6.1% of sales in 1990 
Do Key 1991 (first half) figures 


“+ Operating Profit Rp 19.61 billion 
~ Number of employees: 954. 
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LVMH 


[4] 


LVMH Moët Hennessy Louis Vuitton is 
the world’s leading luxury products 
group, with preeminent, positions in 
champagne. and wines (Moét & 
Chandon, Veuve Clicquot: Ponsardin, 
Pommery); cognac and spirits 
(Hennessy, Hine) luggage and leather 
goods (Louis Vuitton), perfumes and 
beauty products (Christian Dior, Chris- 
tian Lacroix, Givenchy, RoC) and haute 
couture (Givenchy Couture). 

1n 1990, the LVMH Group had sales of 
FF 19.8 billion and net income of FF 
3,4 billion. 





Lyonnaise des Eaux-Dumez 


The group Lyonnaise des Eaux-Durmez 
works in fields that contribute to im- 


© b proving quality of life in urban commu- 


nities. It specializes in construction and 

development, environment-related do~ 

mains (water supply, energy technolo- 

[YONN AISE gies, waste ca MIRA ber had to 

communities (communications, mortuary 

DES EAUX | services, leisure, health care, and con- 

D | | N A E Z cessions for the construction and opera- 

^72 tion of toll-roads and parking facilities). 

Group workforce totals 110,000, and revenues in 1990 were 

72 billion French francs. Net income after minorities was 

1.425 billion francs. Earnings per share rose 17.6% from 26.8 
francs in 1989 to 31.6 in 1990. 
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1 Thanks to bold strategies, key alliances. and 
technological investment, Matra is a world 
leader in creative tec! 
solutions that make life safe 

-enjoyable. With its strong foundation in 
core technologies, Matra is positioned 
to. move into new markets and set the pace 
inthe global business world of the 1990s. 
Segment analysis of consolidated sales: 

* Total billion FF 

* Aerospace 42% 

+ Telecommunication and information 








technology: 24% 





* Automobile and Transit Systems: 34% 


Manpower: 19,600 i 
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accordance with international practices.” domestic economic and social problems are The Hongkong public has, in general, 
It is believed that Vietnam's unpre- accentuated by continuing recession. Some shown little sympathy for the boat people. 
cedented consent to the use of the term US officials openly argue that the screen- Мапу people believe that the problem was 
“illegal immigrants" is an attempt to place ing process in Hongkong is adequate, that created by the British Government which 
| non-refugees on a par with mainland- the Vietnamese there are indeed would-be decided that Hongkong should grant as 
Chinese 15 in Hongkong, and Mexican tis | economic migrants rather than refugees lum to the first boatload of Vietnamese that 
jn the US who are routinely returned and that the best way to deal with the entered Hongkong waters in 1979. Since 
across the border against their will. situation is to help improve conditions in then most of the HK$3.9 billion (US$500 - 
Vietnam's unwillingness to provoke Vietnam. million) spent on Vietnamese in the terri- - 
human-rights activists in the US by ac- Some 113,000 Vietnamese boat people tory’s camps has come fr m Pee. 
cepting involuntary returnees has been the аге currently living in camps throughout taxpayers, with the. h 
main obstacle to determining the fate of Southeast Asia, more than half of them in ) 
more than 19,000 Vietnamese in Hongkong Hongkong. Most recently, an estimated 
who were designated “non-refugees,” or 97% of the boat people who left Vietnam 
“economic migrants,” through a contro- chose Hongkong as their destination. 
versial screening process established by the Hongkong is preferred partly because of 
Hongkong Government three years ago. its comparatively favourable policies and 
Another 39,000 have yet to be screened, partly because it is free of the pirates that 
with only about one in six expected to be roam the waters around Thailand and the 
designated as genuine refugees. Philippines. Some would-be refugees reach sympathy as it 
The US has taken its time deciding how the territory through organised smug- Chinese sovereignty 
to respond to the London-Hanoi agree- gling rackets, passing overland through There are already = gns that Hongkong A 
nt. On the one hand, the idea of China. could suffer from the L 
compulsion is anathema to the adminis- Hongkong recorded a 12-year high in sion, losing. U 
"tration as well as to interested US legisla- arrivals last month, with more than 1,000 — its democratisa 
tors and human-rights groups. Several Vietnamese reaching the territory in a two- 
congressmen and senators have issued week period. It is believed that the influx ese. ut 
. protests against the decision to classify was partly due to rumours that Hongkong One US congrésst ma 
non-refugees as 1s, though none has was about to abandon its policy of first “If circumstances lin Hong ong 
bothered to call for a congressional resolu- asylum in answer to the demands of some — turn for the worse . 
; tion against it. legislative councillors, who have also Hongkong residents m 
о Опе other hand, there is “compas- threatened to block funding for the con- іп the same boat, so to : 
“sion fatigue” in the US at a time when struction of more camps. ions” Vietnam 












'SOCIÉTÉ GÉNÉRALE 


4th largest French bank, 7th in Europe 

and 20th worldwide in terms of total 

assets (source The Banker ~ July 1990). 

Present in 62 countries. 

Full range of banking and financial 

B services. 

- Number one worldwide in currency op- 

| tions, and іп gold and silver options. 

"Number one foreign operator in. Japan 

гоп Nikkei index options and options on 
f ` Japanese Government bond futures, 

: Second worldwide in the issuing of warrants. 

“World's number one leasing network through Sogelease. 

A major international player in securities management with 

FF 240 billion in funds under management at 1990 year end. 

One of the best country risk coverage ratios. 

1990 : consolidated net income : FF. 2.678 billion. 
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Westpac Banking Corporation 
Australia's largest banking and fin: 
¦ cial services groups with assets of 
A$107 billion and shareholders equity 
of A$6.85 billion as at 30 September 
1990. In global terms, it ranks as the 
66th and 31st largest banking group, E 
respectively. n 
Westpac operates in 27 countries in-:. 
cluding Australia, through 2,000 loca- 
tions, of which 366 are overseas апа. 
employs 43,000 people. : 
Westpac is listed on stock exchanges . 
in Australia (WBC), London, New. York 
(WBK), New Zealand and Tokyo. 
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TAIWAN 


Opposition flexes its muscles on independence 


Defy and be damned 


By Julian Baum in Taipei 


r i Y he moderate middle ground in Tai- 
wan's opposition Democratic Pro- 
gressive Party (DPP) has temporar- 

ily disappeared. Veteran opposition leaders 

have joined with their more radical col- 
leagues in a headlong confrontation with 

the government over independence and a 

campaign to abolish the country's catch-all 

sedition law. 

The new mood was vividly apparent at 
the opening of the legislature's session in 
late September. Premier Hau Pei-tsun had 
to deliver his administrative report on the 
work of the government — shielded by a 
phalanx of policemen — while ppp law- 
makers pounded their desks with shoes 
and whatever else available to demand the 
abolition of the sedition law. 

The scene was so chaotic that it rated a 
brief screening on the television newscast 
in Peking. While the Chinese communists 
sought to score propaganda points off the 


turmoil, they also renewed their warning 
to Taiwan that the ruling Kuomintang 
(KMT) should keep the opposition in line or 
risk mainland intervention. 

For Hau, the scene may have been a 
harbinger of future difficulties with the 
legislature. Ageing KMT lawmakers, who 
had been elected more than four decades 
ago to represent the mainland provinces, 
are due to retire at the end of the year. By 
early next year this loyal voting bloc of KMT 
regulars will be gone and the party’s re- 
maining members will mostly represent 
the liberal wing dominated by native-born 
Taiwanese. 

More importantly, the legislative fracas 
showed that a defiant and newly unified 
opposition party is more determined than 
ever to embarrass ruling conservatives and 
weaken the KMT regime which has been in 
power for more than four decades. 

The immediate issue is the sedition law, 
especially the ambiguous provisions of 
Article 100 of the Criminal Code. A more 


draconian version of the sedition law wa: 
summarily dropped earlier this year. Bu 
the anti-sedition provisions of the Crimina 
Code have been used to suppress inde 
pendence activists since then and the KM” 
is unwilling to abandon them. 

Opposition leaders say that by keeping 
a vaguely worded law on the books, the 
KMT is muzzling public debate on inde 
pendence while it promotes discussion o! 
eventual unification with China. In Sep- 
tember, the government arrested and in 
dicted two pro-independence radicals whc 
returned to Taiwan clandestinely, despite 
a blacklist which barred them from ob 
taining a visa to come back to the country 
Both were US-based leaders of the Worlc 
United Formosans for Independence 
(WUFD. Other independence activists whc 
have returned illegally remain at large. 

Under pressure from US-based inde 
pendence groups such as WUFI, DPP law 
makers say they want equal treatment foi 
the advocacy of independence. “To keer 
the social peace in Taiwan it’s very im- 
portant to be even-handed in dealing with 
both independence and unification,” said 
Chang Chun-hsiung, a senior DPP law- 
maker and a newly elected chairman of the 
legislature’s judicial committee. The gov- 
ernment disagrees, arguing that to allow 
open advocacy of independence would 
court social unrest and invite interference 
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from Peking. 

Many moderate political observers sup- 
port the wider latitude given independence 
supporters in the past year as proof that 
freedom of speech is guaranteed. But there 
is no consensus on how to draw the line 
between speech and action, especially since 
independence is not generally regarded as 
a realistic alternative for Taiwan. 

Chang said the ОРР was willing to ac- 
cept a sedition law that prohibits the vio- 
lent overthrow of the government but not 
one which prohibits ill-defined acts of 
“preparing to commit sedition” as recom- 
mended by the Ministry of Justice. But 
Chang was unsure whether there was 
room for compromise with the KMT since 
the ruling party has not agreed on what 
changes it wants. 

To keep up the pressure, a coalition of 
professors and students threatened to hold 
street protests to coincide with the National 
Day military parade on 10 October. The 
threat of public demonstrations has wor- 
ried some government officials, but a call 
by speaker of the legislature and chairman 
of the parade review committe, Liang Su- 
yung, to cancel the military show has been 
widely criticised as an over-reaction. 

But the opposition’s tactics may have 
had some effect. The government ap- 
pointed a study group on Article 100 of the 
Criminal Code — to convene promptly in 


early October and offer an 
early recommendation on 
revisions to the law. 

Compromise on the se- 
dition law will be espe- 
cially difficult for the gov- 
ernment because of the 
hardening of the DPP's of- 
ficial position on inde- 
pendence. The party's 
draft constitution — which 
it is publicising in the run- 
up to the 21 December 
elections for the National 
Assembly — now pro- 
poses adopting the name 
"Republic of Taiwan." The 
name brings into the open 
the party's pro-independ- 
ence views, easing the ten- 
sion between the moderate Formosa fac- 
tion, which had counselled a go-slow ap- 
proach, and the New Tide faction which 
has advocated a radical pro-independence 
line. 

As recently as six months ago, such an 
open declaration might have prompted 
legal action by the KMT, say party officials, 
and it would not have won support from 
party moderates. Now, commented DPP 
secretary-general Chang Chun-hung, a 
member of the moderate Formosa faction, 
the party has thrown caution to the wind 


Hau: difficulties. 





3 ina high-risk stratagem to 
gain public support. There 

is now little doubt that a 

vote for the DPP is a vote 

for Taiwan independence. 

"The DPr's final objective is 

to build a Republic of Tai- 

wan,” said opposition leg- 
islator Pang Pai-hsien. 
The polarisation of 
views on independence 
and sedition prompted 

President Lee Teng-hui to 

call an extraordinary meet- 

ing on 29 September of 11 

native-born Taiwanese 

leaders from the KMT and 

the opposition, including 

the DPP party chairman. 

The four-hour discussion 
was in the Taiwanese dialect. No con- 
sensus was reached or agreements made, 
according to one participant, but the 
meeting itself marked Lee’s deeper in- 
volvement in moderating inter-party con- 
flicts. 

Some observers also believe that the 
radicalisation of Taiwan politics has 
strengthened the president's hand in the 
KMT since Lee has kept open lines of com- 
munication with the opposition, while KMT 
conservatives advocate a more confronta- 
tional approach. a 
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REGIONAL AFFAIRS 


After communism, what neat? 


he recent collapse of communist 

control in the Soviet Union is 

putting an end to the controversy 

on communism (or socialism) vs. 
capitalism in favour of the latter. To the 
critics of communism, its collapse was 
bound to come. 

After all, communism is a utopian ideo- 
logy. Soon after it was put into practice by 
the Russian Revolution, it became appar- 
ent that it did not work in the real world; 
people began losing faith in it, and even 
party leaders stopped believing what they 
were saying. It was the monopoly of po- 
litical power which had kept it going for 
several decades. 

Capitalism is the economic system 
based on pursuit of self-interest and com- 
petition. Its critics argued that since com- 
petition is destabilising and pursuit of self- 
interest tends to run against public interest, 
a state-guided, planned economy is a better 
economic system. But the evolution of his- 
tory in this century has proved that the 
system which was supposed to replace it 
did not work. 

But capitalism has problems of its own. 
In the developed world, the problem of 
equity and social welfare is raising its ugly 
head again. Under a rapidly expanding 
economy, it was thought this problem had 
been solved, but as reflected in the increas- 
ing number of homeless people in the US, 
poverty is becoming a serious issue again. 

Another problem is what to do with 
the public sector. Undoubtedly, the pro- 
ponents of capitalism want to push 
privatisation and deregulation further. But 
the existence of policy areas such as law 
and order make the public sector a neces- 
sity. Furthermore, infrastructure and 
education are often considered to be within 
the domain of the public sector. Even in 
housing and health the government is ex- 
pected to get involved. Thus, the market 
economy cannot do away with the public 
sector. 

If there is no prospect for a sharply de- 
clining public sector and the private sector 
has to coexist with it, people will ask 
whether there is any way to make the pub- 
lic sector more efficient? Many of them will 
come to the conclusion that the best way is 
to introduce competition into government. 
This can be accomplished by decentralisa- 
tion. If the power of the central govern- 
ment is decentralised, local governments 
and local people gain more power. 

In a developing region like Southeast 
Asia, some of the questions capitalism faces 





By Kunio Yoshihara 


are similar to those that arise in developed 
countries. For example, the question of 
equity remains important: indeed it may 
be more important in the developing world 
because of the glaring gap between rich 
and poor. However, the main emphasis in 
the developing world is likely to be on how 
to make capitalism dynamic. 

But how can this be achieved in a de- 
veloping region like Southeast Asia? Even 
in Thailand, which is sometimes presented 
as a model developing country (having 
recorded high growth rates in the past 
several years), 30% of the population still 
suffers from poverty. In Indonesia and the 
Philippines, the situation is worse. 

These countries have 
been capitalist for dec- 
ades, but poverty has re- 
mained a serious prob- 
lem. That is because they 
have developed a devi- 
ant variety of capitalism 
which can be called er- 
satz capitalism. In this 
capitalism, big business 
has been largely a para- 
site on the small business 
sector. 

It is this sector, not big 
business, which has been 
the propelling economic 
force of those countries. 
Big business is not ineffi- 
cient by nature. In these 
countries, it has been 
largely inefficient be- 
cause it has depended on 
government facilities for 
its birth and subsequent 
growth. 

Despite Thailand's 
continuing poverty prob- 
lem, its recent economic 
success seems to indicate 
how capitalism can be 


made dynamic in a de- „Ж 


veloping country. One 

lesson from Thailand is to open the coun- 
try to foreign capital, especially in the 
manufacturing sector. If domestic capital 
can do what foreign capital does, so much 
the better, but in most developing countries 
the strategy of relying on domestic capital 
has not worked. 

In Thailand, foreign capital has entered 
even some non-manufacturing industries 
and contributed to the promotion of ex- 
ports. For example, Japanese large-scale 
retailers do not only sell goods within the 


FAR EASTERN ECONOMIC REVIEW 








country; they are busy finding goods to 
export to their affiliated companies in Ja- 
pan and other countries. | 

The second strategy is export-oriented. 
Every country knows its importance, but 
only a few governments in Southeast Asia | 
have taken really effective action to pro- | 
mote exports. In Thailand’s case foreign 
capital has played a pivotal role in the 
country’s shift to manufacturing exports. 
A lack of government intervention in the 
economy has helped too: for example, 
there are only a few small government 
banks, and the capital market is not much 
distorted. And in the past few years, the 
government has been reducing tariff rates | 
and other protective | 
measures, in order to 
make competition a 
more effective force. 

Can other Southeast 
Asian countries follow 
Thailand? And can Thai- 
land keep its capitalism 
dynamic until it reaches 
the economic “nirvana?” 
Opening the country to 
foreign investment is one 
way to promote dyna- 
mism but the ultimate 
aim must be to ensure by 
whatever means that 
competition remains an 
effective force. The latter 
is possible only by push- 
ing privatisation and 
further deregulation; in 
other words continuing 
vigilance is needed to 
prevent big business 
from sheltering behind 
the government. 

If such remedies are 
not undertaken capital- 
ism remains ersatz. Such 
capitalism falls when the 
government supporting 
it falls, because it does 
not meet the economic aspirations of ordi- 
nary people. It is the fundamental duty of 
government leaders to improve the present 
capitalism so that it can meet the people's 
aspirations. If they fail to do this, like the 
political leaders of the remaining commu- 
nist countries, they have to fear their fate 
after their power ends, = 





Kunio Yoshihara is professor of economic de- 
velopment at the Centre for Southeast Asian 
Studies, Kyoto University. 
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I flew up to Tokyo from Sydney less 
than a week ago to put the finishing 
touches on a real estate deal we had 
worked on for six months. Finally, the 
contracts were ready to sign. I just 
needed a few points translated for our 
final presentation to Mr. Goto, the 


president of Goto Real Estate in Tokyo. 


“Takahara-kun will do that for you,” 
Mr. Yamamoto, our partner in Japan, 
said. “I would like you to practice the 
presentation with me.” All morning 
long he had seemed a little nervous 
about the presentation. I was glad he 
had suggested practicing since I was 
sure it would put his mind at ease. 

“That sounds like a good idea. Shall 
we role play?” 

“Fine,” Mr. Yamamoto said. “You 
and I will play ourselves. Takahara-kun 
will be Mr. Goto. Remember: 

I will only be there to support you. It’s 
your presentation.” 

We all took our places. The young 
man, whom Mr. Yamamoto called 
Takahara-kun, put on a stern and 


skeptical face for the part of Mr. Goto. 
I thought I would try a little Japanese 
in the beginning to break the ice for 
the presentation. Since the meeting 
was to take place in the afternoon, I 
opened by saying “Konnichiwa,” good 
afternoon. Mr. Yamamoto smiled at 
this. I went on. 

*Goto-kun, I think you will like our 
presentation," I said. 

“No! No!,” Mr. Yamamoto 
interrupted immediately. “You can’t 
say that. Why do you call him ‘kun’?” 

“I was just trying a little Japanese. I 
noticed you called Mr. Takahara, kun.” 
Mr. Yamamoto looked at Takahara- 
kun, thought a little and looked at me. 
Then, he laughed. 

“I’m sorry,” he said. “I shouldn't 
have confused you like that.” 

“Did I say something wrong?” I 
asked. I was confused now. 

Mr. Yamamoto explained that ‘kun’ 
is used to refer to a younger person in 
the same office. 

“I would never refer to someone 





from another company as ‘kun’. And 
certainly not if he was the president of 
a company I was trying to do business 
with." He laughed again. So did 
Takahara-kun. I learned a few lessons 
on the etiquette of the Japanese 
language. 

‘San’ would be appropriate for 
referring to Mr. Goto, or Goto-san. 
Takahara-kun mentioned two other 
words: sama and chan. In order of 
deference and formality; sama, is the 
most formal. San, is the most 
commonly used reference. Kun is next, 
and chan is very informal usually used 
between family members or very good 
friends. Incidentally, never attach a 
reference to your own name. 

That afternoon, Goto-san was very 
impressed with our presentation. And 
Yamamoto-san was pleased to see how 
his Japanese lesson had helped out. 

“Anderson-san” Goto-san said, after 
praising our work. “I see you have 
spent a little time studying our 
language.” 
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Power of Islam 


By Sophie Quinn-Judge in Moscow 


marathon sit-in before Tajikistan’s 
A parliament has ended the local 

communists’ attempt to regain their 
monopoly on power. The coalition of anti- 
communist forces which filled Dushanbe's 
Independence Square with chanting 
mullahs, tents and an immovable crowd of 
thousands, forced the acting parliamentary 
president and communist heir apparent, 
Rakhmon Nabiyev, to resign his post on 6 
October. 

The Islamic and democratic activists 
also succeeded in their demands for a 
postponement of the 27 October presiden- 
tial election to 24 November and that all 
parties, excluding the communists, be al- 
lowed to campaign freely. In addition, they 
convinced the parliament of loyal com- 
munist functionaries to end the state of 
emergency in the city and to reinstate an 
earlier decree banning the communist 
party. 

However, though Nabiyev will no 
longer have the official backing of a party, 
he is expected to be a strong candidate in 


the election. 

From its start on 23 September the well- 
organised protest meeting had strong 
backing from the spiritual leader of 
Tajikistan’s Muslims, Qadi Akbar Tu 
radzhon-Zoda. Until the failed August 
coup attempt by Moscow hardliners the 
official Muslim hierarchy had been content 
to cooperate with the party power struc- 
ture. 

But now the qadi and other Islamic 
leaders in Tajikistan and the neighbouring 
republic of Uzbekistan appear confident 
that they can have an independent, if not 
decisive, voice in Central Asian politics. 
The qadi referred to the communists' ef- 
forts to reimpose their power in Tajikistan 
as "the last gasp of a dying dragon." 

At one time the qadi apparently was 
ready to back Nabiyev, a former party first 
secretary, in a bid for the presidency; now 
some observers are speculating that the 
qadi himself may run. 

All the same, the future of Tajikistan 
now seems to lie in the hands of the 
Islamic forces, both the official structures 
and the Islamic Rebirth Party, believed to 


have a strong base in the countryside. The 
republic of 5 million people is the least ur- 
banised in the Soviet Union — 70% of its 
people live in rural areas. The Russian 
speaking population is around 10% and is 
largely alienated from the nationalist op- 
position. 

The confidence of anti-communist 
forces in Tajikistan has been strikingly 
echoed in Uzbekistan in recent weeks. 
Communist party first secretary and Par- 
liamentary President Islam Karimov, who 
runs a well-oiled party machine, suffered 
the first real challenge to his authority 
when demonstrations started in late Sep- 
tember, calling for the dissolution of the 
communist party — now rechristened the 
People's Democratic Party. Demonstrators 
in Andizhan and Namangan in the 
Fergana Valley called on Karimov to swear 
on the Koran that he would serve the 
people, or resign. 

At an extraordinary session of 
Uzbekistan's parliament at the end of 
September, the criticism continued. As 
many as 200 deputies spoke out against 
the president's autocratic ways in a closed 
session. Such open insubordination, while 
not enough to sway the parliament's votes, 
will surely encourage opposition move- 
ments to step up their activity and sud- 
denly makes Karimov look extremely vul- 
nerable. a 
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Politicians, church wake up to plight of urban homeless 


PHILIPPINES 1 


Down in the dumps 


By John McBeth and Donald Goertzen 
in Manila 


They packed the normally 
4, empty public gallery, dressed 
in their ragged best. And 
when the House of Repre- 
sentatives unanimously voted 
to approve the Urban Deve- 
lopment and Housing Bill, all 2,500 erupted 
in thunderous applause. For the squatters 
of Metro-Manila, who had played a unique 
part in fashioning the final legislation, it 
was a landmark victory in their struggle to 
win recognition. 

While many Asian countries have at 
least come to grips with the problem of the 
urban poor, the Philippines seems to have 
lagged further and further behind. Indeed, 
in a city of 8 million people, Metro-Manila 
now has 32 million squatters, or double 
the figure of 10 years ago when the last 
official census was taken. 

As with many of its myriad difficulties, 
the root cause is the Philippines' flagging 
economy, compounded by a failure effec- 
tively to manage rapid urbanisation which, 
by the year 2000, will encompass half the 
populace. In fact, it is only in the past three 
years that the government has sought to 
re-direct its housing policy and to concen- 
trate on the lower end of the social scale. 

Rural migration to cities is common to 
both developing and industrialised coun- 
tries. The Philippines’ urban population 
(now 42% of the total), is increasing at a 
conservatively estimated rate of 6% a year 
— half of that from migration. Urban 
growth has continued in the face of rising 
domestic unemployment and a consis- 
tently sluggish economic performance, 
with Manila receiving about 240,000 new- 
comers a year. 

Dr Mercedes Concepcion, head of the 
University of the Philippines Population 
Institute, sees little hope of substantially 
curbing the drift. “No matter how badly 
off they are here,” she says, "it is still better 
than what they left behind." In Manila, 
32% of the population is listed as living 
below the poverty line. In rural areas, that 
figure rises to 52%, with about 30% sur- 
viving at subsistence level. 

In a country where poverty is measured 
in degrees, not all of the city's squatters 
can be considered rock-bottom poor, par- 
ticularly if they have relatives who are 
overseas contract workers. “When you say 





Urban poor lobby the Senate over housing bill. 


poor, you have to make the distinction be- 
tween the ordinary poor and the ultra 
poor," says Social Welfare Secretary Mita 
Pardo de Tavera. "There are those who 
earn enough for their basic needs and there 
are those who live in cardboard boxes or 
under bridges." 

The 10% considered to be among the 
ultra poor earn only Р1,000-1,500 (US$35- 
53) a month or less. They are the hapless 
victims of harassment. Often, they live out 
of pushcarts, doing odd jobs, begging at 
street intersections and scavenging through 
streetside garbage. Manila City Mayor 
Gemiliano Lopez does not like to differen- 
tiate: “If they don't eat three meals a day I 
consider them poor. If they don't have a 
job I consider them poor. If they don't have 
shelter I consider them poor." 

The Urban Development Bill must now 
be incorporated with senate legislation be- 
fore it can be enacted — an issue rated 15th 
on President Corazon Aquino's list of 20 
legislative priorities before she steps down 
early next year. But the measure is still a 
significant step, engineered in large part by 
the squatters themselves who insisted on 
amendments to the original draft. In the 
end, even landed congressmen critical of 
the bill were delivering fiery speeches in 
its support. 

That is hardly surprising, perhaps, 
given next year's elections and the political 
clout the urban poor are gradually learning 
to wield. Backed by the Catholic Church 
and non-government organisations (NGOS), 
they have begun to organise and challenge 
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those in the more privileged sectors of 
Philippine society who think of them as 
human flotsam and conveniently ignore 
their economic value. 

Organising in squatter communities 
started gathering momentum in the 1970s 
and 1980s, built around specific issues such 
as garbage collection, water supply and 
sewage connections. Historically, the urban 
poor's relationship with politicians has 
been symbiotic. In some cases, their elec- 
tion day support for a local official or con- 
gressman has been a gesture of apprecia- 
tion for keeping the demolition crews 
away. 

In general, however, they have been 
tolerated and their settlement even en- 
couraged simply because they are a rich 
source of votes. During the Marcos period 
urban poor swelled the ranks of politica! 
rallies in exchange for baskets of fried 
chicken, T-shirts and freshly printed P50 
notes; all this while then city governor 
Imelda Marcos was erecting screens 
around the slums to hide them from view. 

Legislative action only became an op- 
tion with the restoration of constitutional 
law in 1987. Coincidentally, that was the 
same year the Vatican Commission on 
Justice and Peace issued a strong statement 
entitled "What have you done for your 
homeless brothers?" which described the 
plight of the urban poor as a worldwide 
scandal. Even then, it took consistent 
proclamations from Manila Archbishop 
Cardinal Jaime Sin to create an awareness 
of the problem. 
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Catholic Sister Christine Tan has 
worked among the poor in Pasay City’s 
Leverisa neighbourhood for a dozen years. 
She says extreme poverty forces people to 
live day-by-day. “There’s no time for 
dreaming; people can hardly plan for their 
family’s future, much less make political 
plans,” she says. Still, she acknowledges 
there is more room for community organ- 
ising today than before the 1986 people's 
power revolt. 

While basic structural changes in society 
remain illusive goals, livelihood projects 
have been introduced into the urban poor 
communities to alleviate the harshness of 
daily life and provide women in particular 
with a means of supplementing the family 
income. Concepcion, whose institute has 
done extensive research in the slums, says 
women often have more opportunities for 
work than their unskilled menfolk. 

About 30% of Metro-Manila’s 1,690 
barangays are classified as “depressed,” but 
though NGOs are playing an increasingly 
significant role, the scarce resources of the 
Department of Social Welfare and Deve- 
lopment (DSWD), which is allotted less than 
1% of the national budget, means only 130 
can be targeted for day-care centres and 
other specialised projects. 

The Japanese International Cooperation 
Agency and the Philippine Government 


Kids off 
the street 


B Rain has driven a group of 
a Se, teenagers indoors after a 
vigorous game of basket- 
ball. There, some join a 
semi-circle of youngsters 
watching television. Others 
look in on a reading class run by volun- 
teers from local colleges. In a large ad- 
joining room that doubles as a sleeping 
area, dining hall and assembly room, 
children are singing. 

It is a typical day at the street child- 
ren's centre, Bahay Tuluyan (Welcome 
House), in a building owned by the 
Malate Catholic Church adjoining the 
Ermita entertainment quarter. Malate 
district alone is home to 3,000 street 
children, some of the estimated 75,000 
in Metro-Manila. Bahay Tuluyan or- 
ganises an array of activities for them, 
but perhaps its most significant contri- 
bution is simply providing a place 
where children can be just children. 

Disputes on the basketball court 
sometimes turn into fist fights. But, 
generally, conflict is avoided by the 60 
girls and boys, aged between six and 
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Payatas medical centre: getting a bigger slice of welfa 


have recently launched the first phase of a 
nationwide programme aimed at estab- 
lishing 40 regional centres to train women 
in high-speed sewing, handicrafts, ceram- 
ics, toy-making, rattan products and food 
processing. Says de Tavera: "Everyone we 
have graduated from the sewing classes so 
far has found a job." 

On the whole, vacant land abounds in 
Metro-Manila. It is only in Manila proper 
and the adjoining municipality of 
Mandaluyong that space is scarce. Mayor 


16, who have made Bahay Tuluyan a 
part of their lives. About 40 of them 
regularly sleep here. About half are still 


' part of family units, but almost all are 


homeless. Living in pushcarts, door- 
ways and parks, their lot is worse than 
many of Metro-Manila's squatters. 

Most of the children regularly attend 
school. Aling Mary Bagus, who is a 
Bahay Tuluyan houseparent, says more 
than half of them also work, selling 
cigarettes and running errands. Ermita 
provides other, more sordid forms of 
employment. A survey in 1989 showed 
that 33 of them had provided sexual 
favours to foreign paedophiles. 

Family problems, including alcohol 
and drug abuse, drive children to Bahay 
Tuluyan. According to staffer Nic 
Arriola, the easy-going atmosphere 
there belies the grim experiences they 
endure on the outside. Their drawings 
often show people in knifings and rob- 
beries. In the past two years, Arriola has 
confiscated two bags of weapons, in- 
cluding ice picks and knives. 

Two other centres in Malate recently 
closed for lack of funding. Cash from 
foreign and local church groups, non- 
government organisations and a grant 
from the Australian Embassy keep 
Bahay Tuluyan functioning. 

п Donald Goertzen 
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Lopez, whose 39.5-km? city ranks next to 
Cairo and Dacca as the most densely 
populated in the world, continues to 
maintain a policy of removing squatter 
shanties along the Pasig River and a net- 
work of fetid canals, areas where accumu- 
lated garbage exacerbates flooding. 

The oldest slum colony is the teeming 
Tondo port district, which began mush- 
rooming in the 1960s and has since earned 
worldwide notoriety with the expansion of 
the adjacent Smoky Mountain dumpsite 
and its maze of wall-to-wall shanties. Se- 
lective relocations have reduced Manila’s 
squatter population from 90,000 families in 
1986-87 to the current figure of about 
50,000, but simply pushing them out is not 
the answer. 

“Until recently, few people have re- 
flected on the fact that these people are 
victims of social injustice. Their plight is 
the result of our society not facing up to 
this and the structural measures that are 
needed to alleviate it,” says Fr Tabora, the 
former parish priest of Payatas, a de- 
pressed area on the eastern fringes of 
Quezon City. 

It is here, on 3,000 ha of disputed land, 
that 14,000 squatters have settled around a 
dumpsite, one that was first opened in 1978 
and is now is taking on the same propor- 
tions as Smokey Mountain — even if it is 
not so crowded. It was last year’s church- 
led outcry over the Quezon City govern- 
ment's demolition of 143 houses in Payatas, 
to make way for a middle-class housing 
project, that injected a new impetus into 
the long-delayed legislation. 

Pushed by House Urban Planning and 
Development Committee chairwoman 
Consuelo Puyat-Reyes and Congressman 
Antonio Aquino, the bill had its ups and 
downs and was at first rejected by the 
squatters because of its ambiguities. But 
with Sin taking the lead role in a unique 
open dialogue between squatters and leg- 
islators, sought-after amendments were fi- 
nally inserted into the draft. 

In an open letter to congressional lead- 
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Never HaveThere Been 
So Many Reasons To Choose A Citation. 


The sensible Citation business jets. 
From Cessna. 


When it comes to choosing a business jet, 
companies worldwide have made Cessna 
Citations the overwhelming choice. 

Nearly 1,800 Citations have been delivered, 
making them the best-selling business jets of 
all time. Last year alone, more than one out of 
every two light and medium business jets 
delivered was a Citation — representing an 
amazing 6096 of the world market. 

The reasons are simple: 

Citations cost less to own and operate than 
any other aircraft in their respective categories. 
They offer outstanding performance. Excep- 
tional passenger comfort. An unparalleled 
safety record. Backed by the largest dedicated 


support organization in the business jet industry. 


And now there are even more reasons to 
choose a Citation. Because now there are 


six separate models from which to choose. 

It is the most extensive line of business jets 
in the world, Offering enough choices to meet 
every imaginable corporate mission. 
CitationJet. The first new-generation business 
jet to use a highly efficient laminar-flow wing 
and advanced turbofan engines. 

Citation II. The best-selling business jet of all 
time, guaranteed to cost less to operate than the 
leading turboprop, or any other business jet. 


Citation V. A truly spectacular combination 
of speed, overall operating performance and 
passenger comfort. Spacious, versatile, reliable, 
and economical, it is perhaps the best value 
ever offered in a business jet. 

Citation VI. Priced substantially lower than 
all other midsize business jets, with stand-up 
comfort and performance characteristic of 
midsized Citations. 


Citation VII. Takes the midsize jet to a new 
level — with outstanding high-altitude and hot- 
day performance, coupled with the highest 
level of passenger comfort and elegance. 
Citation X ("Ten"). At speeds up to Mach .9 
(594 mph), it is the fastest business jet in the 
world. Yet unlike other high-speed aircraft, 

the X also delivers extraordinary range and 

fuel efficiency. 

For information on specific Citation models, 
write to Gordon C. Vieth; Cessna Aircraft Со; 
P.O. Box 7706; Wichita, KS 67277 USA. 

Tel.: 316-941-6056. Fax: 316-941-6640. 
Telex: 6875048. 
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ers, the cardinal said the millions of urban 
poor were living in shanties “most wealthy 
would not consider worthy of their dogs.” 
He insisted the bill have teeth. “It must 
unmistakably and substantially reform 
land use in favour of persons, especially 
the poor, who need land for legal shelter,” 
he declared in what may have been the 
turning point of the struggle. 

Perhaps the most critical provision in 
the bill is the stipulation that local govern- 
ments must adopt an equitable utilisation 
of land on the basis of the needs of the 
urban poor, rather than on the basis of 
market forces. Up to now, huge tracts of 
residential property have been turned into 
subdivisions for the upper-middle class 
and the wealthy — the same people who 
rely on squatters to make the city work 
without giving them the means to acquire 
legal housing. 

“This will institutionalise socialised 
housing into town plans,” says urban poor 
commissioner Diogenes Osabel. “Planning 
now is only guided by the economic bene- 
fits that come out of it.” Hopefully, the 
same provision will also apply to public 
and private industrial estates which in the 
past have ignored the need to make space 
available for workers’ housing. 

Government officials hope the deve- 
lopment of Cebu and General Santos and 
the recent growth of Cavite, Laguna, 
Batangas and Quezon (Calabarzon) prov- 
inces as a new industrial belt will not only 
act as a buffer, but may even draw people 
away from Manila. In the meantime, 
Osabel's main concern is security of tenure 
for Metro-Manila's poor, given the fact that 
a 1972 presidential decree still makes 
squatting a criminal offence. 

The government is unwilling to lift the 
decree because of fears that it will encour- 
age even more squatters, but the new leg- 
islation and even official policy now limits 
evictions to instances where there is a court 
order, a time-consuming process that 
works to the advantage of the squatters, or 
where families are living on canals, shore- 
lines, railroads, garbage dumps or in pub- 
lic places. 

The Chamber of Real Estate and Build- 
ers Associations (CREBA) wants the anti- 
eviction clause eliminated and is seeking a 
major revision of other features of the ur- 
ban land-reform bill. That cuts little ice 
with Tabora, who accuses profit-hungry 
CREBA members of bringing in labourers 
from the provinces for specific projects and 
paying them well below the P118 mini- 
mum wage. 

Although enforcement will continue to 
be a problem, the new bill does seek to aim 
a blow at so-called professional squatters, 
individuals or syndicates who rent out 
shanties in many of the slum areas, often 
with the connivance of local police. In some 
cases, slum dwellers may even pay for the 
same place on a day or night-time basis, 
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depending on the hours they work. 

If on-site development is seen to be the 
way of the future, the government's so- 
called Community Mortgage Programme 
is clearly its centrepiece and, according to 
UN assessments, possibly a blueprint for 
other countries to follow in providing the 
urban poor with affordable home financ- 
ing. Certainly, it represents an important 
shift in official housing policy — one that 
now concentrates on the bottom 30% of the 
population. 

Introduced in April 1988 by the gov- 
ernment's newly created Housing and Ur- 
ban Development Coordinating Council 
(HUDCC), the programme is a voluntary 
land transfer scheme where the owner 
agrees to sell to a squatter community. 
Once that has been settled, the government 
supplies the cash for the transaction, an 
amount that cannot exceed P30,000 per 
household and which must be paid back at 
6% interest over 25 years. In cases where a 
family cannot afford the monthly pay- 
ments, the community chips in. 

"This is the most efficient programme 
we have ever had to give these people a 


stake in society," says HUDCC chairman 
Teodoro Katigbak. So far, more than 19,600 
families have taken out 134 community 
mortgage loans worth P364 million. An- 
other 182 loans, involving 35,600 families 
and P653 million, are in various stages of 
processing. 

Katigbak says the response has been 
overwhelming and that repayments are 
running at 65-70% of the scheduled 
amounts without officials even exerting 
serious collection efforts. "The poor have 
shown they can be good payers as long as 
they are part of the process and we do 
what they want us to do,” he says. 

Some landowners have sought to price 
their property above the P30,000-per- 
household limit, but the promise of a lump 
sum cash payment is clearly an incentive 
to sell. Another incentive is the legal situ- 
ation. Officials have pointed out that, given 
the new restrictions on evictions and the 
years it takes to get a court order, the 
squatters for once may be in the box seat. 
For many who pay a nominal rental for the 
"privilege" of squatting, anyway, it is the 
only seat they have. E 
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Dumpsite dwellers easy prey for squatter syndicates 


Dirty money 


By John McBeth at the Payatas Dumpsite 


om The politics of poverty seem to 
o? ~, suggest one truism about 
slums in the Philippines: 
whatever the faults of the 
privileged classes — and there 
are many — some of the worst 
exploiters of the poor are the poor them- 
selves. So-called professional squatters rent 
out shacks on land that is not their own, 
exact protection money and even seek to 
control who gets to pick over the city’s 
waste. 

Here, on the eastern edge of 
Quezon City close to the foot- 
hills of the Sierra Madre range, 
scores of ragged slum dwellers 
armed with special wire probes 
pore through a landscape of 
stinking, rain-swept garbage, 
much of it black with flies and 
cockroaches. Little wonder 
then that many fall sick from 
dysentery, tuberculosis and ty- 
phoid. 

Despite its village-like 
setting, Payatas with its 14,000 
people is a grim, stomach- 
churning place, located less 
than a kilometre from the 
Novaliches reservoir — the 
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source of drinking water for almost all of 
metropolitan Manila. 

With garbage trucks making 180 trips a 
day, the scavengers work in four-hour 
shifts around the clock, selling anything of 
value to a collection of 40 junk shops. 
About 30 of the shops are run by syndi- 
cates of squatters who settled around the 
dump when it was opened in the 1970s 
and have been known to use violence to 
enforce their monopoly. 

Hoping to break their hold, the Depart- 
ment of Social Welfare and Development 
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(DSWD) recently set up 10 new junk coop- 

eratives, involving about 125 beneficiaries, 

which offer slightly higher prices. The syn- 

dicates responded with harassment, but 
` that ended, for the moment at least, when 

DSWD project supervisor Rey Agaloos 
complained to the police. 

Bottles, plastics, chrome, scrap metal, 
cans, — these are the currencies of 
the dumpsite. Most of the scavengers earn 
between P75 (US$2.80) and P120 a day. 
Their harvest is re-sold by the junk dealers 
for a substantial profit. A kilogram of 
broken glass, for example, is bought for 50 

` centavos and sold for as much as P1.75. In 
bulk, the money adds up to big business. 

Despite its relatively recent origins, 
_ researchers say there is much more of a 
sense of community at Payatas than at 
Leveriza, a longer-established slum area in 
central Manila. In what is believed to be a 
measure of protection against demolition, 
fully 50% of all Payatas couples belong to 
about 30 different neighbourhood organi- 
sations. 

Although there is no water-supply sys- 
tem and only a poor electricity supply, 
Payatas does have a school and access to a 
wet market. Agaloos and his bevy of social 
workers have organised day-care centres 
and livelihood projects to help supplement 
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Payatas dump: junk cooperatives set up. 


incomes. The dump itself is on private 
land, but the neighbouring areas belong to 
the central government, the Quezon City 
municipality and private individuals or 
groups. Payatas' long-standing problem 
has been a jurisdictional battle over a large 
portion of the estate between two agencies 
of the Department of Environment and 
Natural Resources. 

Up until recently, the Bureau of Forest 
Development contended the government- 


Pushcart poverty 


om Greggy Montessa, 42, takes 
e?" ۾‎ ^. * long drag on his cigarette 
as he recalls the days when 
he, his wife and three chil- 
dren lived in a shack of alu- 
minium sheets, cardboard 
and scrap lumber on Roxas Boulevard 
— the broad avenue running along Ma- 
nila Bay. "Life was so good then. The 
wind from the sea kept the smell away, 
and the children were safer there." 

Now, the family lives near Remedios 
Circle, a mix of classy restaurants and 
sleazy pick-up bars a few blocks inland 
from the boulevard and not far from the 
Ermita tourist belt. Their "home" is a 
rented, 2-m-long wooden kartelo, or 
pushcart, furnished with cardboard 
strips and straw mats. Protection collec- 
tors working for a policeman take P5 (20 
US cents) a night from Greggy. He pays 
another P150 a month for the cart. 

The Montessas were among several 
hundred families removed from the Ma- 
nila Bay location three years ago. Before 
that, Greggy worked fairly regularly as a 
carpenter, sometimes on office buildings 
and condominiums. Between contracts 
he did odd jobs in Ermita. 


A few months before the demolition 
Greggy's first wife died, probably of tu- 
berculosis. Soon afterwards, Nonette 
Salazar, 39, a family friend, moved in. 
“The children needed a mother,” she ex- 
plains. Nonette's first husband had 
abandoned her and her two sons a year 
earlier. Leaving the children with her 
parents on Panay island, she had moved 
to Manila where she began hawking 
fried bananas. 

After the demolition, most of the 
families in the Manila Bay location were 
moved south to a site in Cavite which 
offered few chances of employment. For 
this reason, and because Nonette was 
pregnant at the time and wanted to stay 
near a hospital, the Montessas elected to 
remain in Manila. 

Today, the family moves mostly 
around the south end of the tourist belt. 
To avoid official harassment, they sel- 
dom stay in one spot for more than a 
month or two. But, this — and a surplus 
of carpenters — has reduced the casual 
work available to Greggy. 

An older daughter working as a 
housemaid in Jordan provides money for 
tuition for Greggy's second daughter, 
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held land was part of the public domain 
and therefore inalienable and non-dispos- 
able. Over the years, however, the Bureau 
of Lands has issued titles for private deve- 
lopment, many of them covering property 
occupied by the squatters. 

Since the Supreme Court recently up- 
held those titles as valid, the forestry bu- 
reau has relented and agreed that the rest 
of the land, with the exception of the reser- 
voir, be given over for titling as well. But 
there is still an additional complication — 
a decree issued by former president 
Ferdinand Marcos declaring the 3,000 ha 
to be an urban land-reform zone. 

Marcos neglected to write in a law of 
implementation, so though the decree was 
a useless instrument from the start, it has 
never been repealed. Where this leaves the 
squatters is still uncertain, but what may 
be one solution was supplied by Filinvest, 
one of Manila's largest property develop- 
ers. Embarrassed by last year's church-led 
outcry over the demolition of 143 shanties 
in a section of Payatas it had purchased for 
development, Filinvest did an interesting 
thing in atonement: it donated 1 ha of 
nearby land to the people it had made 
homeless and, apart from issuing titles, ar- 
ranged for the provision of water and elec- 
tricity. E 


who attends a nearby high school. Every 
morning she stops by an office building 
and for P2 the security guard lets her 
wash up in the women's room and 
change into her school uniform. 

Her younger brother Joji, who is in a 
public elementary school, is already con- 
tributing to the family's income. Before 
school in the mornings he sells cleaning 
rags to jeepney drivers; in the evenings 
he provides an umbrella escort for res- 
taurant goers to and from their cars, 
making up to P20 a night. 

Having abandoned the banana busi- 
ness, Nonette occasionally does laundry 
for people, and works in the evenings at 
an eatery. Her wage is not much more 
than her stepson's. In the back of the 
kitchen her stepdaughter does her 
homework and takes care of the young- 
est child, a three-year-old boy. 

What worries Nonette a lot is the 
violence in their neighbourhood. "Drug 
addicts, robbers . . . it’s too much.” On 
one occasion the family almost lost their 
little boy. A dozen pushcart families had 
occupied an open space for several 
months. One evening, the police came, 
doused the carts with petrol and set them 
on fire. The boy was sleeping in the cart 
but Greggy pulled him out before the 
fire reached it. Greggy has found another 
cart, but the owner of the old cart has 
demanded, at knife-point, that he pay 
P400 in damages. m Donald Goertzen 
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Subtle changes in Malaysia-Singapore ties 


Nervous neighbours 





hen Malaysia and Indonesia held 
W a joint military exercise in Johor 

state in July, neighbouring Sin- 
gapore cried foul. Shortly afterwards, Johor 
residents alleged that live mortar shells 
fired during an exercise by the Singapore 
armed forces exploded close to a settled 
area. 

Since then a number of other conten- 
tious issues have cropped up. Johor has 
reasserted its claim to a small island off its 

"coast, Batu Puteh, where Singapore main- 
tains the Horsburg lighthouse. And the co- 
incidental crash of two Singaporean mili- 
tary aircraft in Johor last month has helped 
fuel local antipathy towards Singapore. 

These are not the first incidents to gen- 
erate friction between Singapore and Ma- 
laysia. Nor, analysts say, are they likely to 

_ be the last. But, at a time when both gov- 
ernments are ostensibly forging closer eco- 

nomic cooperation, the causes and ramifi- 


cations of such periodic friction in what 
one Malaysian official described as a 
"sweet and sour" relationship demands 
greater scrutiny. 

Singapore left the Malaysian federation 
on 9 August 1965 and since then the two 
countries have coexisted in uneasy but 
largely trouble-free harmony. For much of 
the 1970s and 1980s Malaysia, politically 
dominated by the Malays, was preoccu- 
pied with persuading the three main ethnic 
components of its population to strive for a 
shared and prosperous destiny. Singapore, 
increasingly asserting a Mandarin-speak- 
ing Chinese identity, focused on develop- 
ing as an efficient centre for regional com- 
merce and financial services. 

Recently, however, there have been in- 
dications that the pattern of coexistence is 
undergoing modifications. On the Malay- 
sian side, the traditional balance of political 
and economic factors is altering. Buoyed 
by economic success, it is seeking a higher 
international profile. "Malaysia wants to 


[stop] being the country кекен Thailand 
and Singapore,” said a Western diploma 
in Kuala Lumpur. Singapore, meanwhil 
is in the throes of re-evaluating its fut 
Veteran prime minister Lee Kuan Ye 
stepped down in November 1990. His 
successor, Goh Chok Tong, signalling 
more open style of government, initiated : 
study of Singapore's future. 

п foreign minister T 



































moving closer to achieving a shared ide 
tity among Malaysians c of all races. There is 
more self-confidence in the Malay com- | 
munity, he argues. Rustam Sani of the In- 
stitute of Strategic and 1 ternational Stu 
dies in Kuala Lumpur, s: ys! 
cians are less inclined, as 
their inter-ethnic riva 
they did in the 1970s. 
Decreasing suspicion 
foundations of a muc 
lationship with Si 
the economic fiel | 
consultation betw: respective leade: 
has helped clear up. misunderstanc 
before they assumed more serious propo! 
tions. Closer economic cooperation was 
on a more official footing after 1987 w 
the two countries established. a series 
joint committees in areas such as touris 
Malaysia's more liberal investme 





























| Have 


In Taipei, 
| Always Stay alt _ 
Brother Hotel Where — 


For years business has brought me 
time and again to Taipei. My first 








Many Friends 


Located in Taipei's thriving business | 
district, Brother Hotel has 268 elegantly: 


choice of hotel there has always been 
Brother Hotel, and with good reasons. 
No other location gives me that unique 
feeling of being treated like a brother. 
And its personal, attention-to-detail 
service has never failed to bathe me in 
warmth and coziness. 

At Brother Hotel, | often came across 
friends who, like myself, have keen 
interest in professional baseball, 
including some star players. Not only 
have we chosen the same hotel, we 
shared a common notion: He is my 
brother, 


appointed rooms and 6 restaurants. A. 
winner of the coveted "Five-Plum e 
Award" honoring the distinguished 22. 
international hotels in Taiwan. Brother. 
Hotel Baseball Club, one of the prime - : 
movers of Taiwan's professional — 
baseball league, commands the 
greatest popularity among baseball = 
fan across the country. 


65 4.44 
BROTHER HOTEL 
255 NANKING EAST ROAD, SEC. 3. ТАРИ 
TAIWAN, REP. GF CHINA 
FAX /(02)717-3334 717-5657 
TEL 102} 712-3486 





u. Kuala Lump" 


; Karachi. Kathmand 





From check-in to destination the warm 
touch of traditional Bengali hospitality 
awaits you. 

Enjoy the delicious dishes of 
continental & oriental cuisine to your 
heart's content. Relax, watching the 


world-famous films or tuning your soul 


in to the select melodies. 

This experience remains fresh 
with you! 

Be our guest. And feel 


comfort that comes from 
attentive service. 


f». Biman 


Wi) BANGLADESH AIRLINES 


Your home in the air 


г. Kuwait. Londo 


i he world of friendliness 


n. Muscat 





REGIONAL AFFAIRS 
= Se eee 


policy after 1987 coincided with Singa- 
pore’s plans to turn away from labour-in- 
tensive industries and concentrate on de- 
veloping as a financial service and hi-tech 
industrial centre. Neighbouring Johor state 
was an obvious place for the relocation of 
industries Singapore no longer needed. 

The arrangement was formalised with 
the creation of the Johor-Singapore Joint 
Committee on Business Cooperation in- 
volving the Singapore Manufacturers’ As- 
sociation and the Johor State Economic 
Development Corp. (SEDC) in 1988. Johor's 
own ambitions to become the southern 
growth pole for Malaysia also dovetailed 
with Singapore’s new economic dynamics, 
says Raja Bahtiar of the JSEDC. 

Johor Chief Minister Tan Sri Muhyiddin 
Yassin now talks of the “economic twin- 
ning” of Singapore and Johor. Singapore 
has also introduced the concept of a 
growth triangle involving Singapore, Johor 
and Indonesia’s Riau province. It is a proof 
of the strength and logic of these closer 
economic ties that they were initiated 
shortly after a period of mistrust prompted 
by the visit to Singapore of Israeli President 
Chaim Herzog in 1986, and the uncovering 
of a Singaporean espionage network in 
1989. 

Since then, no political or security-re- 
lated issue has disrupted bilateral relations. 
Goh has announced unequivocal support 
for Malaysia’s proposed East Asian Eco- 
nomic Grouping. Malaysia, for its part, will 
resume military cooperation with Singa- 
pore suspended after the spying incident. 

It was against this generally upbeat 
background that Singapore's testy reaction 
to the Malaysian-Indonesian military exer- 
cises in Johor in July was analysed both in 
Kuala Lumpur and Jakarta. Malaysian 
Defence Minister Datuk Seri Najib Razak 
insisted there was nothing sinister about 
the exercises. However, since the elections 
were then barely a month away, analysts 
concluded that Singapore’s concern was 
less a genuine fear of its neighbours than 
the need to raise issues to which the mainly 
Chinese Singaporean electorate is suscep- 
tible. 

Singapore has become less ambivalent 
about its Chinese identity. Analysts noted 
that in August, Singapore hosted a gather- 
ing of more than 700 Overseas Chinese 
entrepreneurs from all over the world, in- 
cluding China, in a move interpreted as a 
precursor to Singapore’s more active par- 
ticipation in developing China’s economy. 

However Singapore aligns itself, the 
strong tradition of not overtly interfering 
in each other's domestic affairs, in common 
with all Asean countries, is unlikely to 
change. The pattern is one of periodic, low- 
intensity tension that is more apparent than 
real. Stronger economic links have blurred 
racial tensions, but both sides are prone to 
exploiting them for their own domestic 


political purposes. 5 
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Nothing better symbolises Singapore's 
close relationship with Malaysia than the 
flow of traffic across the 800-m causeway 
separating Johor Baru, capital of Johor 
state, from Singapore. Singaporeans 
shop, run businesses and own property 
in Johor. In 1990, over 1 million 
Singaporean visitors spent an estimated 
M$1 billion (U5$365 million) in the state. 
This economic symbiosis has intensi- 
fied in recent years with the falling value 
of the Malaysian ringgit against the Sin- 
gapore dollar. It has reinforced what 
Johor Chief Minister Tan Sri Muhyiddin 
Yassin describes as Johor Baru's border 
culture. “You have the conflict of two 
worlds," he said recently, contrasting 
Singapore's clinical and rigid urban so- 
ciety with Johor Baru's more relaxed 
environment, 
But many Johoreans are less relaxed 
-about the impact Singapore is having on 
the cost of living. Domestic prices in the 
state have increased almost proportion- 
-ately with the rise in value of the Singa- 












































RELATIONS 2 


Dollars and diplomacy 


pore dollar. Housing and most consumer 
goods cost more here than elsewhere in 
peninsular Malaysia. 

According to Muhyiddin, the average 
annual per capita income of Singapore is 
six times that of Johor. And he admits 
that the strength of the Singapore dollar 
is creating problems. The litany of com- 
plaints is growing. Singaporeans are 
buying up land and housing; the crime 
rate is rising and is related to a barely 
concealed surge in prostitution. The flow 
of Singapore dollars is likely to increase 
after the completion of a second fixed 
link — a 2.5-km bridge — to Singapore. 

But, there is little evidence that 
Singaporeans are actually resented. In 
fact, Johor’s ambitious plans for indus- 
trialisation seem increasingly tied to Sin- 
gapore and its growth triangle concept 
— which envisages the economic inte- 
gration of Johor, Indonesia's Riau pro- 
vince and the island nation. Less clear, 
however, is whether the federal govern- 
ment shares Johor's enthusiasm. 





the frequency of contact between Joho 
and Singapore officials. "The fedi 
thorities are nervous about Jo! 
lateral relations with Singapor 
one source. When Indonesia’s R 
and Technology Minister, B. J. На 
visited Johor early this year as part 
tour of the envisaged growth tri 
Kuala Lumpur was clearly unhappy 
being bypassed. 
Moves are now afoot to rein in th 
Johor state government. One likely pos 
sibility is that the international: trad 
minister in Kuala Lumpur will assum 
sole responsibility for dealing with Sin 
gapore on the growth triangle. — 
It is hard to gauge whether | 
Lumpur's tepid response to the 
triangle means it is suspicious of 
pore's intentions or concern 
exercise of autonomy by Joho: 
Malaysia is making less has 
gapore. In Johor itself, ther 
the closer it moves towar 
the more likely the fede 
will reduce its spending 
ready a M$70 million gr. 
Kuala шари! to Johor 
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Travellers Tales 


t seems we will never hear the end 
of the "Darkie" brand. This insensi- 
tive product name, then a toothpaste, 
first excited my derision back 10 years 
ago (this column, 9 May '80). It was manu- 
factured by the Hongkong firm, Hawley 
and Hazel, and was marketed happily 
-in the region, apparently with the mini- 
mum of protest. 
After all, other ob- 
noxious ^ Asian 
brands, also noted 
| in this column pas- 
sim include Thai 
"Blackmen" mops, 
Taiwan's "White- 
| men" toothpaste, 
chocolate bars, 
most of them sport- 
ing "Piccaninni" 
and "Nigger Min- 
strel" logos. 

Last year, it 
seemed, we'd least 
got rid of the 
Darkie toothpaste. 
Hawley and Hazel 
had continued to 
market the brand though Colgate- 
Palmolive (presumably as an international 
conglomerate, more sensitive in these mat- 
ters) had acquired 50% of the firm back in 
1985. In 1990, good sense and taste finally 
prevailed and, with some fanfare (this col- 
umn, 5 Apr. '90) the name of the tooth- 
paste was changed — barely perceptively 
— from Darkie to Darlie (the cartons fea- 
turing the old name quickly became collec- 
tors' items). 

End of story? Not so. Earlier this year, 
John Hassall of Denmark purchased a 
packet of Dar'kie 
peppermint gum at 
Guilin airport. The 
grinning, minstrel 
face of the logo is 
exactly that of the 
old Darkie tooth- 
paste, while the 
bow tie has been re- 
drawn and the top 
hat now sports a 
stars-and-stripes 
motif.  Artfully, 
they've actually in- 
serted an apostro- 
phe in the name, presumably to get round 
any residual copyright the original pro- 
prietors/perpetrators may hold. 

So, who makes it and where? The label 
! does not reveal. The trade mark is 
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"Funmint"; the ingredients are listed in 
both English and Japanese. Japan is hardly 
famous for its racial sensitivities, while 
Chinese entrepreneurs are only too anxious 
to exploit a proven market for exports. 
Could be either. I'd welcome any infor- 
mation readers can provide. 


Incidentally, John Hassall who says he was 
often cheered by this column while ma- 
rooned in otherwise cheerless towns in 
China asks for an explanation of the title of 
our SHROFF financial/investment column. 
As we explained when the feature was first 
launched, the word was in common use 
round coastal Southeast Asia and still is in 
Hongkong, where a Shroff's office can be 
found for example in car parks, where the 
parking fees are paid. In this context it is 
almost synonymous with the word "cash- 
ier.” It's also used as a verb, as in “ТЇЇ just 
shroff this over" — meaning “TIl just check 
this for accuracy." 

I forget the origin of the word, and do 
not have my admirable Hobson-Jobson 
dictionary to hand, but I believe it came 
either from the Arabic or the Sindi 
language and has acquired the above 
meanings from its original definition: "A 
tester of coinage; to distinguish between 
true and false coinage." Which seemed to 
us to be an apt title for a feature in an 
Asian magazine which examines the valid- 
ity of currencies, shares and financiers' 


| asked for any reader's ideas for Asian 
Smilies — the sideways faces computer 
buffs were coming up with, as variations 
on the basic :-) pattern. Several readers 
solved the problems of rendering the Cau- 
casian eyes of the Smilie into Asian 
physionomies thus |) which brings in 
more possibilities explored by David 
O'Rear: 

1-1 (A stern-faced Asian) 

14 (Fu Manchu) 

I2 (Li Peng, following the Sino-British 
agreement on Hongkong’s new airport) 

l-> (Deng Xiaoping, 1 July 1997) 

[O]-) Japanese tourist with camera) 

To which one might add, now the Asian 
angle has been solved: 

КО (Korean student) 

I-*C (Tojo) 

Or, Joe Wendell of Hawaii suggests the 
eyes could be a combination of an apostro- 
phe and a comma (possible on a back- 
spaceable typewriter, but not on my word 
processor. Thus: 

#14 (Chinese Mandarin) 


FAR EASTERN ECONOMIC REVIEW 


l've complained before that, while most 
people are agreed on what constitutes East 
Asia, there is much ignorant confusion 
about where Southeast Asia lies. 

Normally it is identified as containing 
the six countries of Asean, but its borders 
frequently edge northwards to encompass 
Hongkong and even Taiwan. 

Last year, the University of Limerick in 
Ireland advertised the post of Professorship 
of Japanese Studies and, as Aidan Foster- 
Carter points out, stretched the phrase into 
meaninglessness. The job description 
stated: “The University considers South- 
East Asia, and particularly Japan, of im- 
portance for national strategic reasons.” 

By now the new professor will have 
educated his or her colleagues on where 
the strategically important area is. 


Which reminds me of the report in an Irish 
newspaper back in 1987 (I know; it’s old, 
but the story is so Irish, age hath not with- 
ered it). It concerned three men, one armed 
with a sawn-off shotgun who attempted to 
rob a pub in central Dublin, not realising 
that the gardai (police) were holding a 
party upstairs. So the hold-up became a 
cock-up. During the ensuing scuffle, the 
ring-leader, a certain Christopher Flood, hit 
a police sergeant over the head with a bil- 
liard cue, and was subsequently sentenced 
to five years in prison for assault. The 


newspaper report ended: 


The court heard that Flood, who has 21 
previous convictions, was on temporary 
release from Mountjoy while serving a 
five year sentence for a drugs offence. 
However, he was now considered suit- 
able to do a university degree. 


Vietnam has issued a curious new 100- 
Dong stamp which looks as if it is in com- 
memoration of the US autombile/truck in- 
dustry. Either that or it is expressing soli- 
darity with the Teamsters' Union: 
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A ROOM AT THE TOP 


At The Excelsior Hong Kong, we realise that all work and no play makes 
for a very dull trip. Which is why a room on our Executive Floors 
could just be one of your better business decisions. 


IS PART BUSINESS, 


For starters, there’s an exclusive registration desk to whisk you through the formalities of arrival. 
Here our Guest Relations Officers can organise ticket confirmations, a game of tennis in our undercover, 
air conditioned courts or a table at the lively Dickens Bar, or elegant Talk of the Town. 


PART PLEASURE 


In the private Resident's Lounge, you can enjoy complimentary breakfasts, 
afternoon tea and twilight cocktails while gazing over Hong Kong's spectacular harbour 
far below. Truly a room with a view for only a few. 


AND VERY EXCELSIOR. 


Once in your Executive Room, you'll find a casual air of elegance and efficiency. 
Need a personal computer or a confidential document typed? Easily arranged. Each is an integral part 
of The Excelsior. And each is what sets us apart from the rest. 











THE EXCELSIOR 
HONG KONG 


The Excelsior: Causeway Bay, Hong Kong. Tel: 894 8888, Tix; 74550, Fax: 895 6459 
Mandarin Oriental: Bangkok - Hong Kong • Jakarta + Macau * Manila * San Francisco + v Dp 
Reservations: Hong Kong 881 1288, Singapore 339 0033, Malaysia 800 1020 (toll free), Indonesia 00 800 65 6520 (toll free) 
Thailand 001 800 65 6524 (toll free), your travel agent, "Thefeading Hotels of ее or Utell International 


Northern Telecom helps you fly 
to some of the hottest places on earth. 





It’s probable that at any given moment, Since 1854, Vittel have been meeting 
day or night, there'll be UTA aircraft in the sky another kind of demand. The demand for natural 
ferrying passengers to any of 43 destinations on mineral water. So successful have they been that 
5 continents. People on business, others visiting Vittel has become one of France’s top industrial 
family, but mostly travellers in search of the sun enterprises. And today Vittel water is sold around 
on the beaches of Africa, the Far East and the the globe, including naturally, in places where 
tropical islands of the Pacific. the sun shines most. 

Such an operation requires high perform- To handle the communications aspects of 
ance telecommunications. So UTA chose Northern such a constantly expanding business, Vittel 
Telecom’s Meridian system. A 5000-line network decided to install two of our Meridian systems 
connects several locations to provide a single in their head offices in Vittel itself, to provide 
dialling scheme with Automatic Call Distribution integrated telecommunications, interactive voice 
for reservations listings, plus integrated services messaging plus network connectivity for their PC’s. 
such as interactive voice messaging. These are just some of the ways that 

It’s a telecommunications package that Northern Telecom’s advanced telecommunica- 
easily accommodates the ever changing demands tions technology is helping people in more than 
of a modern international airline. 100 countries worldwide. Can we help you? 
NORTHERN TELECOM IS ACTIVE THROUGHOUT THE ASIA PACIFIC REGION. FOR MORE INFORMATION CALL US ON TOKYO (81) 33 441 1811 OR SYDNEY (61) 2 428 8777 


© 1991 Northern Telecom. Meridian is a trademark of Northern Telecom 
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And we'll help keep you cool 
when you get there. 
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TECHNOLOGY THE WORLD CALLS ON. 


Union Insurance Society of Canton 


Guardian Royal Exchange (Asia) 


Guardian Royal Exchange Assurance 





Hong Kong, Philippines 





Hong Kong 


P.T. Maskapai Asuransi — Union 
Far East, Indonesia 





Royal Exchange Assurance 
Pakistan, Japan 


Guardian Assurance 
Hong Kong (Life) 





MALAYSIA 





(Malaysia) Sendirian Berhad 





Singapore, Taiwan 


Union Insurance Society 
of Hong Kong 


Guardian Assurance Company 
Thailand 


We've been called many names in our time. 


The history of the Guardian Royal 
Exchange Assurance Group dates back more 
than two centuries. 

It began in London in 1720 with the 
formation of Royal Exchange Assurance, and 
then in 1821 came the Guardian Assurance 
Company. 

In 1835 the Union Insurance Society of 
Canton was formed in China and it also went 
on to establish a world-wide insurance 
network. 

The merger of these three companies in 


the 1960's resulted in what is today one of 
the world's largest insurance groups. 

Arising out of these international interests 
GRE (Asia) was formed. Today the Group 
in Asia offers experience, stability and 
commitment to some of the world's most 
rapidly expanding economies. 


Bei 
Royal Exchange 


A good name to insure with. 


Guardian Royal Exchange Assurance 
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Regions central banks struggle to assert, regain or win their independence 


Yearning to be free 


central bank is judged essentially by its competence in 
conducting monetary policy. This, in turn, has implica- 
tions for the balancing of the national budget and 
optimising the level of economic activity in a country, as 
well as for minimising inflation and maintaining a realistic ex- 


change rate. 


However, the priorities of central bankers and finance minis- 


ters often conflict in many of 
these areas, making them 
natural adversaries in the 
battle for control over the 
economy. Asia provides 
some good examples of such 
power struggles and their 
impact on the national 
economy. 

In this, as in the other 
broad area of central bank 
activity — the supervision of 
financial markets and institu- 
tions — Asia also provides 
ample illustration of how fi- 
nance ministries answerable 
to political constituencies can 
often override the central 
banker’s natural prudence 
and caution. 

Apart from Germany’s 


Bundesbank, and to a lesser extent the US Federal Reserve Sys- 
tem, the principle of central bank independence is rarely en- 
shrined in law. A central bank is often only as strong as its 
incumbent governor, and here again Asia is no exception. 


Yasushi Mieno, the present governor of 
the Bank of Japan (ВОЈ) — the country's 
central bank — is one example. Under his 
stewardship, Japan over the past two years 
has squeezed much of the asset inflation 
out of its system and put an end to the 
liquidity bubble which compromised the 
integrity of the financial system and 
threatened to swamp the real economy. 

Mieno's firm stance on raising interest 
rates, against the initial opposition of out- 
going Finance Minister Ryutaro Hashi- 
moto, has now been vindicated. But there 
is no guarantee that the gains he has won 
could not be squandered by a subsequent 
governor as the BOJ enjoys little constitu- 
tional independence. 

Malaysia has a tradition of strong cen- 
tral bank governors. Tan Sri Ismail bin 
Mohamed Ali, who ruled Bank Negara, the 
central bank, with a rod of iron throughout 
much of the 1970s to keep inflation at 
around 1% annually, was perhaps the best 
known. However, their power has been 
curtailed under the more authoritarian rule 
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When economic policies fail: a central banker's nightmare. 


By Anthony Rowley 


of current Prime Minister Datuk Seri Mahathir Mohamad, and 
Malaysia's inflation rate is now nearer 5%. 

Similarly, Snoh Unakul was widely respected during his tenure 
as governor of the Bank of Thailand, though central bank inde- 
pendence has since been eroded — well illustrated by the sacking 


of governor Kamchorn Sathirakul in March 1990. 





inflation. 
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Other examples of individual's imposing their will on policy 


include Taiwan’s Central 
Bank of China governor 
Samuel Hsieh, who suc- 
ceeded in holding prices in 
tight check despite the coun- 
try's often volatile economic 
milieu. In Singapore, where 
the central bank function is 
undertaken by Monetary 
Authority of Singapore — 
whose chairman is the fi- 
nance minister — kept prices 
low under the strong stew- 
ardship of former deputy 
prime minister Goh Keng 
Swee. 

It is no coincidence that 
those Asian countries where 
the position of the central 
bank is less subservient to 
that of government minis- 
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tries, or at least where governors have carved out a degree of 
autonomy for themselves, also enjoy the most moderate levels of 


At the opposite end of the scale are countries like the Philip- 


pines. Here inflation and economic turbu- 
lence often appear to be endemic and, with 
a few exceptions — such as former Central 
Bank head Jose Ferndandez — central bank 
governors have not enjoyed a tradition of 
independence. 

While many of Asia's central banks 
contrast well against those in inflation- 
plagued regions such as Latin America and 
Africa, and indeed some institutions in the 
developed West, this is not to say the re- 
gion's central banks can yet be said to have 
fully come of age. 

The Fed view, for example, is that inde- 
pendence is "a good thing" for central 
banks and that it would be better if Asia's 
central banks as a whole enjoyed more of 
it. "It would be useful to give them more 
independence in terms of monetary policy 
and to change the legal basis on which they 
operate," an official told the REVIEW. 

The Philippines' central bank often 
comes under fairly overt political pressure, 
while India's Reserve Bank is perceived as 
being effectively under the thumb of the 
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finance ministry. Equally, the fairly crude policy instruments 
employed by the People’s Bank of China — not to mention its 
politically appointed heads — impress few Western central bank- 
ers, 


The Bank of Korea is also viewed by outsiders as being too 
subservient to the Ministry of Finance in Seoul for its own good 
and that of the economy, though legislation that would give it 
greater autonomy is under consideration. Bank Indonesia, despite 
having produced some fairly strong governors — such as Arafin 
Siregar — generally remains subservient to the coordinating 
minister for economic affairs. 

The essential problem in such cases is that ministers and min- 
istries, and the political interests they answer to, are often con- 
cerned primarily with financing budget deficts on terms most 
advantageous to government. This has an almost automatic dis- 
torting effect on both domestic interest rates and capital market 
development. 

Finance ministers also often bow to political pressure to 
maintain economic activity at levels which maximise government 
popularity. If the central bank is unable or unwilling to resist the 
pressure this engenders for low interest rates and easy money, as 
often as not the end result is inflation and misaligned exchange 
rates. 

As Asian central banks increasingly exchange ideas and 
strengthen mutual ties, they may as a group be able to prepare a 
case for greater independence than many of them have tradition- 
ally enjoyed. They may also be able to support each another in 
turf fights with their respective finance ministries. 

In the area of financial market and institutional supervision, 
however, Asia's central banks face even more diverse challenges 
than in the realm of monetary policy. Not only are there wide 
differences in the degree of capital market development as be- 
tween, for example Japan and Indonesia, but also in the funda- 





Future assets 


One of the greatest challenges facing many Asian central banks 
is the recruitment of capable supervisors and auditors. While a 
growing number of Asian governments have allowed private 
banks and non-bank financial institutions to proliferate over 
the past decade, for the most part the size and quality of their 
central bank supervisory units have not kept pace with the 
change. 

The problem is most acute among lesser developed Asian 
countries, where central banks tend to be weaker and less au- 
tonomous and where the doctrine of free-market oriented fi- 
nancial liberalisation has been adopted only recently and often 
quickly. These countries are allowing new banks to open, in 
part, because their state-owned institutions have become dys- 
functional as a result of years of mismanagement and political, 
non-economic lending. 

Indonesia and Pakistan both allowed a rash of new private 
banks to open virtually overnight, in 1989 and 1991 respec- 
tively. Vietnam has approved the formation of a handful of 
foreign bank joint ventures, and even Burma is considering 
applications for at least two new semi-private banks. Man- 
power constraints aside, the central banks of these countries 
have had little experience operating as regulators in anything 
other than an enclosed economic system. 

Skilled bankers and accountants are already scarce in these 
countries, and when financial-sector liberalisation takes place 
the best and brightest tend to gravitate towards the rewards of 
private-sector employment as central bank jobs simply cannot 
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i 
mental concepts of what constitutes banking and securities func- 
tions. 

The concept of universal banking — where institutions engage 
in banking and securities functions under one roof — has not yet 
taken hold outside Germany and some other continental Euro- 
pean countries. However, something approaching universal 
banking is coming to the US, while a somewhat watered-down 
version of it should before long further erode the compart- 
mentalised nature of Japan’s financial system. 

Although the pace of change throughout the rest of the region 
is likely to be fairly slow, the chances are that those East and 
Southeast Asia countries which are currently moving away from 
bank-dominated financial systems and towards broader capital 
market development will need to make the leap into something 
approaching universal banking. 

Some Asean countries clung for a while to the notion that they 
could “look East” to a Japanese model of capital market deve- 
lopment, based on rationing and allocating credit to priority sec- 
tors through a highly segregated structure of financial institutions. 
But the fact that Japan is slowly moving into line with more liberal 
Western models is likely to dispel this view. 

Central banks in Asia which have been used to supervising 
only banking operations will find that the distinction between 
what constitutes banking and securities transactions becomes in- 
creasingly fuzzy. This in turn means that, as lenders of last resort 
to the banking system, they also become guarantors of banks’ 
securities operations. 

By the same token, finance ministries and, where they exist in 
Asia — in Hongkong and perhaps Singapore — independent se- 
curities regulatory agencies, will be drawn into the ing su- 
pervision field. This sets the scene for a fight between the region's 
central banks and other arms of government that is likely to rival 
the traditional struggle for control over monetary policy. " 
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compete when it comes to pay and career prospects. 

In most lesser developed Asian countries, efforts are being 
made to redress the problem. The World Bank, the Asian 
Development Bank and bilateral donors are pouring millions 
of dollars into programmes aimed at strengthening the 
region's central banks. The money goes towards higher pay for 
their staff and salaries for outside advisers, usually from the 
IMF. 

The Bangladesh Bank, which is not overseeing any major 
structural changes but still faces difficulties keeping the coun- 
try's nationalised commercial banks solvent, has advisers from 
the IMF and the US Agency for International Development. 
Bank Indonesia, by contrast, has opted for private advice from 
a consortia of US consulting firms. 

IMF and World Bank analysts say there is no easy answer to 
the skill shortages faced by the weaker Asian central banks, 
and admit that several will probably remain ill-equipped to 
deal with the exigencies of financial-sector reform for years to 
come. The goal, they say, is to improve their rmance 
methodically, while avoiding destabilisation of the financial 
system as a whole. 

This means slowly cleaning up the state-owned banking 
sectors, usually a morass of non- ing loans, while setting 
new and higher standards for private institutions freshly ar- 
rived on the scene. Several countries have adopted stricter 
capital requirement and loan-loss classification guidelines si- 
multaneously with the granting of new licences. 

This effort will be accompanied by the training of central 
bank staff in more sophisticated auditing methods, such as 
forensic accounting, and the recruitment of young graduates 
who are more receptive to new ideas and less set in their ways. 

m Jonathan Friedland 
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WORLD BANK/IMF 


Little local 
interest 


By Anthony Rowley in Washington 


Ithough this year's annual meetings of the World Bank 
A and IMF are taking place in Bangkok, Asia is likely to com- 

mand the least attention among the forum’s 12,000 or so 
participants as the collapse of communism in the Soviet Union 
and its former Eastern European satellites take centre stage. 

This is particularly true for the IMF, whose efforts to set up 
workable programmes to revamp the battered former East Bloc 
economies have come under tough scrutiny. Asian-related issues 
affecting the IMF will probably be confined to its bilateral negotia- 
tions with India — the fund expects to approve a US$2.2 billion 
standby credit for New Delhi some time in October — and a 
Japanese initiative to improve international liquidity. 

This gambit, which has been perenially mooted by Tokyo, in- 
volves a one-off “conditional” issue of the IMF's 
fiat money, the Special Drawing Right, in part 
to alleviate the strain caused by the growing 
global imbalance between investment needs 
and savings. As in past years, the initiative is 

to receive short shrift, largely because 
the IMF argues that the problem is one of im- 
balances rather than shortages. 

Tokyo’s arguments for reforming the inter- 
national monetary system are also expected to 
be brushed aside. While the Japanese have 
been insistent in their belief that the system is 
due for reform, they have also been vague on 
specifics. Other IMF members suspect Tokyo is 
primarily motivated by a desire to achieve sta- 
ble exchange rates to serve its own interests. 

Asian issues will also take a back seat at the 
World Bank, which is seeking to regain the 
vibrancy of the McNamara years under a new 
leader. Former J. P. Morgan chairman Lewis 
Preston will makes his public debut at the 
Bangkok meeting, replacing the likeable but 
ineffectual Barber Conable. Preston's statements on the World 
Bank's future emphasis and approach will be keenly watched. 

Behind the scenes, however, the World Bank is taking steps to 
improve its performance in Asia. Its Asia division, headed by 
Attila Karaosmanoglu of Turkey who was recently elevated to a 
key position in Preston’s office, is seeking to achieve some sort of 
synthesis of Western and Japanese economic models to guide the 
development of countries within and outside Asia. 

Karaosmanoglu has issued a standing instruction to staff to 
explore all avenues of cooperation with Japan over development 
in the rest of Asia, particularly in South Asia. This is an attempt to 
get Japan intellectually involved in the development process be- 
yond the realm of its financial contributions, which are now 
commensurate with its status as the second-largest shareholder in 
the World Bank after the US. 

The World Bank wants Japan to help India in its current bal- 
ance-of-payments crisis by providing quick-disbursing credits, and 
Japanese corporations to join the likes of IBM from the US in test- 
ing New Delhi's recently announced willingness to admit direct 
foreign investments. 

But the bank is also anxious for Japan to get more deeply 
involved in longer-term issues of Asian development. However, it 
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has achieved little progress in its quest to get Tokyo to transfer 
Japanese education expertise — from elementary school to voca- 
tional training systems — to developing countries like India. 

The World Bank is claiming, greater success on environmental 
issues — as shown by the recent launch of Japan's ¥750 million 
(US$5.5 million) “Green Aid” plan for Thailand. The plan, which 
is designed to fight industrial pollution in Thailand, closely 
follows World Bank recommendations to Tokyo. Bank officials 
hope there will be further opportunities to employ their own 
global environment facility alongside Japanese money and ex- 

rtise. 

" While economists argue over whether the so-called Asian eco- 
nomic miracle — in East Asia at least — was achieved through 
letting markets operate freely or by enlightened government in- 
terventionism, the concerns of World Bank officials are more ori- 
ented toward specific issues. 

Asia receives between 30-40% of total World Bank lending 
each year, and the cumulative Asian loan portfolio — on a com- 
mitment rather than disbursement basis — amounts to something 
over US$50 billion. However, the Asian region holds around two 
thirds of the developing world's population and has been propor- 
tionately disadvantaged by comparison with other, less-populous, 
regions like Africa in recent years. 

The region could now find its position further eroded by 
the almost universal concern with aiding the Soviet Union and 
Eastern Europe, which has led Karaosmanoglu 
to dub Asia the "step-child" of international 
development and given greater emphasis to 
his efforts to get Japan more involved in re- 
gional development. 

World Bank officials also point to the emer- 
gence of “macro-economic strains" in India 
and China, together with the poor economic 
performance of Bangladesh, Laos, Burma, Ne- 
pal, Papua New Guinea, the Philippines, Viet- 
nam and the Pacific Islands over the past dec- 
ade. 

"We believe that if Asia is to resume its 
impressive performance of growth with 
equity, it needs to launch a second wave of 
reforms, make more determined efforts for 
poverty reduction and population control, and 
initiate a concerted programme for environ- 
ment-friendly development strategy," 
Karaosmanoglu says. 

“Ideas will be just as important as finance 
for promoting development,” he says, adding 
that “there is a need to look at medium and long-term issues in 
Asia [such as education, poverty elimination and the environ- 
ment] more than anyone is doing at present.” 

It is at this point that enhanced cooperation with Japan is sup- 

to enter the picture. Financial cooperation is already well 
established: Japan has co-financed World Bank-assisted projects 
to the total tune of US$12.5 billion since 1970. The bank is now 
anxious to discover whether Japan can codify its own economic 
and social development experience and make it available to de- 
veloping countries in Asia and beyond, in partnership with multi- 
lateral institutions. 

Over at the IMF, Japan’s attempts at gaining enhanced prestige 
commensurate with its position — the country is now the joint 
second-biggest quota holder along with Germany — may have to 
rest on sops, such as being given one key staff position within the 
organisation. 

Kunio Saito was recently appointed director of a newly created 
Southest Asian and Pacific Affairs division within the IMF, but 
rumours that former Japanese Ministry of Finance official Toyoo 
Gyohten might succeed Michel Camdessus as the IMF's managing 
director have come to nothing. Gyohten recently accepted a po- 
sition with the Bank of Tokyo. m 
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JAPAN 1 


Above the 


storm 


By Anthony Rowley in Tokyo 


ne institution which has emerged unscathed from the flurry 

н О of scandals afflicting Japan’s financial sector is the Bank of 

| Japan (ВОЈ). Indeed the central bank's reputation has been 

- enhanced relative to that of the Ministry of Finance (MOF), which 
finds itself mired in various financial scandals. 

With governor Yasushi Mieno at the helm since December 
1989, the BOJ has steered Japan through turbulence created by the 

. tidal wave of liquidity which swamped asset markets in the late 
1980s. In the area of monetary policy, as well as market supervi- 
sion, the BOJ has emerged looking good. 

The question now is whether the BOJ will be able to capitalise 

- on the MOF's misfortunes, and its own gain in relative stature, to 
win more autonomy — or whether the finance ministry will man- 
age to bury the current scandals and reassert its authority and 
credibility. 

A major obstacle facing the BOJ in this respect is that it is con- 
stitutionally subordinate to the MOF. A plan _ 
aimed at creating a more autonomous Japan- 
ese central bank in the immediate aftermath of 
World War ЇЇ foundered when the still pow- 
erful finance ministry successfully countered 
any erosion of its own powers. 

MOF retained the right to appoint the gov- 
ernor of the central bank and to influence its 
budget, administration and personnel. Mieno 
is the 26th governor of the BOJ and, as 
Hisayoshi Katsumata of Toyo Keizai observes, 
one of only eight career BOJ officials to hold 
that position. All the others have come from 

the MOF or the public sector. 

Mieno is an unusual central bank governor 
by Japanese standards. Almost immediately 
upon taking office he moved to raise official 
interest rates, thereby incurring the obvious 
displeasure of outgoing Finance Minister 
Ryutaro Hashimoto who was riding a wave of 
popularity on the back of easy money and 
soaring asset values in Japan. 

An austere and rather reserved figure compared to the some- 
what showy and politically opportunist Hashimoto, Mieno stuck 
to his guns and pushed interest rates resolutely higher until 
stockmarket prices and land values yielded to reality. 

The ebbing of the asset inflation tide exposed all manner of 
previously concealed practices, with brokerages and banks found 
to have engaged in deals which were at best dubious and at worst 
illegal. They are now paying the penalty, with the finance minis- 
try identified as a kind of collaborator. In addition, Hashimoto's 
personal reputation has been stained by the disclosure that his 

at MOF was indirectly involved in a bank fraud. 

Mieno could hardly have orchestrated matters more effectively 
if he had sought to discredit the architects of Japan's easy-money 
expansion. But the central bank governor still has too many battles 
on his hands to indulge in the luxury of self-congratulation. 

The BOJ is trying to steer the Japanese economy toward a soft 
landing in an effort to ensure the twin pillars of economic growth 
— personal consumption and capital investment — do not have 
their foundations too badly eroded by the ending of the cheap- 
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Mieno: many battles to fight. 


money era. 

This strategy has been reasonably successful to date, and even 
if the MOF is forced to ease fiscal policy somewhat, such a policy 
would fit the designs of a central bank concerned that monetary 
policy should not take all the strain of Japan's economic adjust- 
ment. 

Nothing has changed constitutionally to empower Mieno to 
achieve these various ends, so the conclusion has to be simply that 
he had more courage than some of his predecessors in standing 
up to the seemingly all-powerful finance ministry. In recent years, 
BOJ and MOF officials have alternately assumed the position of 
central bank governor, though Mieno appears to be the most in- 
dependent-minded BOJ appointee to date. 

The power of a central bank relative to a finance ministry is an 
issue which has excited considerable debate elsewhere. For 
example, while Germany's Bundesbank has been held up as a 
model of virtually autonomous excellence, the Bank of England 
has been criticised for being the opposite. Public sparring matches 
between Mieno and Hashimoto over interest rates sparked a simi- 
lar debate in Japan. 

But what could swing the balance in Japan's case is not such 
macro-economic issues but the now obviously weakened position 
of the MOF following the securities houses compensation scandal. 
There has been a clamour to take away securities regulation from 
the finance ministry and vest it in a new body modelled along the 
lines of the US Securities and Exchange Commission (SEC). 

This debate hinges on whether one institution — the MOF — 
should be charged both with promoting the interests and regulat- 

^ ^, ing the behaviour of institutions such as secu- 

„ — Ё rities houses and banks, in addition to insur- 
| ance companies and others. 

If Japanese legislators do eventually see fit 
to separate these functions, in the case of se- 
curities houses through the creation of an SEC, 
then the logic of also doing so in the case of 
banks would seem irrefutable. In this case, the 
BOJ could expect to see some enhancement of 
its regulatory function. 

This role is now limited to sharing bank 
regulation with the MOF and — in the case of 
non-bank financial institutions — with the 
Ministry of International Trade and Industry. 
Even then, the BOJ regulates only those banks 
and other financial institutions which open an 
account with it. 

A total of some 650 institutions are cov- 
ered, including all the principal city, regional 
and trust banks and many smaller institutions. 
The BOJ/'s supervision of these institutions is 
linked to its lender-of-last-resort responsibility 
and, strictly, it is up to MOF which licenses financial institutions to 
ensure compliance with official regulations. 

But the whole shape of bank and brokerage supervision in 
Japan could alter in 1993 when securities houses are due to be 
given limited access to banking business and vice-versa. Enabling 
legislation still has to be passed by parliament, and it is unclear 
just who will be allowed to do what in each field. 

The BOJ has seen the writing on the wall, however, and realises 
it will need to become more involved in supervising securities 
houses — which already carry on limited banking business out- 
side the country — if they are going to be able to enter the domes- 
tic banking market. 

It is likely that securities houses will be able to do banking 
business only through specially constituted subsidiaries, and that 
various "firedoors" will be erected between their banking and 
securities operations. Such measures would be required to avoid 
breaching the separation of commercial banking and securities 
business provided for under Article 65 of Japan's Securities and 
Exchange Law. 
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Nevertheless, the BOJ recognises that as lender-of-last-resort to 
the financial system it could easily find itself dragged into bailing 
out securities companies as entire entities if their banking opera- 
tions ran into trouble. 

Firedoors or no, public confidence in the integrity of a financial 
institution — and possibly that of the financial system as a whole 
— could evaporate rapidly if one arm or another ran into trouble. 

Unlike the Mor, the central bank is thought to favour the con- 
cept of universal banking in Japan, whereby securities and bank- 
ing operations could be conducted under one roof. That way, the 
BOJ's supervision of financial institutions would be rendered a 
good deal easier. 

In this as in other areas, however, the MOF has the power to 
restrict any expansion of the Boy's role. By virtue of holding the 
purse string for all government departments, the finance ministry 
is able to keep the BOJ on a fairly short rein already by limiting its 
head-office bank supervision staff to around 100 people. The result 
is that, like the MOF, the BOJ can only visit each institution it su- 
pervises about once every 18 months. 

The decision in August to bail out the troubled Toho Soho 
Bank with funds from the Japan Deposit Insurance Corp. was 
seen by some observers as representing a significant move in the 
evolving relationship between the central bank and finance min- 
istry over supervision. It was the first time such funds — jointly 
administered by the Boj and the MOF — had been employed in the 
20-year history of the corporation, with the central bank appearing 
to take most of the initiative. 

While some questioned the use of public funds to finance a 
merger between two banks — thereby rescuing stockholders and 
creditors as well as depositors of Toho Sogo — the BOJ/'s rapid 
initiative to prevent any loss of public confidence in the banking 
system also drew w idespread praise. 

No bank has been allowed to fail in Japan since 1942, and the 
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BOJ is now thought to be active behind the scenes in trying to 
prevent trouble among smaller banks which became over- exposed 
to Japan's property boom by encouraging mergers or proposing 
other solutions. 

The ВО] is also considering revising the criteria for institutions 
to open an account with it in order to bring more of them within 
its supervisory ambit. 

The central bank’s ability to react to problems within the fi- 
nancial system has apparently been enhanced by a fairly sweeping 
reorganisation of its financial and payments systems operations 
last year (REVIEW, 31 May '90). This move appeared to anticipate 
problems appearing in the banking sector, and may indeed have 
reflected Mieno's realisation that a tighter-money policy could 
precipitate them. 

The Bo} has also had to cope with the difficulties the Japanese 
banking system is encountering over capital adequacy ratios in- 
troduced by the Swiss-based Bank for International Settlements 
(BIS) and which are due to become fully operational in 1993. 

Because of their heavy reliance on unrealised profits from se- 
curities holdings to bolster their BIS tier-2 capital, Japanese banks 
now face problems as a result of the dramatic collapse in Tokyo 
stockmarket values since the beginning of 1990. 

With the Nikkei-225 stock average falling below 22,000 by the 
end of August, many banks were thought to be operating below 
the 8% capital to risk-assets ratio mandated by the Bis. Unless the 
stockmarket revives, the banks will probably need to issue a good 
deal more subordinated debt and other forms of new capital. 

Technically, there are no penalties which with the BOJ or the 
MOF can apply to any banks which transgress the BIS rules. 
However, any bank which continued to do so for long against the 
advice of either body would probably find its account with the BOJ 
being closed — along with access to lender-of-last-resort privi- 
leges — and might even have its licence from MOF revoked. = 
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JAPAN 2 


Sphere fears 


ill Asean countries and other Asian states “look East” to 
W Japan for a model on which to develop their financial 

systems and central bank functions? There is a distinct 
possibility that this could flow from increasing integration of the 
region’s economies. 

The Bank of Japan (ВОЈ) has taken the initiative in hosting 
various meetings with other Asian central banks in the past year 
or so — with a view at this stage of "exchanging information" but 
apparently with an eye also to future policy coordination. 

One such meeting in Tokyo earlier this year brought together 
central bank heads from Australia, Indonesia, South Korea, Ma- 
laysia, New Zealand, the Philippines, Singapore and Thailand, as 
well as from Japan. This is likely to become an annual gathering 
initially, and perhaps meet even more frequently later. 

The agenda was kept confidential and BOJ officials down- 
played its importance. They have good reason to. Any suggestion 
that the BOj is seeking to coordinate policies with other Asian 
central banks conjures up fears in some countries of renewed Ja- 
panese economic domination of the region. While this is already 
happening in terms of Japan's influence on Asian trade and in- 
vestment, any attempt to institutionalise such commercial links 
sparks fears of a revival of the wartime "Greater East Asian Co- 
prosperity Sphere." 

The Bo} also shies away from any suggestion that Japan is in- 
terested in the notion of a yen-bloc for Asia, or even an Asian 
payments union for clearing financial transactions in the region. 
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At this stage, such suggestions are just too sensitive. 

Nevertheless, the BOJ's attempt to create a new forum through 
which it can confer periodically with other central banks in Asia 
could lead eventually to the formation of a structure along the 
lines of the Bank for International Settlements — a kind of central 
banker's bank — in Asia. It could embrace China and other Asian 
countries, as well as those which attended the BOJ-initiated meet- 
ing in 1990. And, in time, cooperation could move beyond purely 
banking matters to more macro-economic issues. 

All this appears to be as much a reaction to events elsewhere 
as to any internal dynamic. With economic blocs developing in 
Europe and the Americas — possibly to be based on the European 
Currency Unit and the US dollar — the idea of a yen bloc was 
bound to receive more attention in Asia. Problems with Gatt's 
Uruguay Round have also provided a fresh impetus to Asian 
economic cooperation. 

In the sphere of financial policy and capital market systems, 
the BOJ also believes it has something to offer the rest of Asia. A 
survey of the region's systems by the BOJ had various suggestions 
to offer on how countries in Southeast Asia might wish to model 
their financial systems in future (REVIEW, 12 Apr. '90). 

At the same time that Japan is seeking to extend its central 
banking cooperation with Asia, the BOJ is increasingly adapting to 
a more Western approach to monetary management. Interest rate 
deregulation and the abandoning of quantitative controls over 
lending through so-called "window guidance" are two important 
examples. 

If Asian cooperation can be applied, at least initially, to stabil- 
ising regional currencies and to minimising inflation, as the BOJ 
would wish, this will be all to the good. How much further col- 
laboration goes beyond this appears to depend as much on events 
outside the region as within Asia itself. m Anthony Rowley 
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INDIA 


Under the 
influence 


By Hamish McDonald in Bombay 


ndia’s banking story of the past 20 years is one of lop-sided 
I success. Since the major commercial banks and financial in- 

stitutions were nationalised at the start of the 1970s, the fi- 
nancial system has been geared quite successfully to enlist the 
savings of a thrifty population by spreading bank branches 
widely, introducing new instruments and maintaining consistent 
positive real interest rates on deposits. Net household financial 
savings doubled to nearly 8% of GDP over the two decades. 

But the system has failed in the wise investment of those sav- 
ings, and the banks have been used as a source of cheap credit to 
cover the government's widening deficits. The automatic 
monetisation of government deficits has blown a gaping hole in 
the monetary net of the Reserve Bank of India (RBI), the central 
bank, and fuelled persistent inflation through the 1980s. 

The cornering of savings has also damaged the 20 nationalised 
banks, which together with other state-owned institutions such as 
insurance companies and mutual funds, control about 90% of 
financial sector assets. The banks' profitability are among the 
world's lowest and their balance sheets highly dubious. 

Banks have been required to lodge a growing proportion of 
deposits in comparatively low-earning government-mandated in- 
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struments and accounts 
through the ever higher 
cash reserve ratio (CRR) 
and statutory liquidity re- 
quirement (SLR), which 
now total 53.5% of depo- 
sits. Of the remaining de- 
posits, 40% are directed to 
“priority sector” loans at 
low interest rates, on 
which the rate of arrears is 
three times higher than 
commercial loans. This 
leaves only some 28% of 
deposits available for 
commercial lending. Of 
necessity, commercial loan 
interest rates have to be 
high enough to subsidise 
the rest of the portfolio. 
This has left banks strug- 
gling to compete with capital and money markets, for both funds 
and better quality borrowers. 

The influence of Indian politicians on cowed bank manage- 
ments has also been harmful, directing so-called “behest lending” 
to clients and patrons as well as shovelling good money after bad 
into ailing industrial units. Political leverage, a high level of job 
protection accorded by regulation and court judgments and 
lengthy judicial delays mean the banks have little hope of loan 
recovery or seizure of security from defaulters. 

Reform thus starts with the RBI's political masters rather than 
with the central bank itself. Prime Minister Narasimha Rao's ap- 
pointment of Cambridge-trained professional economist 
Manmohan Singh — who has served as both 
finance secretary and RBI governor — as fi- 
nance minister has put someone in charge 
with the understanding and integrity to carry 
out this reform. The possibility of default on 
foreign borrowings — and the years of eco- 
nomic depression that could follow — have 
concentrated minds wonderfully on what 
Singh has to say. 

Singh’s budget for 1991-92 (April-March) 
was passed in mid-September with only mi- 
nor adjustments forced by the opposition 
parties. This aims to drop the fiscal deficit to 
6.5% of GDP from the 8-9% prevailing for the 
previous six years. 

Much of the attention given to it has fo- 
cused on the linkage between the govern- 
ment's domestic deficit and the country's ex- 
ternal deficit, but Singh also has the massive 
imbalance in the banking system in mind. 
He is aiming at a massive restoration of 
profitable lending to the commercial banks. 
The World Bank is also urging a cutback in 
“priority sector" lending by shifting the 
stronger small-scale units to market lending. 

Not coincidentally, 1993 is given as the 
target year by current RBI governor S. 
Venkitaramanan for Indian banks to meet the 
Bank of International Settlements’ (BIS) 
standards of capital adequacy. Well-placed 
analysts think this is attainable, but will re- 
quire a concerted effort on two fronts. 

The first task will be to clean up bank 
balance sheets. "There is probably not one 
bank balance sheet that is believable," one 
analyst said. "The quality of assets in the loan 
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provisioning for bad debt" A foreign banker is just as blunt: 
* About 2596 of their [Indian banks] book is dead." 
Venkitaramanan told the REVIEW that non-performing assets 
differed from bank to bank, but were mostly in the range of 10% 
to 14% of loan portfolios. Such estimates are fuelled by the 1949- 
era banking regulations which forbid disclosure of provision for 
known bad debts, Even accepting balance sheets as they are now 
presented, capital asset ratios of the major Indian banks are 
around 2% as against the Bis standard of 4% of core capital. The 
RBI has begun applying measures that insist on banks showing 
uniform accounting practices, prudential norms, candid auditing 
and. transparency in their reports from 1991-92. The World Bank 
suggests as a first step the banks conform to 2% capital ratios, 
after realistic provision for bad and doubtful assets. 
. The second task is to recapitalise the government-owned banks 
the Bis level. Having put Rs 19 billion into the banks between 
; 90, the government has indicated it prefers other sources to 
be found. The World Bank suggested this capital infusion could 
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banking system would be wiped out if there was adequate 


x me from small investors through either a public offering or 


could create a force for ^more 
commercial management," in ddition to reducing pressure on 
the government budget. 

Given Indian sensitivities about such a pillar of Nehru-style 
socialism as nationalised banking, no government would want to 
be seen acting on foreign advice. In his budget speech, Singh 
announced the setting up of a committee under former RBI gov- 
ernor M. Narasimham to consider all aspects of structure, organi- 
sation, functions and procedures of the financial system. The 
Narasimham report is expected by 15 November, and may come 
up with conclusions not too different from those of the World 
Bank. At that point, New Delhi is likely to begin negotiating a 
structural adjustment loan for the banking sector. 

For his part, Venkitaramanan indicates а reluctance towards 
privatisation of the state-owned banks. He pointed to the exam- 
ple of Credit Lyonnais as one India could follow. The French bank 
gained additional capital by exchanging shareholdings with 
carmarker Renault and other public sector enterprises. 

This may be something of a bureaucratic blind, as it is hard to 
see how such a measure would aid the secondary aims of 
recapitalisation: the rejuvenation of the state banking sector. State 













Not too long ago bank- 
ing was easier. Corpo- 
rations enjoyed higher 
profits because their 
well-heeled manage- 
: ment could cope with 
апа control risks of business. Banks, providing a financial 
| bridge for these corporations, were satisfied depositors’ 
|. money would earn interest and principle be returned. 
The situation was profitable for both. 
The shifting sands of time have changed all of this. 
Upheavals in the financial community bring aboutinsecu- 
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TCs, The No. 1 Financial Tool 
Term-Cheques (derivatives) launched Sony, 
Toyota and one million other corporate suc- 
cesses over 4 decades in Japan. Incorporat- 
ing assets and credibility of proven firms, TCs 
аге the "Corporate Travellers Cheque,” re- 
- placing LCs, Promissory Notes, Post-Dated 
‘Cheques, Junk-Bonds and other debt instru- 
“ments requiring liquidity and securitization. 





1st Priority. 












f. TCs Demand No 2nd Questions of Banks, 
| Creditors 
| Term-Cheques are issued based upon strict 
| Asian traditions of Corporate Appraisal, ex- 
- acting standards approved by CPAs, legal 
f counsel and trained loan board staff. Un- 
f questionable credentials of TCs: offer less 
"T. burden to banks and creditors. Recorded as 
| "cash" transaction, FC's daily liquidity, refund 
| guaranty and. counterfeit-proof features 
| eliminate increased capital and loss reserve 








` MISSED THE BOAT 








requirements of banks. As an alternative 
currency TCs reduce need of regulatory 
agencies, allowing banks freedom to con- 
duct "business as usual." 


Depositors/Investors No 3rd Party, TC's 


TCs are a unique enhancement to all sav- 
ings and investment portfolios, private or 
institutional. Depending upon credit rating of 
the corporate issuer TCs offer “high-yield” 
interest, multi-currency, warrants and equity 
incentives at maturity. Like Travellers 
Cheques, TCs are held by purchaser or 
custody deposit. Unlike other financial in- 
struments, TCs embody corporate assets 
` andthe guaranty of the "lender of last resort," 

assuring “depositors/investors and banks are 

paid first" With maturity ranging from 30 

days to 24 months TCs offer liquidity unavail- 

able in most investment vehicles. TCs are - 









rity . . . for depositors, investors, and banks themselves! 

Insecurity breeds hostility on all sides of the market, and 
"unpredictable" middlemarket corporate finance is the first 
to dry up. 

This no longer need be! 

Because, "Term-Cheque" instill calm, stability to corpo- 
rate financing . . . the more turbulent the environment the 
better Term-Cheques shine, as they have in Japan for 41 
years. Once again, when it comes to Corporate Finance 
"the situation (orientation) can be profitable for banks, 
depositors/investors, and corporations alike . . . with Term- 
Cheques! 














purchased at accredited banks, or via mail- 
order banking (offshore TCs are virtually 
"Tax-free"). 


* Note: Strict "full disclosure" and consistent 
"monitoring" requirements of corporate TC 
issuers assure Term-Cheques security 
greater than some public issues of stock and 
bonds. 
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Columbia International Finance Ltd. 
901, 1 Glenealy, Central 
Fax: 852-810-5231 Hong Kong 


Good decisions. Globally. 


"21st Century Bank, Financing, 
Tod day 


banks, whose poor service is increasingly 
shown up by aggressive foreign bank 
branches, are also losing market share to the 
various financial institutions. 

Should partial privatisation be adopted, 
the first candidates would be the so-called 
development finance institutions — such as 
the Industrial Credit and Investment Corp. 
of India, which is already preparing to float 
20% of its equity — and the stronger com- 
mercial banks, notably the State Bank of 
India (SBI), the Canara Bank and the Punjab 
National Bank. The SBI would be the easiest, 
as it is already listed on the Bombay Stock 
Exchange and 356 of its capital is in private 
hands. Its legislative charter stipulates a 
minimum 55% government equity 

The banking sector reform is calling for 
new skills from the RBI. The central bank is 
widely seen as having had its wings clipped 
during the 1970s and 1980s by the finance 
ministry, which has a large banking depart- 
ment. Certainly, given the size of deficits, 
there has been an inherent conflict between 
the ministry — intent on covering the defi- 
cit as cheaply as possible — and a central 
bank charged with controlling inflation and 
keeping banks healthy. A recent survey of 
manager-level bankers by the magazine 
Business India found that 80% consider the 
RBI quite often gives in to government pres- 
sure. 

Venkitaramanan believes the RBI gover- 
nor should be free to offer advice “boldly 
and fearlessly," but policy decisions are ul- 
timately a political responsibility. "Being 
independent and autonomous does not 
mean that we can ignore the politicians," he 
said. "They have been elected by the people. 
We are always conscious that we are ap- 
pointees, not elected . . . The RBI governor is 
heard by the government and is allowed to 
give his advice freely, notwithstanding re- 
ports to the contrary. Of course, there have 
been occasions when his advice may not 
have been accepted." 

In March this year, Venkitaramanan and 
the RBI almost seemed to have taken over 
the economic reins. He says that once the 
then government accepted that the funda- 
mental goal had to be avoiding a default on 
foreign borrowing, the RBI was given a free 
hand to apply drastic import restraint. 
"Some were arguing that a default would 
have been better than [import] compres- 
sion," he said. "But our view was that a 
default would not have prevented com- 
pression, only delayed it. And when it... 
happened, it would have been disastrous." 

R. N. Malhotra, the previous RBI gover- 
nor, said government directives usually 
came in informal discussions. In protocol 
terms, the RBI governor ranked “a notch 
higher” than the finance secretary, who 
often moved up to the governorship — as 
was the case with both Malhotra and 
Venkitaramanan. 

The RBI is ranked among the better In- 
dian institutions. It has a staff of about 
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Success in business comes through 
having the right connections. Only then 
can you know your markets and understand 
local conditions 

The first step in building these vital 
links here in Thailand or overseas is the 
Bangkok Bank 

With almost 400 branches in the kingdom of 
Thailand, 15 overseas and correspondent 
relations with more than 1,500 banks 
throughout the world, we are perfectly 
placed to help you establish those right 
connections 

For those wishing to invest in the 
Thai market. we can assist by providing a 
full range of banking services 

Overseas, we offer a similar package 
of services, from supplying foreign exchange 
to giving useful information on local markets 

So when you want to expand your 
business in Thailand or overseas, remember 
the Bangkok Bank. It's your most valuable 
business connection 
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35,000 spread across 17 offices, though many are involved in rou- 
tine clerical tasks. Detailed foreign exchange and bank lending 
approvals occupy many thousands of employees, while currency 
is still counted manually. Over the past two years, the RBI has 
begun to retreat from “micro-management” of banks in favour of 
broader prudential supervision. The government intention to 
make the rupee convertible in trading business over five years 
will also free up RBI resources. 

The bank’s economics department is large and regarded as 
competent. Venkitaramanan accepts that some economic data — 
notably the external account — is rather dated by the time it is 


published, but said improved data collection systems and the 
ironing out of discrepancies between various agencies would im- 
prove timeliness within a few months. 

Only the governor and his deputies are appointed from out- 
side, and the top echelons are seen as rather more liberal and 
realistic than the Indian Government as a whole. 

“The RBI has pretensions to be on a par with other regulators 
around the world,” said one banker. “I think they are embar- 
rassed as hell by the state of the Indian banking system, which has 
become a talking point around the world. They are keen to de- 
velop a more stable system.” " 





Manning the 
pumps 


By Lincoln Kaye in Peking 


n the face of it, central bank chief Li Guixian, president of 
О the People’s Bank of China (РВОС), would seem to have а 

free regulatory hand. Three years ago, the PBOC was 
charged with cleaning up the mid-1980s credit binge. At its peak, 
“initiative” lending by regional banks and the country’s four big 
specialist banks resulted in a 30% expansion of money supply in 
1986 and a 40% inflation rate. 

Li is still talking tough, ordering specialist banks to stick to 
their specialties and prescribing lending ceilings for individual 
institutions — though he declines to publicly declare the amounts. 
Yet, after the initial 1988-89 round of austerity, the PBOC itself 
has had to bow to the will of conservative 
economic centralists and preside over the 
pumping of funds into China’s 40,000 “back- 
bone” state enterprises, two thirds of which 
are financially foundering. The result was a 
Rmb 275 billion (US$51 billion) expansion 
of bank credit last year, a 22% increase over 
1989. 

However, the inflationary bill has yet to be 
paid in full. The cost-of-living index for Chi- 
na's major cities rose by a “mere” 11.6% year- 
on-year as of July, against 3% last year. The 
increase looks especially modest in light of a 
30% currency depreciation since 1989, coupled 
with recent rises in the state-controlled price of 
cooking oil and food staples in a bid to reduce 
the state's subsidy burden. 

Paradoxically, one of the factors moderat- 
ing inflation remains a major headache for 
the PBOC president: the unrelenting build-u 
of deposits in the banking system. Vice-Pre- 
mier Zou Jiahua told the National People's 
Congress Standing Committee that savings deposits grew by 
Rmb 140 billion in the first seven months of this year, a 23% 
increase. 

While this high level of savings effectively takes money out of 
circulation and helps keeps prices stable, it also prevents the run- 
down of huge inventories of state-produced consumer goods pil- 
ing up in the factories. There is little hope of breaking the gridlock 
of debt that currently binds public-sector manufacturers, their 
suppliers, distributors and bankers until these stocks are moved. 

To forestall the day of reckoning and get deposits back into 
circulation, the PBOC shaved an average of about 1 percentage 
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Li: bailing out state industries. 


point off deposit rates in April. Three-year deposits, for example, 
were posted at 8.28%, well below urban inflation rates. However, 
the results of this strategy are still unclear. 

Alongside the deposit rate cuts, the central bank found itself 
pressured into providing an alternative avenue for excess liquid- 
ity. A consortium of 58 banks, headed by the PBOC, was formed to 
issue an initial Rmb 2.5 billion of three-year bonds at 10%. If the 
issue catches on, as expected, more could follow. 

The PBOC syndicate's competitively priced instruments repre- 
sent a major marketing advance over the much-resented earlier 
government debt issues, which were largely forced on the popu- 
lace through work units and local administrations. Some mecha- 
nism had to be found to take out old government debt: Rmb 25 
billion of it fell due last year, a similar amount this year and Rmb 
34 billion next year. 

Although it leads the issuing syndicate, bankers feel the 
PBOC is somewhat ill at ease midwifing a livelier bond 
market as the concept is a brain-child of the finance ministry — 
the long-time bureaucratic rival of the central bank. Eventually, 
observers suggest, both the bond market and the nascent Shang- 
hai and Shenzhen stockmarkets could be hived off under the 
aegis of a new-fledged oversight body along the lines of a secu- 
rities exchange commission. 

That would leave the PBOC free to 
concentrate on bank reform — a gargantuan 
and thankless task as long as the banking 
system is stuck footing the bill for the irre- 
deemable public-sector industries. In a some- 
what plaintive gesture, the central bank re- 
cently instituted a system of credit vetting. 

Any company now seeking a bank loan 
anywhere in China will have to apply for a 
certificate from the PBOC branch in the south- 
ern city of Shenzhen attesting it has a sound 
financial history and is able to repay its credit. 
Foreign bankers, however, remain sceptical 
over how such a scheme could work, as nei- 
ther China's accounting system nor the central 
bank staff are equal to such a grandiose project. 
These factors are aside from political pressures, 
both from top cadres at the centre and local 
party officials at the grassroots, to override 
bankerly probity. 

Currency management is one area in which 
the PBOC's signal seems relatively unmixed. 
Devaluations look likely to continue until the official rate, the 
swap rate and the blackmarket rate converge. At present, there is 
a gap of barely 15% between them. 

China is betting that the devaluations will provide a competi- 
tive edge for exports and provide an enhanced profit incentive for 
exporters, while relieving the government of export subsidy bur- 
dens. However, by discouraging imports, devaluation also risks 
alienating trade partners and depress needed investment. Further, 
such a policy could well fuel inflation, both through its direct 
effect on prices and its indirect impact of widening surpluses on 
the money supply. E] 
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The first steps you should 
take to start doing business in Australia. 


If you're thinking of doing business in Australia, 


the Commonwealth Bank will be able to give you 
a knowledgeable introduction to Australia’s complex 
marketplace. 

Our network of over 1800 branches covers the 


whole of Australia and key financial centres of the world. 


Sydney (Head Office), Tel 61(2)2 


Putting us in the best position to provide expert 
advice on investments, markets and opportunities. 

All of which suggests that before you step into the 
Australian market, step into the Commonwealth Bank. 


Conmonwealth Bank Australia Е; 


Australia's leading bank 


7111. Hong Kong, Tel 852844 7500. Singapore, Tel 65 224 3877. Tokyo, Tel 81(3)3213 7311. 









xchange of 
jews 


Michael Taylor in Hongkong 



























ongkong’s diffused system of banking regulation and 
‘central monetary control barely withstood a series of 
JM. avoidable crises during 1991. However, the year's bruis- 
ig events have raised questions over elements of the colony's 
gulatóry and monetary control systems, which in turn may 
sage the introduction of a deposit insurance scheme and 
greater independence for the Exchange Fund — Hongkong’s 
antral monetary authority. 
esponsibility for the orderly conduct of Hongkong’s banking 
em and central monetary control lie within unrelated areas of 
colony's civil service. In addition, monetary policy — which is 
orned to the maintenance of a fixed link between the 
longkong and US dollars — operates in a state of tension be- 
en the legal prerogatives of the Exchange Fund and the 
ongkong and Shanghai Bank Corp.'s powerful market and po- 
tical influence. 
„` Hongkong's banking system started the year in rude health, 
vith banks’ margins underpinned by an all-embracing interest- 
ite cartel that makes it virtually impossible for any bank trading 
ithin the rules to lose money. The cartel, which applies to all 
nks in Hongkong, mandates a whole range of retail deposit 





` rates and banking spreads. While movements in the direction of 


Close to you in Italy and throughout the world. | 
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If you get in touch with Banco di Napoli, you will find out that it is not only a great bank, but above all a large service network with 
more than 600 branches in Italy and in the world; also our extended terminals form a key part of the speed and efficiency in dealing with 
thousands of transactions, from wherever you are. In addition, Banco di Napoli has a sound structure with companies operating in every 
financial and service sector, a well-established institution granting medium and long-term loans in support of agriculture, industry, 
exports, building and public works. Since 1539 we have had a single aim: being always close to you, in Italy and throughout the world. 
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interest rates tend to follow movements in the interbank markets, 
deposit rates tend to be much lower than interbank rates — giv- 
ing banks with a retail presence access to a cheap source of funds. 

This subsidy to banks is not cheap — a US academic has used 
the difference between interbank rates and retail deposit rates to 
estimate that the effect of the cartel is to withhold some HK$5 
billion (US$640 million) in interest payments to the system's de- 
positors. But perhaps a more graphic example of how lucrative 
banking has become in Hongkong is that almost all listed banks 
offer deposit rates lower than their shares’ dividend yields, which 
are, after all, paid out of taxed profits. o 

This financial strength was put to the test in the immediate 
aftermath of the Bank of Credit and Commerce International 
(BCCI) affair. While the collapse of BCCI highlighted systemic 
weaknesses in global financial regulation, in Hongkong it raised 
special problems owing to the misfortune or incompetence of the 
colony's financial regulators in dealing with BCCI's locally incor- : 
porated wholly owned subsidiary, Bank of Credit and Commerce 
Hongkong (BCCHK). 

Two days after giving public assurances that BCCHK was sound — 
and viable — despite reporting a loss of HK$431 million in 
calender 1990 and a subsequent recapitalisation — newly arrived 
banking commissioner David Carse froze the 25-branch bank’s 
assets and the deposits of some 32,000 customers. When the 
Hongkong Government made it clear it had no intention of using 
the Exchange Fund to either bail out the bank or buy it outright, 
public reaction was sufficiently strong as to severely strain the. 
entire banking system. ; 

A series of four major runs on the colony's banks ensued, 
starting with small runs on Hongkong-incorporated banks with | 
foreign shareholdings. Since Hongkong’s banking system was and . 
remains fundamentally strong, both banks were able to see off the: 
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KOREA — Korea Development Leasing Corp. SINGAPORE  — ORIX Leasing Singapore Ltd. 


MALAYSIA — — United ORIX Leasing Bhd. 















PROVIDING AN 

EXPANDING RANGE OF . 
RESPONSIVE VALUE-ADDED © 
SERVICES 


The overriding objective of the ORIX GROUP is to stay ahead of — 
the times in the rapidly changing financial services industry. — 


The growing sophistication of world economies is generating — | 
a need for a wider range of financial services and to stay ahead. 


Our parent company, ORIX Corporation has grown to become 

the largest independent leasing and finance company in the world \ 
operations including real estate financing and development, _ 

venture capital and securities services. Ee 


ORIX Asia Limited, the largest wholly owned overseas sudsidiary in 
Asia Pacific, continues to provide clients throughout the region 
with innovative financing and investment arrangement for aircraft, 
vessels, real estate and other project finance. 
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ORIX 
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30th Floor, United Center, 95 Queensway, Hong Kong 
Tel: 862 9268 Fax: 527 9688 Telex: 75680 ORIX HX 


Major subsidiaries and affiliates of the ORIX Group in Asia-Pacific region 


CHINA — China Orient Leasing Co., Ltd. INDONESIA  — Р.Т. ORIX Bina Usaha Leasing 

PHILIPPINES — Consolidated ORIX Leasing and SRI LANKA  — Lanka ORIX Leasing Co., Ltd. 
Finance Corp: PAKISTAN — ORIX Leasing Pakistan Ltd. 

THAILAND  — Thai ORIX Leasing Co., Ltd. AUSTRALIA — ORIX Australia Corp. Ltd. 


TAIWAN = ORIX Taiwan Corp. 


FOCUS BANKING 


runs with relative ease. A second spate of bank runs on bigger 
targets followed, culminating in a serious run on the Standard 
Chartered Bank — Hongkong's second note-issuing bank. De- 
positors’ withdrawals from the Standard Chartered, largely made 
within a 24-hour period, are believed to have exceeded the HK$3 
billion publicly acknowledged by the bank. 

The ultimate result of the BCCHK debacle, however, may be the 
introduction of some form of deposit insurance scheme. Financial 
Secretary Hamish Macleod used his first major news conference 
to announce that a consultative document on whether, and how, 
to introduce a deposit insurance scheme would be published by 
the end of the year. The issue is likely to become political, since 
the colony’s dominant banking group, the Hongkong and 
Shanghai Bank, stands to end up footing the bill for protection its 
depositors are most unlikely to need. 
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Far less dramatic, but perhaps more important, are the chal- 
lenges to monetary policy that two years of double-digit inflation 
forced to a head early in the year. The local dollar's fixed link to 
the US unit at HK$7.8 to US$1 remains the point around which 
Hongkong’s financial life revolves. However, maintaining the link 
severely limits the scope of monetary policy, since Hongkong's 
interest rates must closely mirror those of the US. 

The Exchange Fund's statutory purpose is to protect the value 
of the Hongkong dollar and Joseph Yam, who heads the office, 
brings a degree of fervour to this task. In July 1988 the Exchange 
Fund won the statutory powers to intervene in the interbank mar- 
ket by directly raising or lowering the entire banking system's net 
liquidity, piggy-backing off the Hongkong Bank's de facto role as 
the central clearing bank. Since March 1990 it has also controlled 
an active and large market in short-term Exchange Fund bills, 
through which it can more subtlely inter- 
vene in the interbank market. 

However, the Exchange Fund's mon- 
etary levers and influences have always co- 
existed with the de facto powers of the re- 
tail interest monopoly of the Hong Kong 
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Association of Banks (HKAB). The cartel has 
a statutory obligation to consult with the 
Hongkong Government before moving in- 
terest rates and is, if anything, more sus- 
ceptible to direct political pressure on the 
course of monetary policy than the Ex- 
change Fund, which is part of the civil 
service. 

Matters came to a head in late May, 
when direct intervention by Hongkong's 
Governor Sir David Wilson prompted the 
HKAB to raise retail interest rates by 1 per- 
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centage point in response to an inflation 
rate that had reached 13% and was still 
climbing. The rise in interest rates contra- 
dicted every indicator in the interbank 
market and expectations of interest rate 
cuts in the US. 

Predictably, the link between local and 
US dollars was put under heavy pressure 
as the exchange rate rose to HK$7.72 to 
US$1, and the higher interest rates had to 
be abandoned within weeks of being intro- 
duced. The rise was widely condemned by 
Hongkong’s financial community, as an 
unwelcome intrusion of politics into finan- 
cial matters and added to calls for the inde- 
pendence of the Exchange Fund from 
government. 

Shortly before stepping down, former 
financial secretary Sir Piers Jacobs tacitly 
supported the idea of the Exchange Fund 
extricating itself from the Hongkong civil 
service. “A high degree of independence 
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PO in monetary management does much to 
оар дей аа Lenard нун рну зе лус ауе ръба пбн tl safeguard credibility and therefore the ef- 
` depend solely on the epe wen available. Se ure ри prospects can be divined by looking at the real level of fectiveness of the system. It would be cor- 
‚ешт on - d а bank are increasing faster than inflation, there is a real rect for Honkgong, in the further develop- 
(Rd oe cap be oi ti мй нев, Bot лин ытаа ne O ment of our monetary arrangements, o 
` Of the 30 banks licensed and domiciled in Hongkong, a dozen had increases in shareholders’ funds of less than ог follow this direction,” he said. 
pana uate iota as inflation in м 990. The on шн ало ит As head of the Exchange Fund, Yam is 
` but also тй. суканы ge in Hongkong, rn the Pras Bank of Credit pen aso hd лаи believed to be keen to establish his office as 
median return on shareholders’ fund was 15.7%. Significantly, all four of the Hongkong-incorporated sister banks of an independent entity. The aim would be 


_ he Bank of China not only beat the rate of nation, but atso outperformed he average. 


not merely to remove the fund from an 


«Валк о! China's sister banks Ел calendar year 1990 [| Return is less than inflation increasingly political environment, but also 
PONAM ON шуныкы HAM DAR VM MAE MY 1981 Р to allow а wage structure which would al- 
et Fang Ung Bank bae беу ed 10. ола TH Source: KPMG Peat Marwick low him to attract talented staff appropri- 

| ate for a central bank. " 
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In banking, 
as in art, a clear 


concept 
can make all the 
difference. 


The Dutch artist Mondriaan spent 
more than 20 years refininga style of 
painting he called neo-plasticism. 
Similarly, Rabobank — carefully 
defined and refined its own style of 
banking. As the Dutch economy 
and industry grew, so did Rabobank, 
becoming one of the largest 
domestic banks. Today, with total 
assets of more than US $ 115 billion, 
Rabobank is one of the top 50 banks 
in the world, with offices in major 
financial centres and ports around 
the globe, active in financing 
agribusiness, commodities and in 
every aspect of international 
banking. And we still have our own 
clear, long-term view of client 


relationship, based on commitment, 


dedication and trust. 
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TAIWAN 


High and 
mighty 


By Julian Baum in Taipei 


espite three modest cuts in the Central Bank of China’s 
D discount rate since July, the first such reductions in five 

years, Taiwan’s central bank governor Samuel Hsieh re- 
mains committed to high interest rates. 

Hsieh’s reasoning includes both domestic and international 
factors, though many bankers and businessmen in Taiwan con- 
tinue to criticise the central bank's policies as being unresponsive 
to the domestic economy and to the high interest-rate differentials 
between Taiwan and its main trading partners, the US and Japan. 

With the central bank's rediscount rate now set at 6.625%, 
prime rates at Taiwan’s financial institutions range between 8.875- 
9.575%, while the spread between interest rates and deposits re- 
mains at a lucrative 3-3.5%. 

The central bank’s cautious policies come at a time of transition 
for Taiwan's financial system. By early 1992, 
competition from 15 newly licensed private 
banks will squeeze the high spreads and profit 
margins of the big state-run commercial banks 
which now dominate the industry. Some 
bankers say that with this expansion of private 
banking, the central bank will need to place 
more faith in market forces and its monetary 
and exchange-rate policies will become in- 
creasingly constrained by Taiwan’s integration 
into the international financial system. 

Explaining his commitment to high interest 
rates, Hsieh told the REVIEW that capital-rich 
countries like Taiwan should be cautious about 
a potential drain on funds at a time when 
worldwide capital flows have shifted dra- 
matically. 

Taiwan also continues to experience a 
steady outflow of capital, though the flow has 
ebbed since last year. The chief reason for 
Hsieh's caution is Taipei's ambitious public- 
spending programme contained in the gov- 
ernment's national development plan, which proposes expendi- 
tures of US$300 billion over the next six years. In November, the 
central bank is scheduled to issue the first batch of government 
development bonds for the current fiscal year, expected to total 
more than NT$310 billion (US$11.7 billion). 

Analysts point out that Hsieh has engineered interest rates so 
that the sale will be attractive. Long-term rates are high compared 
to the stockmarket and other local investment yields, though some 
bankers expect rates to come down yet again in the near future. 
Meanwhile, short-term money-market rates have fallen well below 
6% — “ridiculously low" according to one analyst — heightening 
interest in bond yields which are expected to be at least 9%. 

While the timing of interest-rate cuts enhances the appeal of 
the government's bond issues, critics note that the original ra- 
tionale for a tight monetary policy and high interest rates was to 
reduce liquidity and discourage the speculative frenzy on Tai- 
wan's highflying stockmarket two years ago. 

Now the stockmarket is ailing and private investment has 
barely recovered from a disastrous decline of 8.8% in 1990, with 
businessmen pleading for cheaper credit, they say. In this view, 
the interest-rate cuts were too little, too late and their delay has 
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slowed Taiwan's economic growth. 

Furthermore, US and Japanese interest rates have been falling 
steadily and are now 3-4% below local rates. The NT dollar has 
also been under pressure from Taiwan's strong export perform- 
ance in 1991. Foreign-exchange reserves were US$73.9 billion at 
the end of July, vying with Japan for the distinction of holding the 
world's largest cash hoard. These trends have placed the central 
bank's monetary policy in potential conflict with its goals for the 
NT dollar exchange rate. 

Hsieh is satisfied, however, that his decision to cut the dis- 
count rate by a total of 1.125% in three steps in July and Septem- 
ber was well-timed. The interest-rate reductions also brought a 
shaving of Taiwan's unusually high reserve requirements by 
0.75% for each of five kinds of deposits which bankers say had a 
greater impact than the interest-rate cuts. Reserve requirements 
now range between 9.25% for time savings deposits to 27.75% for 
chequing deposits, to average around 19% for total bank deposits 
— still among the highest in the world. 

Upward pressure on the NT dollar and growth in the money 
supply have made it difficult to sustain a high interest-rate policy. 
By the end of September the NT dollar rate was slipping below 
NT$26.5 to US$1, down from a high of NT$27.5 in March this 
year. Hsieh argues that the appreciation of the NT dollar has not 
been a serious problem and that the local unit has been basically 
stable over the past two years. 

Growth in the money supply has been more troublesome. 
, Growth in M2 — which includes currency in 
^ circulation, deposits from individuals and in- 
3 stitutions, as well as “quasi-money” including 
foreign currency deposits, bank debentures 
and Treasury bills — has been well above the 
official target of 10-15% this year. M2 reached 
a two-year high in August with a growth rate 
of 17.7%. 

Despite these constraints, Hsieh said his 
aim is to keep Taiwan's interest rates well 
above those of Japan and the US because of 
balance-of-payments problems and the rapid 
outflow of private capital. He said that by 
July he was satisfied this year's capital out- 
flow was well below 1990's level of US$10.7 
billion, which left Taiwan with a meagre bal- 
ance-of-payments surplus of US$55 million. 
The central bank now forecasts no more than 
US$6 billion private capital outflow for 1991 
and a balance-of-payments surplus of US$4-5 
billion by year-end. 

Controversy over the central bank's mo- 
netary policies also spill over into its attempts to open up Taiwan's 
financial markets and promote Taipei as a regional financial cen- 
tre. Hsieh is the principal spokesman for these efforts, and his 
arguments include a list of measures taken in the past few years 
which have already attracted some international attention. 

They include the establishment of Taipei's interbank foreign- 
currency call market, which has recently been linked with broker- 
age houses in Singapore and Hongkong, giving clients on-line 
access to Singapore, Hongkong and Tokyo and expanding the 
daily trading volume. The central bank also added US$2 billion to 
the initial US$5 billion in seed money to the market. 

In a speech prepared for delegates attending the IMF/ World 
Bank meeting in Bangkok, Hsieh says Taiwan has already 
achieved a large measure of success in liberalising its financial 
markets and laying the foundation for Taipei as a regional finan- 
cial centre. He says additional steps will include a campaign to 
attract more international brokerage houses, train financial staff 
and improve telecommunications services. 

Foreign bankers and investment analysts, however, have heard 
about similar plans for several years and generally remain disap- 
pointed by their slow implementation. в 
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SOUTH 


On a short 
leash 


By Mark Clifford in Seoul 
S ince becoming governor of the Bank of Korea, South Korea's 


KOREA 


central bank, more than three-and-a-half years ago, Kim Kun 

has worked with four finance ministers, four trade ministers 
and four deputy prime ministers for economic affairs. However, 
despite being the longest-serving senior economic official in Presi- 
dent Roh Tae Woo's administration, Kim has little apparent in- 
fluence and the central bank remains the weak sister in a financial 
system dominated by the powerful Ministry of Finance (MOF). 

This impotence reflects less on Kim, who has spent almost all 
of his career at the bank, than on the traditional pecking order in 
South Korean economic policymaking. The Bank of Korea has 
been dominated by the MOF since shortly after Park Chung Hee 
seized power in a 1961 coup. Park, who had served as a Japanese 
cadet in Manchukuo (Manchuria) and 
studied in Tokyo, copied the Japanese 
system of a strong finance ministry 
and a weak central bank. 

It was not until after the political 
liberalisation which Roh set in motion 
in 1987 as the ruling party's presi- 
dential candidate that the central bank 
openly challenged the finance minis- 


The Mor and the Bank of Korea 
were at loggerheads during much of 
the 1987-90 period and tensions re- 
main today. As the country moved 
toward democratisation, central bank 
employees — led by younger, more 
militant staff — tried to seize control 
of monetary policy from the MOF. 
They claimed, with justification, that 
monetary policy had long been used 
as a crude political instrument by fi- 
nance ministers acting on orders from 
the country's authoritarian presidents. 

The MOF successfully beat back 
these attempts, which centered on 
making the Bank of Korea governor — rather than the finance 
minister — head of the monetary policy board as a way of giving 
the central bank more autonomy. The MOF defused calls for change 
by sending a study team, which included Bank of Korea staff, to 
central banks in the US, Britain and Germany. “We told them that 
if they could find any instance of exactly what they were propos- 
ing we would accept it," a finance ministry official says, adding 
"they couldn't and finally they gave up." 

But not without a further struggle. The two sides met for three 
days and nights of round-the-clock discussions to settle the con- 
troversy. Even though the finance ministry retained the upper 
hand, there is still a strong undercurrent of resentment at the 
Bank of Korea, especially among the clerical staff — most of whom 
are high school rather than university graduates — who make up 
the backbone of the bank's union. “The issue of independence for 
the Bank of Korea is not going to go away," says a South Korean 
banker. “Maybe when a new [South Korean] president is elected, 
the bank will try again." 

South Korea's finance ministry-guided monetary policy re- 


th 
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mains blunt and based almost exclusively on targeting M2 growth. 
However, the government is now considering looking at broader 
monetary aggregates because keeping M2 growth within a range 
of 18-21%, as it has been for the past few years, has done nothing 
to stem inflation. Consumer price inflation was just under 10% 
last year and will be about the same level this year. 

Despite the recognition that remedial action is necessary, the 
monetary authorities are hampered in their efforts because they 
attempt to simultaneously fix interest rates on most loans and 
deposits while channelling this relatively low-cost money towards 
favoured industries — usually in the manufacturing sector. Such 
fixed interest rates offset much of the effect of tighter money. 

In August, the finance ministry released blueprints designed to 
liberalise interest rates and foreign-exchange markets in a gradual 
process spanning the most of the 1990s. The plans are seen by 
foreign bankers and diplomats as grudging, half-hearted attempts 
designed to preserve the MOF's extraordinary control over the fi- 
nancial system. “It is a liberalisation plan that seems to span 
everyone's lifetime, with all the bits that matter coming at the very 
end,” says one British banker. 

The pace of change in the foreign-exchange market is slightly 
faster. On 2 September, the Bank of Korea allowed foreign-ex- 
change rates to fluctuate within a daily range of 0.6%, up from the 
0.4% limit which had been in effect since the foreign-exchange 
market was liberalised in March 1990. The central bank had pre- 
viously determined the rate arbitrar- 
ily. At the same time, the government 
unveiled a plan to liberalise foreign- 
exchange transactions and bring them 
within OECD guidelines by 1996. 

Of the seven major South Korean 
banks — the five leading city banks 
plus the Korea Exchange Bank (KEB) 
and the Korea Export-Import Bank — 
all except the KEB are at or near the 
Bank of International Settlement (BIS) 
capital adequacy ratio, according to a 
MOF official. The Korea Development 
Bank is probably, like the KEB, also 
well below this level because of large 
non-performing assets. 

While South Korea is not à 
signatory to the Basle Convention, 
and its banks therefore under no 
obligation to meet the BIS capital 
adequacy ratio, the MOF would like 
to nudge the country's banks to- 
wards meeting international stand- 
ards in preparation for joining the 
OECD and signing the Basle accord 
some time in the mid-1990s. 

Finance Minister Rhee Yong Man is also pushing South 
Korean banks to improve their productivity, though they still 
have a long road to travel. A study by Hanil Bank, one of 
the five largest commercial banks, found that the per capita pro- 
ductivity of the leading South Korean banks is less than 10% of 
their Japanese peers. Profits are extremely low, despite a generous 
gross interest margin of more than 4% between lending and de- 
posits. 

"Taken together, concern is mounting that some Korean banks 
may be driven out of business, since the impending opening of 
the domestic financial market will press the Korean banks to lower 
the margin of the interest rate to the level of their competitors 
from the advanced nations," the Hanil study notes. 

"The Korean banks are merely the implementers of 
someone else's credit decisions," says a European banker with 
long experience in Seoul. “They don't have a staff that is market- 
ing loans and making credit decisions, and profit is not their pri- 
mary motive." m- 
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nations relying on SSANGYONG reliabil- 
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With 22 domestic and 23 overseas 
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major distribution centers in Japan and 
a joint-venture in the U.S. In trade, we 
have joint-ventures in container manu- 
facturing in Thailand and in computers 
in England. In finance, we're Korea's 
leading handler of M&A transactions. 
And we continue to make impressive 
international advances in oil refining, 
machinery, insurance, computers, elec- 
tronics, paper and shipping as well. 
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INDONESIA 


Pulling on 


the reins 


By Adam Schwarz in Jakarta 


ndonesia’s rapidly expanding banking sector has been one of 

the most noticeable products of the country’s five years of 

economic reform. A flurry of new banks and a massive rise in 
funds mobilised from the public provided the financial under- 
pinning for the country’s 1988-90 investment boom. 

In the two years following landmark financial sector deregu- 
lation in late 1988, the number of banks in Indonesia jumped from 
111 to 171 and the number of bank branches more than doubled 
to around 3,600. Bank credit expanded by 54% in 1990 alone, 
before slowing to 5% growth over the first five months of 1991. 
M2, a broad measure of the money in circulation, rose 44% in 
1990 but increased by less than 4% in the first half of 1991. 

For some, however, the magnitude of growth in 1989-90 is a 
recipe for disaster. “There are two potential danger spots in In- 
donesia’s economy in the 1990s. These are the inflexibility of 
monetary policy and the fragility of the banking system,” said 
economist Anwar Nasution in a paper published in August. 

Others give high marks to the nation’s monetary authorities 
and say the government is taking the right steps to rein in the 
excessive growth of 1989-90. Bank Indonesia (BI), the central bank, 
demonstrated official concern when it instituted a tight money 
policy in mid-1990 to curtail credit growth and cap inflation. 

The IMF, World Bank and foreign commercial bankers are 
nearly unanimous in praising BI’s prudent approach to monetary 
policy. Over the past three years Bi, led by Adrianus Mooy, has 
inspired confidence in official exchange-rate policy and been re- 
sponsive to industry concerns. Still, Bi is limited in what it can do. 

BI, like the rest of the government, was surprised by the pace at 
which the banking sector grew in recent years. In the eyes of many 
bankers, Bi is unclear about what it wants monetary policies to 
accomplish. "When your target is moving, it's very difficult to 
judge where you are," Mooy explained to the REVIEW. "[The busi- 
ness] is changing all the time and we're trying to learn as we go." 

In what bankers say is a welcome break from the past, Bi's 
current leaders are more willing to let market forces determine 
which banks survive. This, bankers say, imposes a necessary 
measure of discipline on banking practices. Rather than interven- 
ing directly in troubled banks, BI acts as a matchmaker, encour- 
aging weaker banks to merge 
with stronger institutions. This 
role will assume greater impor- 
tance in the coming years as 
most bankers expect a signifi- 
cant consolidation within the 
industry. 

Bankers give credit to BI for 
its efforts to incorporate indus- 
try views into the policymaking 
process. One formal channel of 
communication with BI is 
through the Association of Pri- 
vate Banks. More informally, Bi 
meets regularly with a group of 
senior bankers. Formed in early 
1990, the group now numbers 
more than 20, as representa- 
tives of non-bank financial in- 


Mooy: let the market prevail. 
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stitutions and joint-venture banks have joined. 

BI gets mixed reviews on its crisis handling skills, however. For 
example, ВІ regulators had failed to notice any discrepancy in the 
accounts of privately owned Bank Duta before the bank an- 
nounced in September 1990 it had accumulated US$419 million in 
foreign-exchange losses over the previous 18 months. In March 
1991, Bl annnounced new rules strengthening the capital position 
of banks and ordered tighter controls on foreign-exchange deal- 
ing. Foreign-exchange dealers say ВІ officials are now concerned 
that excessive overseas borrowing could damage Indonesia's 
credit rating in the international capital markets. 

One problem still to be addressed by Bi is the unhealthy con- 
dition of most state banks. Although their market share is de- 
clining, the seven state banks still dominate Indonesia's banking 
sector. As of May, they controlled 44% of the country's bank de- 
posits and accounted for 55% of outstanding domestic credits. 

The state banks, which are frequently described as overstaffed 
and inefficient, are also blamed for preventing interest rates from 
adjusting smoothly to supply and demand shifts. However, action 
now seems under way to streamline them. In late September, 
banking sources said two of the three biggest state banks would 
begin cutting staff before the end of the year. As many as 6-7,000 
personnel may eventually be laid off, the sources said. 

BI’s success in safeguarding the banking sector and managing 
monetary policy over the long term will require greater coordi- 
nation between monetary and fiscal policies. In particular, some 
economists say the government is relying too heavily on BI to 
fulfil wealth distribution targets that might be better handled 
through fiscal policies. " 





PHILIPPINES 


Haunted by 
the past 


By Rigoberto Tiglao in Manila 

o other national institution appears to have been so debili- 
N tated by the Marcos era as the Philippine Central Bank. 
Even after seven years of rule by President Corazon 
Aquino's administration, the bank is still struggling with complex 
bureaucratic regulations, legal constraints and Congressional in- 
action to regain its pre-martial law prestige. None of this should 
be surprising, observers note, as the country's monetary authority 
only reflects the problems of the Philippine economy. 

In addition, and even after eight years, few in Manila or in the 
international banking community have forgotten the fiasco when 
the Central Bank was found crudely tampering — in one case by 
using typewriter correction liquid — with its international reserve 
data. Further, owners of banks closed during the 1984-85 crisis 
continue to wage a media campaign against the Central Bank as a 
means of bolstering their court cases to reopen their banks. 

The Central Bank also has to struggle with the legacy of previ- 
ous poor judgment. The bank's indiscretions during the Marcos 
era resulted in a P26 billion (US$945 million) loss in 1990. These 
losses are still carried on the books and have forced the bank to 
virtually function as a profit-generating institution in order to keep 
the deficits from increasing. By contrast, the billions of pesos in 
loans — a major portion extended to Marcos' cronies — extended 
by the Philippine National Bank and the Development Bank of 
the Philippines had been taken off their books as early as 1987. 

It is an ironic situation. The institution charged with the task of 
containing inflation has, because the losses translate into new 
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money continually being fed into the fi- | 
nancial system, in the words of Finance | 


Secretary Jesus Estanislao "an inflationary , 
fire in its belly." 

Central Bank governor Jose Cuisia has 
said the failure to clean up the bank's 


books was a grave omission during the 
period when Aquino had nearly total au- 


thority under so-called emergency powers 
before the 1987 ratification of the new con- 
stitution. It is now up to Congress either to 


infuse new capitalisation into the bank to 
wipe out its deficits or to clean its books. 
However, there are yet no signs that a bill 
introduced to do this will be enacted into 
law under the present administration. 

Compounding these problems, a law 
passed in 1988 designed to upgrade gov- 
ernment employees’ salaries badly dented 
the morale and motivation of Central Bank 
staff. Once the most sought-after govern- 
ment employer because its high salaries 
were determined solely by the bank’s 
board, the law pushed down the institu- 
tion’s pay scales into line with those of 
other government agencies. This obviously 
demoralised staff and prevented the bank 
from recruiting more competent personnel. 

Worse, the Philippines’ contentious le- 
gal system has allowed owners of the 
closed banks to hurl a barrage of legal suits 
against Central Bank officials, and the in- 
stitution is awaiting the final resolution of 
cases in the Supreme Court involving the 
closed Banco Filipino Savings and Mort- 
gage Bank. “If we lose that precedent-set- 
ting case, we'll lose all our powers as a 
regulatory body,” a Central Bank deputy 
governor claimed. 

The bank’s present parlous state can be T 
dated to October 1983 when the interna- nder the Ministry of Commerce, the Royal Government 
tional banking community imposed a loan ; of Thoilond, the Department of Export Promotion (DEP) 


embargo on the Philippines after Manila ; } | с 
announced it had suspended payments on wos established with the aim of promoting Thoi products in 


its foreign debts. Jose B. Fernandez, Cen- — 7- overseas markets and of assisting foreign buyers in every possible 

tral Bank governor from 1984 to February / / е5 , 3 

1989, led the campaign to convince foreign way to conduct their business swiftly ond efficiently. DEP'S 

banks to lift their embargo. In an effort to professionalytroined staff work closely with both Thoi monu- 

restore confidence in the teetering financial 

system, he also broke the unwritten rule — focturers, exporters ond foreign buyers to achieve these goals. In 

established when the Central Bank was - * à р 

founded іп 1946 — that it was the private oddiion, DEPisthe focal point forall mater eated improvement 

banks’ protector. In one year, Fernandez of the country’s exports. Wherever you ore located, whether you 

closed five major banks. dac. ex я : 
In addition to these factors, the crum- ore on individual buyer or part of a loger buying mission, DEP is 

bling Philippine economy also served to always at your service. 

erode the Central Bank's monetary func- 

tions. The government's overall budget 

deficits — which included losses from PLEASE CONTACT 





Marcos-era bad loans extended by state 
г ё 9-90 subsidies f - 

fo patos не f Bde лез Department of Export Promotion 

fine-tuning monetary policy. Ministry yo Commerce, , Коу Thai Government. 22/77 Rachadapisek Road, Bangkok 10900, Thoilond. 
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of its prestige. Cuisia — thought by the — TER = 
financial community in 1990 to be a rela- 
tively inexperienced banker — broke new 
ground early this year when he issued a 
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regulation limiting individual banks’ holdings of foreign exchange. 
While technically still a market-oriented regulation — as banks 
are free to sell their dollar holdings — it effectively doused 
speculation and brought down the exchange rate from its October 
1990 level of P28 to US$1 to the present P27 to US$1. Cuisia has 
also managed to convert about 25% of the P200 billion of short- 
term Treasury bills into three-year notes — deftly exploiting his 
influence with the Social Security System, which held about P40 
billion of the bills. 

A new debt-relief package has also been agreed upon in prin- 
ciple with representatives of the country’s creditor banks, which 
would effectively settle — or convert into 25-year loans — the 
Philippines’ US$5.3 billion stock of government debts to banks. ш 





THAILAND 


Declarations of 
independence 


By Paul Handley in Bangkok 


laying host to the annual World Bank/IMF conference is a 
pss reward at a fitting time for the Bank of Thailand 
(вот). After four years of wrestling with an overheated 
economy and inflation, the central bank has finally been able to 
bring the country in for a soft landing. The past few months have 
been particularly difficult, and only since July has the bank been 
able to claim that it has regained control of Thailand's fiscal reins. 
BOT is the country's most respected institution, a reputation 
earned through its ability to be independent, self-funded and 
scandal-free. Structurally, the bank is a combination of the US 
Federal Reserve and the Bank of England. It 
controls monetary affairs, issues currency and 
tes the financial system independently of 
political interference. When political pressures 
do loom — over the past few years, for example, 
businessmen-politicians have tried to keep the 
BOT from slowing down the economy — central 
bankers respond with an impressive and usually 
overwhelming display of data. 

This tenacity has been evident since the bank 
was established in 1942 to fend off intervention 
by the Japanese military into monetary affairs. 
The current mold was cast by Puey Ungpakorn, 
governor during the politically difficult days at 
the beginning of the 1960s. 

Since then, bank culture has favoured those 
. who have aggressively defended the bank's in- 
dependence, which the BOT's incumbent gover- 
nor Vijit Supinit points out is not the product of 
legislation. By law, the central bank has little 
more power than to adjust interest rates, and even here it has to 
consult the finance ministry over such issues as the removal of 
interest-rate ceilings — something the BOT has been trying to do 
for three years. 

In addition, the BOT's governor can be hired and fired by the 
finance minister, as indeed happened twice in the past eight years. 
In 1984, a combination of politics and economic policy brought 
down governor Nukul Prachuabmoh, while last year's ejection of 
governor Kamchorn Sathirakul was particularly messy. Kam- 
chorn, who replaced Nukul in the finance ministry's customs de- 
partment, did not fit well into the BOT's elite culture while central 
bank staff were critical of his grasp of macroeconomics and 
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monetary policy. Further, as relations between Kamchorn and 
then finance minister Pramual Sabhavasu soured to the point 
where bank-ministry relations became effectively paralysed, the 
BOT's senior staff pressured the governor to resign. 

Vijit has succeeded in maintaining good relations with politi- 
cians, while also establishing a rapport with Gen. Suchinda 
Kraprayoon, the main power in the ruling junta. 

An initiative launched by Puey has had a major impact on 
how the bank has developed. In 1961, the former governor set up 
the BOT scholarship fund which takes some of the country's best 
students and puts them through leading foreign universities for 
undergraduate and advanced degrees. The bank selects about 10 
of these students a year, and on completion of their studies they 
undertake to work at the bank for a predetermined period. Once 
at the central bank, most stay — partly because the BOT pays its 
staff better than any other government department. 

Paradoxically, this meritocratic approach may have contribu- 
ted to a number of the BOT's recent mistakes. Commercial bankers 
say the errors — misjudging the direction of credit growth and 
overly rapid liberal reforms — reflect the BOT elite's overconfi- 
dence. Earlier this year, for example, commercial banks objected 
to the BOT tightening monetary control at a time when the 
economy was sharply slowing, which also led to fears that a de- 
valuation was imminent. Ultimately, the BOT did listen to the 
commercial banks — in part because a respected ex-BOT scholar- 
ship student and now senior banker led the criticism. However, as 
one commercial banker said, mistakes are unavoidable and the 
BOT could not perform much better. “Their image is very close to 
reality. And when you look around, the alternatives to the bank 
are dreadful." 

Stability is the watchword in the bank's current job of building 
up local capital markets. The BOT has rapidly accumulated re- 
serves as a safety net against turbulence brought about by fast 
growth, liberalisation and the numerous external shocks of the 
past two years. The reserves are nearly US$18 billion, a comfort- 
able buffer equivalent to five-and-a-half months of imports. 

The BOT has also been at the centre of efforts to formulate a 
new securities industry regulatory code and su- 
pervisory body, while simultaneously trying to 
help the banking industry mature and break 
down the barriers between banks and non-bank 
financial institutions. A reassessment of the BOT's 
role is also under way, assistant governor 
Chaiyawat Vibulsawat says. Reform is needed 
not just to keep pace with Thailand's increasingly 
complex economy, but also to distance the bank 
from tasks that expose it to political pressure that 
have sometimes forced it into contradictory poli- 
cies. 
One important area of reform is in policing 
commercial banks. As the BOT frees restraints on 
pricing — specifically lifting interest-rate controls 
— it is also turning from audits to a more guid- 
ance-based supervisory role, Chaiyawat says. 
This includes greater stress on capital adequacy 
and asset quality. 

The BOT is also trimming some of its other 
operations. For example, by creating an export-import bank, it has 
got rid of its trade finance function. During the 1980s, the BOT 
provided discount financing for up to 53% of all exports — a task 
that took half the time of its banking department. Now the figure 
is down to about one third, and the BOT wants to cut it to zero. 

The supervision of capital markets, a job that has drawn the 
central bank into the political arena, is also to be jettisoned soon. 
By taking the lead in formulating a new securities code that will 
separate capital market supervision into a distinct and powerful 
body, the BOT wrote itself out. This trimming will leave the BOT 
more time for its principle functions, implementing monetary 
policy and policing the banking industry. a 
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MALAYSIA 


‘Testing 
times 


alaysia’s banking sector continues to rumble ahead in 
the wake of the nation’s most sustained recovery since 


the 1970s. Demand for corporate and personal banking 
remains high, precipitating a revolution in the use of credit cards 
and new financing instruments. 

The thirst for new business is also prompting further innova- 
tions in the banking system. Bank Negara (BN), the central bank, 
permitted local institutions to fix their own base lending rates 
from 1 February, in what may be a lucrative first step in the 
deregulation of the country’s financial markets. 

But all rich diets can cause indigestion. Malaysia’s passion for 
leveraged spending could push inflation — as measured by the 
consumer price index — above 4% this year, after hovering at a 
low of slightly more than 3% last year. Fierce competition for 
experienced staff is also exacerbating a 
shortage of clerks, accountants and ad- 
ministrators in the banking industry. 

Such challenges are looming as an 
unprecedented test of BN’s management 
expertise. The maverick, yet conservative 
institution — well known for its active 
participation in the international gold 
and currency markets — has long been 
an anomaly in the often sedate world of 
central banking. But the regulatory 
strains spurred by four years of growth 
are both strengthening and weakening its 
role as an “independent” overseer of the 
financial system. 

On the one hand, a growing need for 
prudent management of the economy is 
giving the bank greater leeway in setting 
an independent course, especially on 
matters of monetary policy. On the other 
hand, it is more susceptible to pressure 
as a maturing economy intensifies the 
debate on how to manage the country’s 
resources. This is making the bank vul- 
nerable to critics within the government who oppose an overly 
restrictive monetary policy because of the adverse effects it would 
have on the country’s bumiputra, or Malay, business community. 
At the same time, BN is under fire from consumer groups angered 
by higher bank service charges. 

This confusion stems from an inherent contradiction in BN's 
relationship with the federal government. Although the bank is 
nominally independent of outside agencies, in practice, it executes 
key decisions only after consultation with the Ministry of Finance 
and such powerful oversight panels as the Capital Issues Com- 
mittee and Foreign Investment Committee. 

BN's close relationship with other government bodies also 
leaves it vulnerable to charges — albeit denied by bank officials — 
that it is subject to interference from pressure groups in the Malay- 
dominated government headed by Prime Minister Datuk Seri 
Mahathir Mohamad. The criticism often centres on the preferential 
treatment allegedly given to certain institutions or individuals in 
lending and on other policies tied to the regulation of the coun- 
try's financial sector. 
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Various institutional lobbies are also known to have the central 
bank's ear. Among the most powerful are the country's two big- 
gest commercial banks: Bank Bumiputra and Malayan Banking 
Corp. These state-controlled banks serve as critical levers in carry- 
ing out BN's monetary policies by setting the standard for 
interbank rates and other market mechanisms. Also high on the 
list are the state investment corporations Permodalan Nasional 
Bhd. and the state oil company Petronas. Others include the Asso- 
ciation of Banks in Malaysia and sub-divisions of Mahathir's rul- 
ing United Malays National Organisation, which are sometimes 
critical of government economic policies. 

But while BN is not completely free of interference, even its 
critics concede that it jealously guards its authority — and has 
shown it can act in its own and the country's best interest. A 
recent example is the disclosure that BN thwarted an attempt by 
the now-defunct Bank of Credit and Commerce International to 
open a Malaysian unit. 

Most of the credit for steering the central bank through these 
difficult waters goes to its governor Tan Sri Jaffar bin Hussein, an 
aloof ex-chief executive of Malayan Banking who has headed BN 
for the past eight years. But the economy's complexity has also 
seen the growing influence of a generation of technocrats in their 
forties who are assuming key roles in policy formation. This group 
includes Zainal Aznam bin Mohd. Yusof, an adviser and manager 
of the bank's economics department and Nor Mohamed bin 
Yakcop, a monetary specialist. Jaffar also relies heavily on deputy 
governor Lin See Yan, a gifted adminis- 
trator who has served with the central 
2 bank for the past 30 years. 

BN is also upgrading its enforcement 
mechanisms in the face of new chal- 
lenges confronting the domestic and in- 
ternational banking systems. With effect 
from 1 September 1989, BN implemented 
a uniform capital framework along the 
lines set by the Bank of International Set- 
tlements. Under it, domestic banks and 
other financial institutions are required 
to comply with a capital adequacy ratio 
of 8% and foreign banks of 10% by the 
end of 1992. As of June 1991, commercial 
banks had an average risk-weighted 
capital ratio of 11.26% and foreign banks 
12.4% — both well within their respec- 
tive minimum requirements. In addition, 
it is taking a higher profile in banking 
and securities regulation. Although ma- 
jor moves must still be reviewed by the 
finance ministry, the central bank's tech- 
nical expertise frequently allows it to 
play an activist role in policy formation. This was evident when it 
intervened on 14 August to curb inflation by tightening reserve 
requirements by a full percentage point to 7.5%. The move, which 
caught the financial markets by surprise, had been painstakingly 
prepared by the central bank for nearly a year. 

Some of BN's past actions, however, have been less astute. 
While it could not have predicted a recession six years ago pre- 
cipitated by the global plunge in commodity prices, it shares part 
of the blame for the string of near bank failures that followed. 
Critics note that earlier enforcement of loan-loss provisions could 
have reduced the number of institutions that saw their loan 
portfolios wrecked by the crisis. 

Such failings have raised questions about BN's ability to deal 
with future crises. In particular, some analysts fear the issue of 

bad loans has merely been swept under the carpet and could re- 
emerge if there is a serious economic slowdown. The number of 
non-performing loans in commercial banking rose by M$800 mil- 
lion (US$287 million) in the first half of 1991, or double the amount 
from the same period a year earlier. " 
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SINGAPORE 


A power 
unto itself 


By N. Balakrishnan 


he Monetary Authority of Singapore (MAs), despite coming 

under the technical control of the country’s Finance Minis- 

try, is a strong contender as the most powerful, politically 
independent central bank in Asean. 
.. The Mas owes its position to the influence of one man, Goh 
Keng Swee. Goh founded the Mas, served for many years as 
minister of finance and remained a deputy prime minister until 
1984. He is now the deputy chairman of the MAs, though contin- 
ues to wield at least as much influence on how it functions than 
the chairman and present Finance Minister Richard Hu. 

Except for issuing of currency, the MAS is responsible for over- 
seeing virtually all other financial matters in Singapore, including 
monitoring commercial and investment banks, the stock and fu- 
tures exchanges and the insurance industry. This means the MAS 
effectively manages the most dynamic sector of Singapore's econ- 
omy. In 1990, the financial-services sector grew by 22%, or more 
than twice as fast as the rest of the economy. 

Singapore is also one of the most open 
economies in the world, with few controls on 
how much money can be taken in or out of the 
country for offshore transactions. At the same 
time, however, the MAS fiercely resists any at- 
tempts to internationalise the Singapore dollar, 
and does not allow the local currency to be 
borrowed for projects or acquisitions else- 
where. This makes Singapore the only financial 
centre of any stature whose currency cannot 
be freely traded. 

This also means that the MAS has a slightly 
contradictory mandate, namely to encourage 
financial institutions to set up shop to deal in 
Singapore's loosely regulated offshore finan- 
cial sector in virtually any currency other than 
the local dollar. 

Further, while foreign banks are not barred 
from the domestic sector — indeed banks 
whose roots stretch back to the colonial era, 
such as the Hongkong and Shanghai and the 
Standard Chartered banks, have a comprehensive network of 
branches in Singapore — their expansion is limited. 

The result of these policies is that most large foreign banks 
concentrate their efforts in the offshore Asian Currency Unit 
market, where deposits and loans are made in all the major cur- 
rencies. Foreign-exchange trading in Singapore averages some 
US$80 billion а day, and the country is now considered the fourth 
most important foreign-exchange centre in the world, ahead of 
Hongkong and behind only New York, Tokyo and London. 

The MAS controls the movement of the Singapore dollar, which 
is generally thought to be managed against a basket of the coun- 
try's main trading partners' currencies. And since the US is Sin- 
gapore's main trading partner, the US dollar is likely to be the 
largest component of the basket. 

At the end of March this year, 137 commercial banks and 71 
investment banks operated in Singapore, with almost all the 
world's leading financial institutions represented. However, one 
name that never appeared on this roster was the Bank of Credit 
and Commerce International (BCCI), which failed to get an operat- 
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ing licence in Singapore despite having applied three times. The 
MAS, justifiably pleased with itself in the wake of the BCCI collapse, 
was quick to point out that it was almost the only central bank in 
the world to have acted on its misgivings over the BCCI's opera- 
tions and refused it entry. Indeed, there has not been a single bank 
failure in Singapore since it gained independence in 1965, which 
is seen by analysts as another mark of the MAS' effectiveness. 

Local banks had 239 branches in Singapore as of the first quar- 
ter of this year and since they also own securities houses, finance, 
insurance and even property companies, they are generally 
thought to have saturated the small domestic market and have to 
look elsewhere for growth. 

It seems to be the unstated policy of the MAS not to grant any 
new banking licences, while encouraging local banks to consoli- 
date into fewer and bigger units. This is intended to strengthen 
them further, as well as to prepare them for expansion overseas. 

While the most logical place for Singapore's banks to expand 
into is Malaysia, this is not really an option since that country's 
banking industry is protected. In addition, the government in 
Kuala Lumpur has told Singaporean banks with branches still in 
the country — a legacy from the time the two countries were 
united — that they must localise them. 

Much enthusiasm was generated in Singapore when its other 
large neighbour, Indonesia, opened up its banking sector two 
years ago. But recent loan problems among some of even Indone- 
sia's largest corporate banking customers has introduced a note of 
caution. Nevertheless, Singapore's banks are still expected to 
proceed with their next phase of expansion when Indonesia is due 
to further relax its regulations on foreign banks 
in 1992, Singapore's banks are also looking at 
Hongkong with some interest, though the 
colony is even more overbanked than Singa- 


re. 

The Mas officially took over the regulation 
of the stock exchange, which had been previ- 
ously self-regulating, in 1986 after the crash of 
1985 following improper dealings in the Pan- 
Electric share counter. The MAs acted quickly 
to salvage the situation, and opened up the 
exchange to foreign stockbroking firms and 
large local banks. Stocks recovered to historic 
highs in 1987 before plunging again in the 
worldwide slump in October that year. 

Since then the MAS has kept a close watch 
on all stockmarket dealings, with the result 
that no major crashes due to non-market fac- 
tors or insider-trading scandals have occurred 
in the past few years. If anything, the MAS 
might have been too diligent in policing the 
exchange, and its decision earlier this year to 
turn down the rights issues of a number of companies with barely 
any public explanation upset many investors. 

The MAS must also now find a successor to Goh, who is al- 
ready 74 and will have to retire quite soon. It seemed likely about 
three years ago that J. Y. Pillay, a senior civil servant and chair- 
man of Singapore Airlines, might take over as the new dominant 
influence. However, Pillay stepped down as the managing direc- 
tor of the MAS two years ago leaving no obvious successor. 

Some observers are tipping Koh Beng Seng, the MAS’ present 
deputy managing director in charge of banking and financial in- 
stitutions — the authority’s most important department — as a 
possible successor to Goh. However Koh, at 40, may still be con- 
sidered too young for such a powerful and influential post. 

Whoever inherits the mantle of the MAS will be taking over a 
sophisticated institution that has more than established its integ- 
rity and competence, The hard part of job, however, will be to fill 
the vacuum left by Goh, who combined a knowledge of finance 
with political influence to forcefully stamp his mark on his crea- 
tion. m 
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VIETNAM 


From monopoly 
to market place 


By Murray Hiebert in Hanoi 


he State Bank of Vietnam (SBV) is a hybrid, an offspring of 
i the country’s former centrally planned economy now 
struggling to become a financial institution capable of 
serving the communist party's recent moves to establish a free 
market. Over the past three years, the government has taken the 
first steps to turn the sBv into a central bank with 
tools to control money and credit, but so far many 
of these policies exist only on paper. 

"They're on a good track, but so far they're still 
at an embryonic stage. How can you intervene [in 
the market] when you have no people who know 
the banking system and you have no funds to play 
with?” was how one foreign banker put it. The 
SBV's role is also hampered by continuing govern- 
ment intervention and haggling within the state 
bureaucracy. 

Prior to 1988, the sBv was Vietnam's only fi- 
nancial entity, geared exclusively to serving the 
needs of the government's budget and state enter- 
prises. Like state banks in other centrally planned 
economies, the SBV simply gave loans — charged at 
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negative interest rates — according to the government's credit 
plan. The bank played almost no role in controlling currency and 
credit expansion. 

The first step towards restructuring the banking system was 
taken in 1988, when the sBv’s commercial banking functions were 
turned over to four independent specialised banks — Bank for 
Foreign Trade, Agricultural Development Bank, Construction and 
Investment Bank and Industry and Trade Bank. Two new decree- 
laws, which went into effect in October 1990, provided the legal 
framework for moving towards a market-oriented banking sys- 
tem. 

The first decree defined the operating principles for commercial 
banks and credit cooperatives. It lifted earlier restrictions on these 
institutions and allowed them to operate in all sectors of the 
economy, declared that interest rates should be market-deter- 
mined, permitted a money market by allowing inter-bank bor- 
rowing and encouraged competition among banks, including 
foreign-owned institutions. 

A second decree spelled out the role of the SBV, 
granting it the responsibility to issue currency, 
manage the country's foreign-exchange reserves, 
develop the country's credit policy, issue its own 
securities as well as supervise independent finan- 
cial institutions and enforce their reserve require- 
ments. The IMF has played a major role in advising 
Vietnam on overhauling its banking system. 

Despite the recent reforms, officials admit it 
could take at least a decade before the sBv has the 
experience, authority, legal framework and mo- 
netary instruments to function like a real state 
bank. One problem is that the Council of Ministers 
has not yet given up control of the country's 
monetary and credit policy. In reality, the SBV and 
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te specialised banks are still treated as part of the state bureau- 
racy rather than as separate commercial institutions. 

-For example, the government still looks for transfers from the 
; rather than issuing bonds, to finance its budget deficit. Banks 
e also required to give most of their loans to state companies — 
ny of which are losing money — at interest rates lower than 
those they pay for deposits. 

'The sBV is headed by Cao Sy Kiem, the former party chief of 
e northern province of Thai Binh who had no banking experi- 
e before he was appointed governor two years ago. Although 
le is a member of the ruling party's Central Committee and the 
overnment's Council of Ministers, Kiem faces considerable ri- 
alry within the state bureaucracy. 

"There's a strong struggle with the Finance Ministry's treasury 
epartment to control monetary policy, but the wind seems to be 
wing in favour of the sgv,” a foreign banker says. 

Vietnam's limited legal framework to govern economic activi- 
ies also hobbles the work of the sBv and the specialised banks. 
They have almost no legal recourse if a lender defaults, and the 
untry's vague property rights make it difficult to set collatoral 
m loans. 

_. The sgv also lacks basic economic data and competent, experi- 
nced bankers, because most of its staff were trained to work in a 


centrally planned economy. “We don’t know how much gold or 
how many US dollars there are in the country, so we can't resolve 
crises in the economy quickly,” says Ha Dan Huan, deputy direc- 
tor of the SBV's foreign department. 

Although the country’s foreign reserves are still managed by 
the Bank for Foreign Trade, the sBV's decision in late August to set 
up the country’s first foreign-exchange transactions centre in Ho 
Chi Minh City appears to have played a key role in slowing the 
recent freefall of the Vietnamese currency. 

Sharply increasing demand for foreign exchange caused the 
free market exchange rate of the dong to fall from Dong 8,930 to 
US$1 in early July to a low of Dong 11,700 in late August. But it 
strengthened to around Dong 11,000 after the first few sessions of 
the new foreign-exchange transactions centre. 

The SBV's responsibility to supervise the activities of the coun- 
try’s banking institutions should help avoid future financial disas- 
ters, such as last year’s collapse of hundreds of small private credit 
cooperatives which had been authorised to operate by provincial 
and district government officials. Under the new decree, all finan- 
cial institutions must be licensed by the sgv, which must also en- 
force their minimum reserve requirements. 

So far, however, the bank has had limited success in getting 
smaller credit institutions to cooperate. 




























AUSTRALIA 


ly Glenda Korporaal in Sydney 


ormer Australian treasurer Paul Keating once boasted that 
the Reserve Bank, the country's central bank, did what he 
told it to do. This seemed to be confirmed when Keating 
ppointed his treasury secretary Bernie Fraser as Reserve Bank 
overnor in September 1989. But while Keating has returned to 
backbenches, Fraser has emerged as a pragmatic central banker 
with far stronger working ties among senior politicians than has 
been traditional for Reserve Bank governors. 

. ‘While the Reserve Bank has never been as independent as 
Germany's Bundesbank or the US Federal Reserve, because it 
never publicly disagrees with the government does not mean it is 
completely pliant. Under Fraser, the bank's policy may be de- 
scribed as one of constructive cooperation with government. 

.. The bank is now trying to steer a fine line between overseeing 
e gradual recovery of the Australian economy from one of the 
pest recession in years without squandering the country's hard 
won gains against inflation. The bank has also tightened its 
monitoring of commercial banks after their ill-judged lending 
sprees of the 1980s, while working with the industry to smooth 
ver the worst of the recessionary impact. 

The combination of poor lending controls in the 1980s and the 
present recession has left Australian banks with some A$29 billion 
_ (05$23.1 billion) in non-performing loans, against A$16 billion a 
year earlier. This represents about half their capital base, or 5.596 
f total assets. On current asset valuations, however, Australian 
easily comply with the Bank of International Settlements’ 
al requirements. At June 1991, the banking system had a ratio 
of capital to aggregate risk weighted assets of almost 10% — up 
from 9.3% a year earlier. Since then a number of banks have un- 
dertaken capital raisings which would increase this figure. 

_ When he was appointed, monetary hardliners saw Fraser as a 
policy "wet" more concerned about unemployment than the tra- 


FAR EASTERN ECONOMIC REVIEW oo ooo o 


ditional central banker's obsession of holding down inflation. 
However, the bank has supervised a major reduction in the official 
cash rate from 18% to 9.5% since January 1990, and the concensus 
is that it has taken a gradual approach in easing interest rates in 
the face of such an unexpectedly severe recession. Nevertheless, 
with an inflation rate of 3.4% in the June quarter, Australia's real 
interest rates are still higher than other OECD countries. 

The latest 1 percentage point cut in interest rates on 3 Septem- 
ber sparked a major controversy — as much for its timing as the 
size of the cut. Made in the early morning at the start of the bank 
board's monthly meeting, some market analysts saw the move as 
indicating that non-executive board members — who include 
leading industrialists and businessmen — may have had a strong 
influence on the decision. Others argued that the cut was timed to 
assist Prime Minister Bob Hawke head off political pressure within 
his own party over rising unemployment. 

Opposition leader John Hewson, a former economic adviser to 
the previous conservative government and who says he would 
preside over a more independent central bank if he became prime 
minister, publicly accused Fraser of bowing to political pressure. 
He also implied that Fraser’s deputy, John Phillips — a career 
central banker and monetary “dry” whom many felt should have 
got the top job two years ago — was opposed to the move. 

The affair was significant mainly because it raised the issue of 
the Reserve Bank's internal politics and its relations with Canberra. 
With a tough general election campaign looming, the bank's 
handling of monetary policy will come under even closer scrutiny. 

Under Fraser, the bank — which is based in Sydney, Austra- 
lia's financial hub — has won points from politicians for having a 
more realistic view of the deteriorating state of the economy than 
the Canberra-based Federal Treasury, which has tended to be 
somewhat more hardline than the central bank on economic 
policy. This partly reflects the Reserve Bank's awareness of the 
mounting level of bad loans within the commercial banking sector. 

The Reserve Bank successfully staved off a potential disaster 
for some of Australia's leading banks this year. The banks had 
suffered a run on some A$3 billion in property trusts, which they 
managed outside normal banking operations. With central busi- 
ness district property values plummeting, the trusts were vulner- 
able to a collective lack of confidence and a run on withdrawals 
which would have forced them to unload property at disastrously 
low prices. 

The Federal government announced in July that bank-man- 
aged property trusts would be given a 12-month breathing space 
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The bank that listens 








before unit holders could withdraw their funds. 
Although the decision was announced in Can- 
berra, the move was the result of close Reserve 
Bank involvement in working with the banks 
to draw up a workable set of guidelines for the 
property trust business. 

A parliamentary committee on the banking 
system, which is expected to produce its find- 
ings by the end of the year, is expected to 
closely examine the central bank's operations. 
The committee's chairman has already floated 
the idea of hiving off the central bank’s role of 
supervising the banking system into a separate 
regulatory body — possibly one that also con- 
trols non-bank financial intermediaries — and 
leaving the Reserve Bank to concentrate on 
formulating monetary policy. 

Not surprisingly, both Fraser and Phillips 
have publicly and strenuously opposed the 
idea. While such a change is unlikely, the bank 
is nevertheless expected to come under some 
criticism for what some see as its slowness to 
recognise some of the banking sector's bad 
practices during the 1980s. 

In its latest annual report, the bank ac- 
knowledged there has been a "good deal of 
soul searching" among those responsible for 
regulating financial institutions, and outlined 
plans to further increase its monitoring of bank 
activities. It also said there were several weak 
spots in the financial system caused by de- 
regulation which still required close monitor- 
ing. In order to rectify these, the bank's plans 
include improved systems for monitoring bad 
loans and a tougher approach to the assessment 
of assets for bank capital purposes. 

The bank is also concerned at the stubbornly 
high rate of the Australian dollar, which 
pushed back up through the 80: US cent level 
soon after the 3 September interest rate cut. 
The bank has intervened to try to bring the 
currency down, albeit only through limited 
operations. 

Morale problems within the bank, the result 
of staff cuts and organisational restructuring, 
has also taken its toll. Total numbers have fallen 
to 2,530 as at June 1991, or some 1,300 less than 
the peak of June 1983 when the bank was pre- 
siding over a fixed exchange rate coupled with 
extensive exchange controls. 

In line with the Federal government's policy 
of recruiting skilled private-sector executives 
into the public service, the bank — which has 
traditionally shunned those not nurtured 
within the "official family" for high positions 
— last year appointed two outsiders from the 
banking industry to the positions of assistant 
governors. There are four assistant governors 
under the governor and his deputy. 

As bank governors are appointed to seven- 
year terms, the question of succession is not 
expected to come up until just before Fraser — 
who is well respected by the present Labor 
government — is due to step down in Septem- 
ber 1996. Apart from personal reasons, the only 
reason for a change before that date could be 
the election of a Hewson-led government. 
Given Hewson’s interest in the central bank, it 
may even become а minor election issue. ш 
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NEW ZEALAND 


Working 


model 


` Ву Colin James in Wellington 


anking in New Zealand seems to many observers to con- 
sist of an endless series of skirmishes between the com- 
mercial institutions and the Reserve Bank over interest 


B 


. rates. Although the Reserve Bank — one of the world's most 
| independent central banks — has been particularly successful in 


its battle against inflation, there are still questions about its han- 
dling of monetary policy. 

Within a few months in 1984-85, New Zealand moved from 
being one of the most tightly regulated financial systems outside 


. the communist bloc to one of the most free. Interest rates were 
completely decontrolled and the exchange rate freely floated. 
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. parliament. Under this unusual contract, 
. Brash has until the end of 1993 to meet the 
. target and could lose his job if he fails. 


_ evident nervousness of some politicians 
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Shortly afterwards, the criteria for registering banks was changed 
to depend only on meeting a minimum capital requirement and 
proof of banking "standing." 

At the same time, effective responsibility for control of the 
money supply — and by extension inflation — was handed to the 
Reserve Bank. This was formalised by leg- 
islation in late 1989, which mandated the 
bank to pursue only price stability. This 
was defined in a five-year contract between 
the finance minister, currently Ruth 
Richardson, and the bank governor, cur- 
rently Donald Brash, as 0-2% underlying 
inflation — that is, consumer price infla- 
tion net of government-imposed charges 
and major one-off factors, such as oil price 
movements. Any change in the target must 
be publicly notified and is debatable by 


He could lose his job before then if the 


over the state of the economy prevails. 
There are persistent rumours that Prime 
Minister Jim Bolger will replace Brash with 
John Anderson, chief executive of the Na- 
tional Bank of New Zealand, though for the present Brash’s track- 
record should ensure he keeps his position and independence. 
This is partly because the Reserve Bank has turned 30 years of 
inflation at twice the OECD average, and 15 years of above 10% 
inflation rates, into the second lowest in the OECD at 2.8% in the 
year to June. As this has bedded in, nominal interest rates have 


. dropped more than 6% for 90-day bills since October to around 


8.9%, among the lowest in the OECD. Brash felt secure enough in 
August to allow the yield curve to go positive — that is, higher 
long rates than short rates. 

The technique the Reserve Bank devised to achieve this has 
won praise from both within and outside the country. Noting the 
failure of British attempts to target specific monetary aggregates 
in the early 1980s — a failure recently and unexpectedly emulated 
by Switzerland — the bank chose instead to work indirectly 
through primary liquidity (PL). This has been progressively re- 


fined to refer now to settlement cash held at the Reserve Bank by 


the commercial banks, plus discountable securities — Reserve 
Bank bills held by the banks and resellable to the central bank for 
cash when they have less than 29 days to run to due date but at a 
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A path to success 
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penalty discount in. Discountable securities are issued at c 
constant NZ$100 million (US$59 million) a week, making settle 
ment cash the only variable in PL. 

The Reserve Bank influences the markets by changing the set 
tlement cash level or mix of the discount margin. There is no fixec 
discount rate in relation to which market short rates are set but г 
discount margin under the prevailing cash interest rate in the 
market, which leaves the market to set the rates. 

To assess whether these settings are too high or too low, the 
bank monitors a checklist of factors. These include various mea- 
sures of inflation, such as manufacturing output and input prices 
and inflation expectations; money and credit aggregates; the ex- 
change rate; the level of interest rates and the yield gap between 
short and long rates; and a basket of measures that monitor the 
state of the real economy. 

Since each of these factors affects every other factor, the assess- 
ment is necessarily imprecise and market players often misread 
the Reserve Bank's intentions. Partly as a result, in the first two 
years while the bank, analysts and players were learning the 
system, 90-day rates averaged well over 20% and seriously dam- 
aged the real economy. Over the past 18 months the bank has 
explained each move instead of leaving it to the markets to in- 
terpret. Intermediate inflation targets have also been published. 

According to Tim Main, treasury economist at the ANZ Bank, 
this — plus the Reserve Bank's more proactive and successful 
strategy in countering cash plays by individual banks — has much 
reduced interest rate volatility, so a big movement is now usually 
measured in tens of basis points instead of hundreds as in the 


t. 

A group of bank economists who — 
while otherwise supportive of the Reserve 
Bank — have recently criticised it for being 
overly cautious. This group argues that the 
bank is heading towards meeting the 0-2% 
rate a full year before the target date, and 
thereby unnecessarily costing the country 
output and jobs. 

The National Bank's chief economist, 
Girol Karacaoglu, for example, has repeat- 
edly argued that the Reserve Bank has been 
holding the exchange rate up in order to 
minimise imported inflation, an important 
component in New Zealand’s small open 
economy. The Reserve Bank has heatedly 
denied this, saying it is prepared to accom- 
modate a modest depreciation. 

The bank partly stilled these criticisms 
on 25 September when it increased settle- 
ment cash and announced that domestic 
spending was falling more rapidly than forecast, and relaxation 
was therefore possible without the danger of triggering an infla- 
tionary surge. Roughly 1% came off short rates and the exchange 
rate, to the relief of manufacturers, exporters and politicians. Real 
interest rates, nevertheless, remain relatively high. 

There is also criticism of the Reserve Bank’s other main mo- 
netary function — the prudential surveillance of commercial 
banks. In particular, these banks are irked by the quantity of in- 
formation gathered each quarter by the Reserve Bank, which they 
doubt has the expertise to fully analyse it. 

The Reserve Bank applies some basic ground rules on how 
commercial banks should operate. These include strict adherence 
to the Basle capital ratios — non-adherence could bring deregis- 
tration — and a maximum exposure to any single borrower of 
35% of the bank's total lending portfolio. It also has the power to 
issue directives to a bank it thinks is acting imprudently, for ex- 
ample, by lacking adequate internal controls over lending. 

However, the Reserve Bank prefers to operate as a monitor 
rather than a regulator, consulting with banks on their portfolios 
to give an early warning of possible over-exposure. m 
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BANGLADESH 


Legal 


3y S. Kamaluddin and Jonathan Friedland in Dhaka 


` he enactment of the Bank Companies Act (BCA), the coun- 
try's new banking law, in February this year has at last 
AME given the Bangladesh Bank (BDB), the central bank, the 
‘mandate to clean up the banking system. Under the BCA, the BDB 
__ has the right to approve and dismiss managing directors of all 
state and private banks and also confers autonomy to the BDB. 
However, as the chief of a private-sector bank said, the central 
bank does not yet appear to appreciate the power this implies. 

: Before the new law was passed, the BDB — due to combination 
of political pressure and the fact that it is barely 20 years since it 
was formed — remained a weak and largely ineffectual institu- 
tion. "Prior to 1971 [the year Bangladesh gained its independence 
from Pakistan], there were few senior managers in the State Bank 
of Pakistan from this part of the country. Those that stayed were 
elevated after liberation, whether they were competent or not," 
was how one banking analyst described the ВОВ'ѕ origins. 
ıı Given this genesis, the central bank was never able to take a 
strong position against loans granted on non-economic criteria or 
on the failure of well-connected individuals or state-run firms to 
repay their debts. Further, the ВОВ inherited the strong union 
tructure of the State Bank of Pakistan, which meant managers 


were promoted on the basis of seniority rather than competence. 
These factors are likely to contribute to a weakness in the centra! 
bank's senior management for some tíme to come. 

In an effort to help overcome this problem, the World Bank 
and USAID has seconded advisers to the BDB in order to try anc 
upgrade management procedures. In addition, the IMF — which 
in the past has given the BDB support — continues to cooperate 
closely with the central bank. 

Reflecting these problems, the BCA places particular emphasis 
on loan defaults — which remains a serious headache for all banks 
and other financial institutions. The law has empowered the BDB, 
for the first time, to publish defaulters' names. 

The BCA was preceded in late 1989 by Circular 34, which intro- 
duced a new system covering loan classification, suspension of 
interest due and the making of provisions against loan losses. 
This was accompanied by a recapitalisation effort, under which 
the government issued US$500 million to the nationalised com- 
mercial banks with balloon payments after 15 years at Treasury- 
bill rates to help clean up their bad debts. According to a BDB 
adviser, this manoeuvre brought the nationalised commercial 
banks from a negative net worth of US$150 million to a level 
where they met a 5% capital adequacy requirement. 

Under the BCA, all banks doing business in Bangladesh — ir- 
respective of their place of incorporation — must now meet a 
uniform minimum capital requirement of 6% of their deposit 
liabilities. Mahbubur Rahman Khan, the BDB's deputy governor, 
told the REVIEW that though the new capital requirement "is not 
on the basis of the Basle formula, it can be described as a step 
towards that." | 

Such intentions aside, however, a government adviser said that 
the nationalised commercial banks need to be recapitalised again. 
“We believe that the level of non-performing loans at the nation- 
alised banks range from 30-60% of their total assets.” a 
























PAKISTAN 


By Jonathan Friedland in Karachi and Islamabad 


qa Y he State Bank of Pakistan (SBP) is based in Karachi, the 
| | country’s commercial capital, but the reins of power are 
: held in Islamabad, the seat of government. Monetary 
policy, the allocation of new bank licences, design and interpreta- 
tion of prudential banking requirements and other matters fre- 
quently handled by a central bank are managed by the Ministry of 
Finance. At best, according to bankers and analysts, the SBP func- 
tions as a rather ineffectual implementing agency. 

.. While no one expects the SBP to ever become an independent 
bureaucratic power source, efforts are being made under World 
_ Bank guidance to strengthen its capabilities. Its banking auditors 
_ are due for better pay and training and have received more real- 

ic guidelines to work by. A credit bureau is being set up within 
he sBP to help the central bank track debtors and special courts 

also soon be established to prosecute them. 
_ An entirely new supervisory section is also being set up to 
control Pakistan's festering non-bank financial sector, a hotbed of 
_ Scandal over the past 20 years. A crop of young business graduates 
_ аге being brought in to staff the new department, which will 
supervise investment. banks, leasing companies and Islamic fi- 
nancial institutions. Stockmarket matters remain outside the SBP's 
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purview, as does the fraud-ridden cooperatives sector, which is 
theoretically regulated by the provincial governments. 

The sBP is also running the country's new open-market auction 
system which, by late 1992, will help replace administered credit 
ceilings as the government's main monetary policy instrument. 
"We are moving towards a system which will use government 
debt, interest rate variables and reserve requirements," says Qazi 
Alimullah, Pakistan's powerful finance secretary. "In order to 
switch over to this system, we need an efficient central bank" 

The sBr's lack of autonomy is partially attributable to Pakis- 
tan's heritage. As in most former British-administered territories, 
the central bank has traditionally been subordinate to the finance 
ministry. But according to analysts, the central bank's effectiveness 
was badly damaged during Zulfikar Ali Bhutto's regime, when 
Pakistan's five major lenders were nationalised and the separate 
quasi-regulatory Pakistan Banking Council (PBC) was established 
to oversee their activities. 

During the martial law period which followed Bhutto's over- 
throw, these banks — which still control roughly 8096 of the assets 
in the formal financial system — became deeply politicised. Their 
chief executives switched chairs every few months, vast sums of 
money were poured into non-economic projects and businessmen 
connected to the military walked away from their obligations. 

Instead of a prudential overseer, the PBC became "an elephants’ 
graveyard for presidents of state-owned banks that were of retire- 
ment age and a political lever against any action that would hurt 
influential borrowers," says the head of a major local financial 
institution. 

The result has been disastrous for the five banks, two of which 
were partially privatised in mid-1991. A confidential World Bank 
study prepared in 1990 suggested that with non-performing loans 
amounting to as much as half their respective assets, most of the 
state-owned banks had a negative net worth. 

Analysts say the SBP played little part in demanding the partial 
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recapitalisation of the nationalised banks that took place in 1989, 
when bonds were issued to the banks in exchange for their bad 
public sector loans. “I don’t think they’ve been tough enough on 
the state-owned banks,” says Hussein Lawai, president of the 
Muslim Commercial Bank, which was partially privatised in June. 

Part of the problem, analysts suggest, is that the SBP had little 
incentive to rock the boat. Governors were appointed by the rul- 
ing prime minister or general, though the current governor I. A. 
Hanafi — who is in his second stint at the top — is a career state 
bank man. In addition, seniority rather than talent has governed 
the internal promotion process. Further, and in common with 
other Pakistani Government units, the SBP is heavily unionised — 
and the unions have held the line against outside recruitment. 

The US$500 million World Bank-backed reform programme of 
the financial sector did not come a moment too soon for the SBP. 
The government of Prime Minister Nawaz Sharif has added heav- 
ily to its workload, most recently by approving 10 new private- 
sector banks — the first in 20 years — and by putting the open- 
market auction system into place. Sibghatullah, an SBP executive 
director, says the central bank is “paying extraordinary attention" 
to meeting the demands of regulating a more market-oriented 
financial system. 

Analysts, though, say they do not expect the performance of 
the sBP to greatly improve in the short term, particularly on the 


banking supervision front. “It’s a mentality problem,” says a for- 
eign banker in Karachi. "The auditors are getting more profes- 
sional, more understanding of the issues involved, but they are 
still nit-picky [and] tend to lose the big picture." 

Other analysts suggest that until Pakistan's financial system is 
de-politicised, the central bank — no matter how well intentioned 
— will never be an effective regulator. “The single most profitable 
bank in Pakistan, Bank of Credit and Commerce International, 
put its profits into a foundation whose chairman is president of 
the country," says a financier in Lahore. "Now how the hell was 
the SBP going to say anything in a situation like that?" 

Similarly, reform of the SBP is not expected to have a short- 
term impact on the direction of monetary policy. Although the 
SBP is running the auctions, control over pricing and issue size of 
T-bills and Federal Investment Bonds remains staunchly in the 
hands of the Finance Ministry. 

Senior state bank officials do sit in on bargaining sessions with 
the IMF, but it is Alimullah and Finance Minister Sartaj Aziz who 
are taking the lead in the current fracas over the speed of macro- 
economic reform. The IMF is also at odds with the administration 
over what it considers to be profligate central government 
spending, particularly in light of the changes in the control of 
monetary policy which have sharply raised the cost of government 
borrowing. a 





Fiscal 
phoenix 


By Manik de Silva in Colombo 


he Central Bank of Sri Lanka (CBSL) is taking much of the 

credit for a boom in the country’s commercial banking and 

finance sector, while also drawing criticism for its failure to 
adequately regulate the activities of some operators. 

Nevertheless, under its governor Neville Karunatillake, the 
central bank has regained much of the autonomy lost during the 
previous government. In an interview with the REVIEW, 
Karunatillake said there is now no political interference whatever 
in the running of the CBSL. Karunatillake, 61, a Harvard-trained 
economist and career central bank officer, had first-hand experi- 
ence of political pressure after being effectively 
forced into retirement as the CBSL's senior 
deputy governor in 1985 following friction be- 
tween him and then finance minister Ronnie 
de Mel. Following de Mel's exit from the gov- 
ernment a few months before the last presi- 
dential election, Karunatillake returned to the 
bank as governor. Working relations between 
the CBSL governor and Prime Minister D. B. 
Wijetunge, who doubles as finance minister, 
appear to be good. 

Outside the universities, the central bank 
has long boasted of having more highly edu- 
cated staff than any other single institution in 
the country. CBSL officers often move to the fi- 
nance ministry to take up key economic ap- 
pointments, and in recent years four officers of 
the bank have been seconded to serve terms as 
chairmen of the state-owned Bank of Ceylon 
and the People's Bank. 

Despite attracting such talent, the CBSL has 
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Karunatillake: autonomy regained. 


come under fire over the collapse of some finance companies that 
sought funds by offering high interest rates which they later lost 
in speculative investments. The bank is responsible for enforcing 
regulatory measures governing the conduct of these companies, 
and the failures drew angry public protests. Five applications to 
liquidate collapsed companies filed by the CBSL are before the 
courts, as are 130 other finance company-related matters, 
Karunatillake said. The CBSL and the commercial banks have 
pumped in money to some troubled finance companies in an effort 
to help keep them afloat or partly meet deposit and other liabili- 
ties. 

The central bank has also to contend with the often overheated 
commercial-banking sector and problems surrounding the under- 
capitalised state banks. The financial state of Sri Lanka's com- 
mercial-banking sector was recently illustrated when the Deve- 
lopment Finance Corp. of Ceylon (DFCC) recently invited applica- 
tions for the issue of new shares. 

While the DFCC's directors were confident the shares would be 
easily marketable as the corporation's nominal Rs 100 (US$2.40) 
stock was trading at around Rs 1,500, the scramble for the new 
issue surpassed their wildest expectations. Over 41,000 applica- 
tions poured in within days — backed by payments of Rs 458.50 
million — after the DFCC announced allot- 
ments would allow shareholders, subject to a 
* ceiling, new shares at least in proportion with 
their existing holding. This triggered a frantic 
bid by hundreds of would-be investors who 
did not hold DFCC equity to buy a single share 
in the corporation at virtually any price. 

The Bank of Ceylon and the People's Bank, 
which continue to dominate the country's re- 
tail-banking system have accumulated a bad 
debt portfolio that analysts estimate to be 
around 20% of their total lendings. A restruc- 
turing programme under World Bank/Asian 
Development Bank auspices will cover both 
adequate capitalisation — the two banks han- 
dle over two thirds of the country's banking 
business between them and are both grossly 
under-capitalised — while conforming to in- 
ternational standards on provisioning for bad 
debts. These measures are expected to be in 
place by next year. Г 


17 OCTOBER 1991 


Are you willing to have 
a business in Indonesia? 


Go in with our knowledge 
on your side . 





BANK DAGANG NEGARA 


STATE COMMERCIAL BANK 


Head Office : Л. M.H. Thamrin No. 5, Jakarta 
Phone : 321707 — 3800800, P.O. Box : 1338/JKT Jakarta 10002, INDONESIA 
Telex : 61628 BDNULN 1A, 61649 BDNULN IA, 
61621 BDNULN 1A,61640 BDN FX ІА. 





NEW YORK (AGENCY) & LOS ANGELES (AGENCY) HONG KONG (REPRESENTATIVE) & SINGAPORE (REPRESENTATIVE) 
CAYMAN ISLANDS (BRANCH) STACO INTERNATIONAL FINANCE LTD 

45 Broadway Atrium With floor MS? Wilshire Boulevard NF. Admiralty Centre Tower Il 50 Raffles Place 13-05 

New York, N.Y. 10006, US A Los Angeles, С.А. 90010 USA Queensway, Victoria. Hong Kong Shell Tower, Singapore 0104 

Telex: 226698 BDN NYUR Telex: 3716724 BDN LA SAG Telex: 60322 BDN - HX Telex : DAGANG RS 24939 


2660) ВОМ NYUR 3716205 BDN LA USAG 40323 BDN FX = HX 


ARTS AND SOCIETY 





SOVIET FAR EAST 


The Japanese are coming now that the Cold War is over 


Caviar and karaoke 





By Louise do Rosario in Vladivostok 


reluctant hermit for years, 

Vladivostok has long turned to 

Japan as its window on the world. 

Closed off to foreigners, residents 
of this famous Far East port city literally 
look east for sustenance. In August, for in- 
stance, it was Japanese not Soviet televi- 
sion, says a young journalist, which car- 
ried news across the Sea of Japan of the 
coup that failed in Moscow. From this 
home port of the Soviet Union's Pacific 
fleet, Russian sailors are counted on to 
bring back fashionable Japanese goods for 
their relatives and friends. And Vladi- 
vostok officials have coveted their occa- 
sional business trips to Japan, carrying 
back amazing stories of the ways of the 
rich capitalist world. 

Now, with a depressed economy, this 
city of shabby elegance needs its prosper- 
ous neighbour more than ever, not only 
for information, but also for a quick infu- 
sion of capital. And now, as the Cold War 
seal around this city melts away, residents 
face dramatic mood swings; optimism 
about what openness can bring vies with 
fear of an unfamiliar outside world. 

There are those who dream that if 





VIETNAM 





By Murray Hiebert in Ho Chi Minh City _ 
and Thuan Thanh 











Tran Dinh Cong mutters to himself as he 
wanders aimlessly around the flowerbeds 
of the psychiatric ward of Ho Chi Minh 
City's Military Hospital 175. It is morning, 
so he does not feel too bad. He says nights 
are the worst. "I have terrible dreams 
when I sleep. I still imagine I'm a soldier 
on the battlefield and always hear the 
sound of bombing," Cong says. 

Cong, now 44, joined the communist 
forces fighting the US-backed South Vi- 
etnamese regime in 1965. For the next 
decade he served in the central highlands 
in some of the zones of heaviest bombing 
and fighting. By the time the war finally 
ended, Cong was suffering from a severe 


"Why don't the Japanese take this city too?’ 


Vladivostok were part of Japan, all would 
go well. "Tokyo wants Moscow to return 
the Kurile Islands. Why don't the Japanese 
take this city too?" asks one resident. Japan 
came close to doing so when it defeated 
the Russian navy in the Russo-Japanese 
War in 1904-05. 

During the Cold War, this city was a 
symbol of Soviet military might. These 
days, Vladivostok, which means “Ruler of 
the East” in Russian, is humbly seeking 





War souvenirs 


mental disorder. He has been in and out 
of Hospital 175 ever since. 

Although Hanoi won the war, the 
mental scars of the patients at Military 
Hospital 175 and the physical suffering at 
the Wounded Fighters Sanitarium in 
Thuan Thanh, north of Hanoi, are not that 
different from the agony of their former 
American foes depicted in movies like 
Born on the Fourth of July. 

“Many of our patients can’t harmonise 
their private lives with their lives during 
the war,” says Pham Ngoc Hung, a doc- 
tor serving in Hospital 175’s psychiatric 
ward. “They just want to live in their own 
world.” 

Hung says his ward has an average of 
15 patients these days. That is down from 
the peak of about 100 in 1975 at the end 
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outside help, especially from Japan. “Have 
confidence in us. Take the long view. We 
have many resources,” says Gennday 
Katkov, who was No. 3 in the communist 
hierarchy before he resigned a year ago to 
promote business instead of communism. 
His message is repeated by other officials 
preparing for the opening up of the city in 
a few months’ time. 

Young people, meanwhile, are busy 
studying Japanese in anticipation of the big 


of the war with the US, or the 80-odd in- 
mates in 1979, following Hanoi's invasion 
of neighbouring Cambodia to oust the 
Khmer Rouge regime. 

But there is still no shortage of psy- 
chiatric war casualties in Vietnam. Mili- 
tary Hospital 103 near Hanoi treats 500- 
700 mental patients a year, about one 
third of whom were driven insane during 
the more than four decades of war against 
France, the US, Cambodia and China. 

Many of the patients at these two 
hospitals were traumatised by years of 
living under bombs and shells. Others 
suffered head injuries during the fight- 
ing, according to Hung. And some deve- 
loped mental illness from the chemical 
weapons used by the Americans or from 
cerebral malaria contracted while fighting 
in Cambodia. 

Military doctors say the army has 
done a study on how many former sol- 
diers are suffering from mental disorders, 
but they add that the figure is still a ^na- 
tional secret." 
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boom, while the local television station is 
producing documentaries about Japanese 
culture. Japanese restaurateurs are also 
moving in with their sushi bars, while 
salarymen from Toshiba, Mitsui, Toyota 
and other Japanese companies allowed in 
on special permits run around town in 
search of opportunities. 

Vladivostok lays out the red carpet for 
them since it has seen how other neigh- 
bouring Russian cities, such as Khabarovsk 
and Nakhodka, have benefited from the 
influx of foreign businessmen in the past 
two years. Vladivostok may be better en- 
dowed with a fine harbour, seafood and 
other resources, but it had not been able to 
open its doors to do business because of 
the military’s opposition. It has no direct 
flights with the outside world and it can- 
not issue visas freely to foreigners. The 
mood after the collapse of communism is 
not one of relief, but a sense of urgency to 
catch up. 

Vladivostok used to be one of the most 
cosmopolitan of Russian cities. Its run- 
down but splendid European-style build- 
ings bear witness to a glorious past as Rus- 
sia’s administrative and financial centre in 
the Far East. Despite communism, the 
town remains attractive to tourists with its 
rolling hills, sandy beaches and mild cli- 
mate. Women here dress more colourfully 
than Russians elsewhere, as their sailor 
husbands return from their trips with the 
latest fashions and baubles from abroad. 

Still, opening up seems traumatic for 
many in this small, cosy Russian and 
Ukranian community of 700,000 people. 
Residents already grew wary when the 
trickle of domestic travellers began two 
years ago. They complain that hustlers and 


As in other cash-strapped Vietnamese 
hospitals, treatment is simple. Hospitals 
175 and 103 receive no foreign aid and 
have only limited supplies of Soviet and 
local sedatives. Emphasis is put on group 
therapy, while acupuncture is used for 
patients suffering from headaches or in- 
somnia. “If a patient suffers a lot, we use 
electric-shock treatment to keep them 
calm,” Hung said. 

Most patients stay in the hospital for 
about six weeks, before being discharged, 
though more serious cases stay up to a 
year, Hung says. Some patients, like 
Cong, come back many times. 

But the 154 veterans at the Wounded 
Fighters Sanitarium near Hanoi never 
leave, except for visits to their families 
usually around Tet, the Lunar New Year. 
All of them suffered spinal cord or head 
injuries which left them paralysed and in 
need of daily medical attention. 

Ngo Duc De, who is 64, arrived in the 
sanitarium shortly after its opening in 
1965, some 11 years after he was shot in 
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dealers from the Soviet Central Asian re- 
publics have contributed to the rising 
number of robberies and murders. They 
walk away from visiting Armenians, 
Azerbaijanis and other strangers with Ara- 
bic features walking the streets. 

These visitors come thousands of miles 
from the southwest to buy the second-hand 
cars brought in by Soviet sailors com- 
muting between Vladivostok and its 
nearby Japanese port of Niigata. Vladi- 
vostok's prostitutes, too, wait for the sailors 
to come ashore, complains a resident. As 
state control slackens and as individuals 
have more freedom of movement, law and 
order in Vladivostok has become more 
difficult to maintain. The enforcers of or- 
der, the secret police and the communist 
party, are gone. Young people, relishing 
this newfound freedom, are celebrating 
with late night beach parties and car races 
on busy roads. 

The city has become dirtier, more 
crowded and noisier, complain local resi- 
dents. With more people to feed and house, 
there are increasing shortages of food, en- 
ergy and housing. To make matters worse, 
expectations are rising, just as Vladivostok 
residents are made more aware of the good 
life in the outside world. In free markets, 
there is a good supply of fanciful products, 
such as Levis jeans which cost КЫ 500, or 
one month’s average salary. 

Daily necessities are in such short 
supply here that when Japanese business- 
men organised a fair of Asian consumer 
goods this year, long queues of Russians 
stood holding big bags outside the exhibi- 
tion hall in anticipation of bargain sales. 
Even displays of cheap Chinese thermos 
flasks, toothpaste and soap attracted a 


the head during the last days 
of the battle against the 
French at Dien Bien Phu. The 
injury left his legs and left 
arm paralysed. Tran Tuan 
Anh, 28, is one of the most 
recent arrivals at the 
sanitarium. He was shot in 
the back in March 1979 as 
the Vietnamese Army tried 
to mop up Khmer Rouge 
remnants in the Cambodian 
province of Battambang. 
Since then, he has been para- 
lysed from the waist down. 

The patients spend their 
time reading, playing chess 
and riding their wheel-chairs 
to a nearby market to buy food and gos- 
sip. They get monthly military pensions 
of roughly Dong 150,000 (US$19), about 
three times the salary of a regular soldier. 
They used to produce envelopes and 
cardboard boxes to supplement their in- 
comes, but they were forced to quit five 
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At the Wounded Fighters Sanitarium. 


crowd of curious onlookers. Anatoly | 
Stephanov, a 53-year-old resident, gazed at 
an electronic typewriter, saying: “The last - 
time I saw such a fine product was буе 
years аро, in Moscow. Even then, it cost a _ 
fortune." 

The Japanese fair sparked a few grum- 
bles from residents wondering why the | 
Japanese would bring in such fancy goods | 
when Vladivostok needs technology and 
capital more than it needs consumer goods. 
But 34-year-old Bryusgin Dmitry, who has — 
started a private radio station, Radio - 
Vladivostok, equates the coming of the 
Japanese with opportunities to make some 
much needed cash. His rock-n-roll and 
news station is desperate for advertise- 
ments and the Japanese may be his salva- 
tion. “Japanese companies who want to get 
their message across to our consumers: call 
us at 22-31-14,” he says. 

Living in Vladivostok has never been 
easy because it existed to cater for the 
needs of a military power and not of its - 
local inhabitants. While powerful nuclear 
submarines dock in the deep waters 
nearby, simple machines in the city do not 
work. Television sets take five minutes to 
start running, while refrigerators continu- 
ously grunt and groan. Sugar, meat and 
even clean water are in short supply. 

Visiting Japanese are not taking any 
chances. They bring with them big cartons 
of mineral water, instant noodles and 
powdered miso soup. As Japanese visitors 
move in orderly groups, local residents 
watch with obvious curiousity: Japanese 
in their streets is still a novel sight. But 
when the karaoke bars and golf courses 
arrive, Vladivostok may be in for a cultural 
shock. * 


years ago because "we couldn't compete 
with the civilian market," says deputy 
director Nguyen Ngoc Chieu. 

“It's common for the fighters to get 
depressed," Chieu said. "Especially when 
the weather is bad, they have terrible PE 
and become unhappy." 
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Treading the middle path 





The Balancing Act: A History of Modern 
Thailand by Joseph J. Wright. Pacific Rim 
Press, Oakland. No price given. 


The publication of Joseph J. Wright's 
history of modern Thailand could not be 
better timed. More than a decade of con- 
stitutional, democratic government, ac- 
companied by unprecedented economic 
prosperity, led Thai and foreign observers 
to believe that elections and political parties 
were becoming firmly entrenched on the 
Thai political scene and that the days of 
military coups were over. The excesses of 
the Chatichai government and the coup of 
23 February 1991 dashed those hopes. An 
interim government is drafting a new 
constitution in an attempt to balance the 
requirements for order and stability with 
the desire for democracy. 

Against this background, Wright ex- 
plores the development of Thai politics 
over the past six decades, analysing com- 
mon themes that remain crucial in today’s 
political debates. 

Ever since the establishment of consti- 
tutional monarchy in 1932, Thailand has 
been beset by frequent changes of govern- 
ment, more often by means of military 
coups than constitutional mechanisms. 
Despite major successes in national unifi- 
cation, insurgency suppression, and eco- 
nomic development, Thai politics has ap- 
peared chronically unstable. 

Wright analyses the history of this in- 
stability, beginning with the pressures 
leading up to the 1932 coup. He then re- 
counts the turbulent history of the subse- 
quent 59 years, and attempts to explain the 
"method behind the seeming madness of 
Thai political behaviour." 

Three major themes weave through the 
story. First, the circulation of elite groups 
at the helm of the state, with one group 
replacing another, generally through the 
mechanism of a coup. Second, the gradual 
broadening of popular participation in 
politics, ending in the mass politics which 
emerged in Thailand in the 1970s. Third, 
the balancing of conflicting pressures es- 
sential to any successful Thai political 
leader or leadership group. 

In his discussion of the role of elites, 
Wright invokes the model of Vilfredo 
Pareto, who postulated that control of 
government shifts between adaptive and 
innovative groups on the one hand and 
conservative and regressive groups on the 
other. An elite group will fall from power 
if it is too innovative or regressive, or if it 
closes itself off to the brightest elements of 
the non-elite strata of society. Wright be- 
lieves Pareto's thesis can explain Thai his- 





tory from 1932 to the present, in particular 
the decline of the royal elite after 1932 and 
of its successor elite in 1957. 

Wright details the most interesting 
struggles, particularly the 1947 coup, the 
overthrow of the Praphas-Thanom clique 
by student demonstrations in 1973, the 
rightist coup of 1976 and the failed coups 
of 1981 and 1985. These elite struggles are 
played out against the second theme of the 
book: the gradual broadening of mass 
participation in politics. In 1932, despite the 
rhetoric of the coup leaders, there was little 
commitment to democracy by the new 
elite, nor much response by the enfran- 
chised masses. After the war, with the 
coups of 1947 and 1957, the masses began 
to make their views known not through 
the ballot box but through labour action 
and public demonstrations. Increasingly, 
elite groups appealed for public support to 
sustain their power. 

The third theme is balancing, compro- 
mising and accommodating. Wright ex- 
plains this in terms of Pareto's thesis and 
in the Thai terms phra dej and phra khun, 
force and cunning, or the ability to inspire 
fear and the ability to entice or generate a 
sense of obligation, techniques used by all 
wise Thai rulers. 

While stable multi-party democracy has 
yet to sink roots in Thailand, constitutional 
democracy has been increasingly invoked 
in recent decades by Thai politicians and 
commentators as an ideal norm, which 
Wright sees as an indication that democ- 
racy is increasingly perceived as appropri- 
ate and desirable. Yet he points out that 
prachathipatai, often translated as demo- 
cracy, has a different connotation for a Thai 
than for a Westerner. 

Wright maintains that for the average 
Thai, democracy means "the people are 
free to go about their daily business," and 
the elected government 
should "fuss with the 
chores of making laws and 
debating policies so that 
the people will not be 
bothered by such things." 
Thus when democracy 
goes awry the military 
may intervene to set the 
system back on the mid- 
dle path. This suggests 
that successful politics 
rests on the responsive- 
ness of elite groups to 
the need for balance, 
rather than on the sanctity 
of institutions and pro- 
cedures enshrined in law 
or the exercise of political 
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Christopher G. Moore 


A Killing Smile 


4 Novel 





rights and responsibilities on the part o 
the citizenry. 

Wright is guardedly optimistic tha 
Thailand will find its way to a more stable 
democracy, but the reader is left with the 
sense that it will be the extent to whict 
elite groups can preserve the qualities o: 
equilibrium and openness that will deter 
mine the country's political fortunes. Mili- 
tary coups are one of several elements in 
the “balancing act,” but the potential for 
coups will remain until the political system 
evolves further in the direction of mass 
politics. 

Wright tells his story well, and provides 
a solid analytical framework, though he 
exhibits a certain imbalance in his coverage 
of certain periods. More space could have 
been given to the Sarit and Praphas- 
Thanom years, and of the role of US in- 
volvement during that time, leading to the 
explosive mass politics of the turbulent and 
critical years of 1973-76. 

There could be more discussion of how 
the changing economic environment has 
effected the circulation of elites, and of the 
role of the business community — par- 
ticularly ethnic Chinese businessmen — in 
the political process. Likewise, the book 
lacks an analysis of how Buddhism condi- 
tions Thai attitudes towards the political 
process, and the political impact of the es- 
tablished Buddhist church and of revision- 
ist Buddhist thinkers. 

Stylistically, Wright's book totters be- 
tween an academic thesis and a general 
account, a minor criticism which the author 
could address in a second edition. 

m James Stent 





Durian tales 


A Killing Smile by Christopher G. Moore. 
White Lotus, Bangkok. Baht 295 (US$11.50). 
Waylaid by the Bimbos by James Eckardt. 
Post Publishing, Bangkok. Baht 195. 


After dissecting half a 
dozen oriental lands in his 
Video Night in Kathmandu, 
Pico Iyer cried uncle over 
the enigma that is Thai- 
land. "The smiles here re- 
ally give nothing away,” 
he wrote in resignation. 
Left to dwell on the coun- 
try's subtle infectiousness 
to foreigners, Iyer con- 
fessed, "Before one knew 
it, it could work on one 
not just a physical but a 
moral seduction . . . 
Slowly, I saw, the city 
[Bangkok] would unbut- 
ton your beliefs; gently, it 
would unbuckle your 
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WE PRESENT A NEW DUTCH BANK 
OLD. 


THAT IS 


ALREADY 167 


YEARS 





INSTEAD OF TALKING ABOUT HISTORY, 


WE PREFER TO 


The merger between ABN Bank and Amro Bank has 
given the financial world a new Dutch bank. A bank that 
answers to the name ABN AMRO Bank. A name that is 
therefore more logical than might at first appear. 

Equally logical is the fact that, though new, our bank 
nevertheless has a history that goes back 167 years. 

Thanks to this rich history, we are a bank with a rock- 
solid financial base, which has become even stronger as a 
result of the merger. 

To quote a few figures, the ABN AMRO Bank has 
US$ 232.7 billion in assets and US$ 8.5 billion in share- 
holders’ equity. Which makes us one of the world’s top 
20 banks. 

Over the years we have built up a large network. 
Which now comprises more than 1850 branches working 
together in perfect unison in 52 countries. 

At the ABN AMRO Bank you’ll meet people who 
fully realize that business revolves around more than money 


alone. People who know what banking is about, and who 


WRITE HISTORY. 


will also help you with new ideas, optimum service and 
sophisticated products. 

That's what makes the ABN AMRO Bank, literally, a 
world-class bank. With the ambition to become, quite 
simply, the best bank. 

Not by clutching at short term success, but by 
creating the new standard in banking. Because a bank that 
wants to write history can only do so by extending the 
frontiers of banking. 

This is something that we have been doing for some 
167 years. And we intend to carry on doing so for many more 
years to come. To achieve this, a bank has to be conscious 
of the fact that it must repeatedly push itself to the limit. In 


short, settling for nothing less than the best in banking. 


CREATING THE STANDARD IN BANKING. 


۴ ABN‘AMRO Bank 
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For as long as anyone knows, 
Mercedes-Benz have been steering an 
entire industry in the direction of inno- 
vative technology for motoring safety. 

Taking into account every aspect of 
automotive safety, they've never strayed 
from the straight and narrow. 


A case in point is the front seat 


he 
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It has been designed not only to 
be supremely comfortable but incredibly 
safe as well. 

Seat squab, backrest and head 
restraint that are electrically operated to 
allow precise adjustments for the optimal 
driving position. A memory feature lets 


you pre-set your three favourite seating 





The belt restraint system is heigl 


adjustable, so it will fit any body size a 
comfortably and securely as a pair of gloves 
What good is a reclining backrest 
it could break your back during a sudde 
impact? 
To prevent an untoward occurence ‹ 


this nature, our backrest features a safet 
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emind you to keep it locked. 

All of which makes you wonder: if 
hey take so much trouble over a single 
seat, what more the rest of the car? 

Thats why it shouldn't come as a 
surprise that the Mercedes-Benz S-Class 
ias been voted Safest Car in the World by 
he Highway Loss Data Institute in the US. 


Such headway in safety and technology 
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typifies the thoroughness that goes into 
the conception and construction of a 
Mercedes-Benz. 

While aesthetics are invaluable, 
functionality and safety are indispensable. 

That has always been the thinking 
at Mercedes-Benz. 

Which, in turn, is rewarded in the 


way people think about Mercedes-Benz. 


А car of exceptional quality and integrity 
It has to be. Simply because in 
building. as in owning, a Mercedes-Benz 


is lorever. 
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Mercedes-Benz 


| Engineered to move the human spirit. | 
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We Can 


It was sleek and dark. And streamlined 
beyond belief. The Boeing Monomail has been 
called the first modern air transport. 
Its design, revolutionary. All-metal 
construction. A single, cantilevered 
lower wing. Retractable landing gear. An en- 
closed engine. Gone was the notion that only 
brute power could increase an airplane's perform- 


ance. Aerodynamic design had come of age. 








It is being designed entirely on computer. 
With direction from the world's leading airlines. It 
is being built by people who live aerody- 
namics and breathe payloads. Systems 
will be unsurpassed, testing unmatched. 
Airlines will have more seating options than ever 
before. And passengers more head room and com- 
fort than ever imagined. Simply put, the Boeing 


777 will be the most advanced jetliner ever made. 
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scruples.” 

Few writers can resist tackling what lies 
behind the smile, be it via sociological 
studies, adventure fiction or guidebooks. 
Some of the best stabs, however, come in 
the form of an emerging genre of locally 
published fiction by writers who have 
taken up residence in Bangkok. 

Many of these works, from John Hinds’ 
Faces of the Night to John Cadet's Occidental 
Adam and Oriental Eve, play up the farang 
in Happy Land theme of Western men 
with their too-sweet-to-be-true bargirl 
friends, in real life the terminal indulgences 
of ageing Patpong habitues. Even lyer saw 
Patpong as a streetcorner from which to 
ponder why Thailand, riddled with pov- 
erty and prostitution, exploitation and vio- 
lence, is still so likable and seductive. Often 
well-written, these unsung books are like 
Thailand itself: provocative, humorous, 
ironic, contradictory. 

In their appreciation of Thailand the 
two most recent additions to this genre are 
as different as night and day. Christopher 
Moore's Thailand is ultimately a durian. It 
looks evil, it smells putrid, and once 
opened, confirms these initial perceptions. 
Moore peers into the stinking world of bars 
and discovers that they are actually worse 
than they look. 

A Killing Smile starts out as the story of 
a reunion in Bangkok of two former col- 
lege room-mates who had become es- 
tranged years before after one married the 
other's girl. The girl dies, and the loser 
lures his erstwhile rival to Thailand for, the 
reader sniffs, some measure of vengeance. 
Despite this provocative prelude, Moore 
gets lost on the way, first dropping the tale 
for a study of the two protagonists’ char- 
acters, as well as those around them. 

The action then shifts to HQ, modelled 
after the seedy, real life Thermae Cafe, but 
the author soon forgoes that half-deve- 
loped theme for what becomes his true 
purpose, a moral tale. A Killing Smile turns 
into a sermon on the evils of fetid fruit, on 
the horrors of being among the “hardcore,” 
the Western men and Thai women who 
mingle at HQ. 

These thematic spasms leave little intact 
save the tedious preaching. And like a 
proper moral tale, Moore’s ends with the 
good finding redemption, the bad left to 
their hell. The line dividing these extremes 
runs neatly between farangs and Thais, re- 
vealing a nasty streak of racism. Even the 
book’s most hardened farang bar-hoppers 
are innately good and honest, while their 
bargirls are childish, incorrigible, ignorant 
and untrustworthy. The two protagonists 
resolve their feud in trust and friendship, 
while the Thai men they deal with end up 
as evil incarnate. In the end, Moore fails to 
explain why so many people love, just ac- 
cept, or at least are intrigued by the obnox- 
ious durian. 

With a dozen more years in Thailand 
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than Moore, James Eckardt does not even 
try to explain Thais. Yet in his rollicking 
book of stories set in the sleepy southern 
fishing port of Songkhla, Eckardt comes 
closer to the truth about the place. 

Eckardt ended up in Songkhla on a 
motorcycle trip in 1975. By his own ac- 
count, he was sentenced to settle there 
when he married a local beauty, and only 
exaggerated this slightly as the basis for 
his tales. His style tends to outrageous self- 
indulgence, and he is at his best when he is 
being foolish; with farang friends taking on 
the whole city of Songkhla in the water- 
throwing battles of the Songkran holiday; 
and with his macho beach-volleyball team 
challenging and then getting beaten by a 
team of ostensibly inexperienced Thai bar 
hostesses. 


To the jungle 


National Parks of Thailand by Dennis 
Gray, Collin Piprell and Mark Graham. 
Industrial Finance Corp. of Thailand, 
Bangkok. No price given. 

The Birds of Thailand by Boonsong 
Lekagul and Philip D. Round. Saha Karn 
Bhaet Co., Bangkok. Baht 800 
(US$31.50). 


Contrary to popular belief, once one 
has explored Thailand’s temples, 
khlongs, beaches and hill-tribes, one has 
not seen Thailand. These two excellent 
books open the door to a world few 
people, Thai or farang, ever take the time 
to know. The kingdom's extensive sys- 
tem of 63 national parks covers a broad 
range of fertile environments, from 
coral reefs and coconut-palmed beaches 
to steamy lowland tropical jungles and 
cool, montane evergreen forests. Their 
wealth of flora and fauna makes them 
only that much more appealing. 

The Thai park service has done little 
to generate appreciation of the parks 
and involve people in 
protecting them. Na- 
tional Parks of Thai- 
land, authored by 
three long-resident 
foreigners, goes a 
long way towards 
overcoming that. De- 
tails of how to get to 
the parks, where to 
stay, and what to see 
are accompanied by 
fine maps and illus- 
trations. 

For the more in- 
trepid visitor, this 
guide will be a slight 
disappointment: park 
trail maps are not in- 
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The author reserves his nastiness for the 
ubiquitous Hash House Harriers, who | 
maintain a chapter in Songkhla: "This is a 
wretched, loutish, bedraggled nomadic | 
tribe which can be found periodically - 
gallumping half-naked through the jungle, 
blowing horns and whistles and screech- | 
ing their barbaric warcry: 'Onon, Onon. — 
The purpose of this ritual remains obscure, - 
but anthropologists who have penetrated | 
to their jamboree grounds report that much | 
guzzling of crude intoxicants ensues, — 
accompanied by brutish horseplay and | 
the droning of the tribal chant: 
'Downdowndowndowndown.' The tribe, | 
as can be seen, lacks all lyric inventiveness. ~ i 
In fact, there is much scholarly debate as to - 
whether they are capable of human 


speech." m Paul Handley 


cluded. That is hardly the authors’ fault. 
The Thai park service discourages 
visitors from wandering off the main 
roads of the parks. When maps exist at 
all, they are reluctant to provide them. 
The park service is scared that the 
visitor will get lost and they will have 
to go find him, an understandable 
headache. 

That said, this book makes it clear 
that there is a lot to be seen even in the 
most accessible areas of the parks. One 
need not disappear into the deep jun- 
gles to see elephants, civet cats and gi- 
ant hornbills; or splashes of wild or- 
chids and rhododendron. 

Anyone visiting Thai parks should 
include The Birds of Thailand in their kit. 
Thailand plays host to more than 900 
avian species, roughly 10% of the 
world’s total. This makes the kingdom 
one of the finest bird-watching sites 
anywhere. 

This guide serves equally well the 
beginner, the experienced amateur and 
the pedant bent on identifying the 
dozen species of uniformly brown, 
virtually identical warblers. The colour 

illustrations by Thai 
artists are impeccable; 
the layout of the book 
is a marked im- 
provement on the re- 
gional bible, Field 
Guide to the Birds of 
Southeast Asia pub- 
lished 16 years ago. 
There is an excellent 
introduction to the 
Thai physical envi- 
ronment and a co- 
gent, disturbing essay 
on the trend of en- 
croachment and de- 
struction in the coun- 
try's wildlife habitats. 

п Paul Handley 
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Thai dam scheme causes split between rich and poor countries 


Power struggles 





Ву Paul Handley in Bangkok and Susumu 
 Awanohara in Washington 
decision by the World Bank to 
delay granting a US$22 million 
loan to a dam project in north- 
eastern Thailand appears to have 
far-reaching implications for other Asian 
hydroelectricity schemes. It could also 
foreshadow a series of conflicts on envi- 
ronmentally sensitive issues between the 
bank's donor governments and recipients 
in developing countries. 

The withholding of a loan facility for 
the proposed Pak Moon hydropower 
scheme is the first time that the World 

Bank's directors have bowed to pressure 
from non-governmental international lob- 

byists. It represents a triumph (though 
possibly only a temporary one) for the en- 

vironmental lobby, which increasingly is 

to all dam projects. Poorer coun- 

tries, however, usually view hydroelectric 
stations as a major component of their de- 

velopment strategies. 

Malaysian Prime Minister Mahathir 
Mohamad highlighted the issue in a 24 
September speech to the UN, though he 
was not speaking specifically of the Pak 
Moon scheme. "We in the poor countries 
would like to have some cheap hydroelec- 
tric power. But all manner of campaigns 
are mounted against our proposals . . . the 

` World Bank will be used to deprive poor 
countries of cheap hydroelectric power. 
And all this after the rich have developed 
most of their hydro potentials." 

One future project that could be imper- 
_illed is Laos’ pro Nam Thuen 2 dam, 
which would be much larger than Pak 
Moon and which would sell part of its out- 

put to Thailand. Although Laos has no 
"green" lobby, Thai and international ac- 
tivists are preparing to oppose any World 
Bank aid to the scheme. Burma, if it can 
remodel itself politically and economically 
to merit World Bank financing, would 
probably also seek immediate assistance 
with major hydropower projects. 

Ecology groups contend that the build- 
ing of dams floods forests, damages fish 
habitats, destroys farmland and, most seri- 
ously, displaces large populations. The 

dam builders, according to these oppo- 
nents, are often indifferent to the plight of 
people who lose their homes and villages. 

On 10 September, thé World Bank's ex- 
ecutive directors considered Bangkok's ap- 
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The dam in question 


е Е? Mun Dam site 


plication for financial assistance in the 
US$178 million construction of a dam at 
the mouth of the Moon River, about 5 km 
before it flows into the Mekong. The 136 
MW-capacity dam will be 17 metres high 
and the reservoir will cover 60 km? — more 
than half of which is the existing river. 
Under the scheme, about 250 families will 
lose their homes though 4-5,000 people will 
be affected in some way. 

Bank sources say the decision to delay 
action on the loan was directly linked to a 
lobbying campaign initiated by environ- 
mental groups around the world and tar- 
geted at the bank’s US and European exe- 
cutive directors. 

Lobbyists petitioned that the dam's im- 
pact on the environment had not been ad- 
equately studied nor mitigated, and that 
resettlement of people uprooted by the 
project would not be satisfactory. A letter 
sent by the Washington-based Environ- 
mental Defence Fund to US executive di- 
rector Patrick Coady, for instance, argued 
that approval of the project would contra- 
vene bank policies on the effects of deve- 
lopment on local inhabitants. 

The Thai Government, which is hosting 
the annual World Bank meeting from 15- 
17 October, is upset by the delay. But ac- 
cording to Niphat Pukkanasut, who is in 
charge of government borrrowing at the 
Thai Finance Ministry, the project can 
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proceed without outside assistance. 

“We can fund it ourself,” says Niphat. 
“But we went to the World Bank precisely 
to make sure the dam was handled right. 
We wanted [the bank] involved so we 
would have a good environmental impact 
assessment.” By stopping the loan, Niphat 
adds, the world’s developed countries 
were “embarrassing us just at the time of 
the conference.” 

The builder of the dam is the Electrical 
Generating Authority of Thailand (Egat), 
whose poor record of resettling people 
uprooted by earlier dam projects has 
helped generate the controversy. Govern- 
ment officials and pressure groups agree 
that Egat — which zealously guards its 
independence — appears to be contemp- 
tuous of environmental concerns. World 
Bank officers also privately criticise the 
power agency. 

Egat’s uncompromising stance has re- 
sulted in major confrontations over two 
proposed dam projects within the past four 
years. Both Nam Choan and Kaeng Krung 
dams were defeated by, and hence gave 
renewed impetus to, the local environ- 
mental movement. The World Bank re- 
fused to support the projects because of the 
potential damage to the environment. 

Thai Government officials and envi- 
ronmentalists have focused their efforts on 
the World Bank because of its leverage 
over Egat. If the power monopoly accepts 
a World Bank loan, it has to follow stand- 
ards laid down by the lender. 

Vitoon Permpongsacharoen, the head of 
leading Thai environmental lobby Project 
for Ecological Recovery, which has coor- 
dinated the campaign against the Pak 
Moon dam, says: “The World Bank is more 
sensitive than Egat. Their standards and 
Thai Government standards are quite dif- 
ferent. This can help push Thai standards 


up. 

Opposition to the proposed dam has 
focused on several claims: that the dis- 
placed residents would not receive ad- 
equate compensation and care; that the 
dam would have unknown, adverse effects 
on aquatic life in the Moon and Mekong 
Rivers; and that the creation of the reser- 
voir could spread the transmission to hu- 
mans of a blood fluke carried by sea snails. 

Moreover, say these critics, the dam 
would be unn for power genera- 
tion if Egat adopted available energy-con- 
servation measures. 
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The World Bank’s representative in 
Bangkok, Phillipe Annez, argues that all 
those issues were addressed and resolved 
between Egat and the bank's officials be- 
fore top-level approval of the loan was 
sought. Project documents mostly support 
that view. According to bank sources in 
Washington, even some of the executive 
directors who opposed the project 
acknowledged that the Thai proposal had 
been prepared thoroughly. Evidence sug- 
gests that Egat was forced to incorporate 
changes to its proposal. 

Annez says the World Bank has already 
recognised the need for better energy man- 
agement by Egat. In September, it awarded 
funds to the Thai Government to carry out 
studies on demand-management. Experts 
say that over the next decade this could 
eliminate the need for more than 3,000 MW 
of planned new capacity. However, says 
Annez, these projected savings cannot 
quickly enough obviate the need for new 
supply sources such as Pak Moon. 

Vitoon of the Project for Ecological Re- 
covery says that several broader issues still 
need to be addressed. For Thai activist 
groups, the immediate issue is how the re- 
settlement of, and compensation to, up- 
rooted villagers is being handled. "The 
Thai Government has never been success- 
ful in resettlement programmes," says 
Vitoon. While the people around Pak 
Moon will have their lives disrupted, say 
these critics, the benefits are enjoyed in the 
energy-consuming areas, principally Bang- 
kok. 

The Thai group's links with interna- 
tional counterparts helped build Pak Moon 
into a global campaign. In the US , the de- 
cisive factor was a report on the proposed 
dam by Mark Rentschler, an officer of the 
US Agency for International Development 
(USAID). 

Rentschler's recommendation against 
the project, after a two-week review in 
Thailand in August, played a crucial role 
in the voting stance of US executive direc- 
tor Patrick Coady, sources say. World Bank 
officials say Rentschler 
lacked the necessary ex- 
pertise, conducted only a 
cursory analysis of the is- 
sue and that he "had his 
mind made up before he 
went to Thailand." Bank 
officials issued a strong 
point-by-point rebuttal of 
the USAID report. 

However, US officials 
said the study reflected 
the concerns of several 
agencies that the bank 
was not fulfilling its own 
evaluation requirements. 
They denied that the 
Rentschler report took a 
strong pro-environment 
stand. However, the re- 
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Annez: issues resolved. 





Moon dam protesters: developed and developing world views differ on environment. 


port was leaked to environmental groups 
shortly after its completion and was used 
as ammunition in attacking the dam 
project. 

Activists say the Pak Moon proposal 
was singled out because it is one of the 
first dam projects to come under the new 
guidelines formulated by the World Bank. 
These stricter rules on environmental as- 
sessment follow the notorious bank-funded 
Narmada (Sardar Sarovar) dam project in 
India, which was begun in 1985. Bank offi- 
cials acknowledge that the resettlement of 
a large number of people was woefully 
mishandled, and provided easy ammuni- 
tion for the anti-dam lobby. 

But, according to one non-bank critic of 
the Thai campaign, "in splitting hairs over 
Pak Moon, [the environmentalists] have 
ignored that China has just signed with the 
bank for financing of the third-biggest 
hydropower dam in the world." The 
US$1.9 billion Sichuan dam will be half- 
financed by the World Bank. "China's 
record on environmental protection is far 
worse than Thailand's," says this critic. 
China, however, lacks a significant envi- 
ronmental movement. 

The Pak Moon issue 
* laid bare the split between 

the developed and devel- 
oping world, with oppo- 
sition to the loan coming 
from the richer countries. 
That is partly because en- 
vironmental groups in 
developing countries have 
little leverage over their 
representatives at the 
World Bank; and partly 
because developing coun- 
tries rarely vote against 
the projects of other 
poorer countries. 

The success of the en- 
vironmental movement 
poses problems for coun- 
tries proposing big dam 
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projects which they cannot finance with- 
out external assistance. The World Bank 
historically has been involved in some- 
capacity in about 10% of all dam projects 
in the world. Dam-related cumulative 
lending appears to be as much as 20%; in 
1989 it was roughly 10%, excluding 
projects related to water supply and sew- 
erage. 

Environmentalists such as Vitoon ac- 
knowledge that when the bank is involved 
it can play a useful role in acting as a lever 
against member governments and their 
agencies. As an example, Egat has acqui- 
esced in the bank's insistence that it use 
expensive smoke-cleaning scrubbers in its 
next Mae Moh coal-fired power plant. It 
had earlier snubbed Thai Government re- 
quests on the subject. 

For its part, the bank sees the need to 
keep lines open to environmental activists. 
"They keep governments and financing 
institutions honest," one Washington 
staffer says. The environment director at 
the bank, Mohamed El-Ashry, adds: "The 
bank's partnership with the Thai Govern- 
ment has been useful and constructive, a 
model of how an effective environmental 
assessment can be done. It would be a pity 
if the relationship is damaged." 

During the bank's annual conference, 
the Pak Moon project will be the subject of 
a seminar, and a trip to the site will be 
made by delegates. Some time afterwards, 
the loan application will again be reviewed. 

As a face-saving device, US government 
officials are suggesting setting up an in- 
ternational panel of independent specialists 
to monitor the project. So far the Thai Gov- 
ernment has resisted, saying it is establish- 
ing its own committee under the prime 
minister. However, observers expect the 
Thais to agree to the US suggestion to 
break the impasse. Nevertheless, that will 
only temporarily paper over fundamental 
differences on environmentally sensitive 
issues between the World Bank's donor 
and recipient countries. " 
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AVIATION 


US air safety move has far-reaching implications 


Costly reversal 





By Michael Westlake in Hongkong - 
T he announcement by the US Federal 





Aviation Administration (FAA) of a 

full-scale safety review of thrust re- 
versers — the devices which slow an air- 
craft after landing — has lit a slow-burning 
fuse under the aviation industry world- 
wide. The latest move to tighten air safety 
follows an investigation of the Lauda Air 
crash in Thailand in May. 

Although Asian airlines will not face 
much immediate impact from the mea- 
sures — only seven aircraft in the region 
will have to be modified — the review is 
almost certainly the prelude to wider 
modifications and redesigns of thrust re- 
versers. The likely legal battles among air- 
lines, aircraft builders and safety agencies 
will raise the costs of doing business. 

Investigation of the Lauda disaster, 
which involved a Boeing 767-300 aircraft 
that was only a year old, has shown that a 
thrust reverser may have deployed in 
flight, causing a loss of control. 

The FAA, in a flurry of sometimes con- 
tradictory directives, has ordered that re- 
versers be rendered inoperable on all 
Boeing 767s with Pratt & Whitney PW4000 
engines, whose reversers are designed by 
Boeing and made by Rohr Industries. Only 
four such aircraft, out of a total of 13 
worldwide, are operated by Asian carriers: 
two by Peking-based Air China and two 
by Royal Brunei Airlines. 

An extension of the FAA order, to cover 
inspections and replacement of parts of 
reversers on Boeing 757s with PW2037 
engines, will also have minimal immediate 
impact in Asia. Only three 757s in service 
in the region have the PW2037 engine, out 
of a total of 193 worldwide. All are at 
Shanghai Airlines. Although their reversers 
have control valves similar to those which 
may have malfunctioned on the Lauda jet, 
they are fitted with additional safety de- 
vices — thus obviating the need to disable 
their reversers. 

An earlier FAA directive, issued on 16 
August following tests by Boeing, would 
have had far wider implications. That or- 
der called for reversers to be "locked off" 
on Boeing 767s with various models of 
engine made by all three major manufac- 
turers — Pratt & Whitney, General Electric 
and Rolls-Royce. Although earlier 767s 
with different systems were exempted, a 
total of 115 Asian-based aircraft would 
have been affected. 

Asian carriers flying various models of 
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the European-made Airbus have also been 
let off the hook. The reversers on these air- 
craft, of which there are 205 in service in 
Asia, operate differently — but there had 
been concern that, like the 767 and 757, all 
Airbus models currently in service are 
twin-engined. 

The FAA has meanwhile cleared all four- 
engined aircraft. This includes the Boeing 
747-400 “jumbo,” despite the fact that its 
reversers are "essentially the same," ac- 
cording to the FAA, as those on the crashed 
Lauda jet. Wind-tunnel tests showed that 
because of aerodynamic differences, acci- 
dental deployment of a reverser was less 
threatening to a four-engined aircraft than 
a twin-engined one. 

In the longer run, however, the FAA's 
decision to take a hard look at all reverser 
systems raises fears that a generic design 
long considered safe may have to be exten- 
sively modified. 

The FAA itself has also come in for criti- 
cism and scrutiny. Not only was its an- 
nouncement of the review an about-face 
from its previous stance, but there are now 
deeper questions about whether its testing 
and certification procedures are sound. 

The situation recalls the FAA's demon- 
strated inadequacy and panic over acci- 
dents involving the McDonnell Douglas 
DC10 in the 1970s. And for air safety, the 
ramifications may be as far-reaching as 
those which followed the disasters that be- 
set the British Comet airliner in the 1950s. 
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A major row has already emerged be- 
tween the FAA and the US National Trans- 
portation Safety Board (NTSB), which in- 
vestigates aircraft accidents and makes 
safety recommendations to the FAA. 

NTSB investigators were among those 
who combed through the wreckage of the 
Lauda jet, and who found that one engine's 
thrust-reverser was deployed. This bore 
out comments by the pilots, preserved on 
the cockpit voice-recorder, that the reverser 
had deployed in flight. 

Several factors, however, worked 
against establishing this as the likely cause 
of the crash (the official verdict has yet to 
be pronounced). For a start, two other 
theories — a bomb explosion, or a fire in 
the hold — muddied the investigation until 
they were disproved. 

Moreover, the FAA was heavily influ- 
enced by the fact that tests which it and 
Boeing performed while certifying the 767 
had shown it to be controllable even if one 
reverser deployed in mid-air. Additionally, 
reversers were required to be fitted with 
devices designed to prevent accidental de- 
ployment, as well as sensors that would 
automatically cut the power to an engine if 
all else failed. 

These factors caused the FAA to express 
confidence in the 767-PW4000 configura- 
tion even while it was notifying airlines to 
check reverser sytems on these aircraft — a 
position which the NTSB in early August 
called unacceptable. The NTSB said Boeing 
tests showed that a combination of faults 
could cause a reverser to deploy. 

More importantly, it said the earlier 
tests of in-flight deployment had been at 
low speed, low altitude and idle thrust. The 
Lauda disaster had happened at high 
speed and thrust while climbing to high 
altitude, where the effects would be far 
more violent. Not only that, but the engine 
sensors designed to cut off power would 
take 6-7 seconds to have an effect, whereas 
the Boeing tests showed an aircraft would 
be uncontrollable after three seconds. 

Further tests by Boeing, showing how 
contamination of a hydraulic system might 
cause a reverser to deploy accidentally, 
bolstered the NTSB's position. The FAA re- 
sponded with its 16 August order for re- 
versers to be locked on a large number of 
767s. Many carriers, however, had not had 
time to react before the FAA narrowed its 
directive. 

In theory, aircraft safety is not compro- 
mised by locking-off the reversers. Dis- 
tances needed for stopping after an aban- 
doned take-off or after landing are certi- 
fied without the use of reversers to assist 
braking. However, one of Air China's 767s 
was damaged in August when it overran 
the runway while landing at Stockholm. 
Although the aircraft touched down far 
along the runway, arguably it would have 
been able to stop in time if its reversers 
had been available. " 
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In Seoul one hotel brings 
a sense of Korea's past exquisitely 
into its present. 





Behind 14th Century walls and surrounded 
by wooded gardens, the Shilla is singularly 
dedicated to support of the business 
traveller. Culinary aplomb and recreational 
abundance vie with the quite separate 
gratifications of a 2-storey Duty-Free Hall. 
The Shilla grace now also takes a sophis- 
ticated tropical form at the new Cheju 
Shilla Resort Hotel on Cheju Island. 





m 





Hotel Shilla 


Seoul, Korea 


one of The Jeading Hotels of thé World” 


202. 2-Ga, langchung-Dong, Chung-Ku, Seoul, Korea 
Tel: 2303-114, 233-3131 Tix: SHILLA K24160 Fax: 233-5073 








eservations: *Hotel Shilla Sales Offices: New York (800) 221-2094, London (81) 862-9331, Tokyo (03) 3586-7571. Osaka (06) 271-7571 T 
ukuoka (092) 712-7571. *The Leading Hotels of the World: Hong Kong 548-3928, Singapore (65) 737-9955, Sydney 233-8422 } 
kyo (03) 3797-3631. Utell International. *Airline Access Codes; APOLLO LW 8419 SABRE LW 4748. PARS LW 01808. DATAS II LW 1808. International о 2 Okura Chain 
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South Korean building firms: few bargaining chips. 


INDUSTRY 


South Korean builders make littie headway in Japan 


Stuck on square one 





By Louis Louise | do Rosario in Tokyo — 


outh Korea’s builders are having a 

hard time breaking into Japan’s con- 

struction market, despite having the 
second-biggest foreign presence after the 
US. Whereas Washington’s political muscle 
has helped US firms gain a small share of 
local contracts, the South Koreans so far 
have little to show for their efforts. 

Two factors, however, are likely to push 
the issue of market access high up the 
agenda when Seoul and Tokyo next hold 
trade talks. 

First, with Japan committed to spending 
¥430 trillion (US$3.3 trillion) on public 
works during the next 10 years, South 
Korean builders are expected to lobby their 
government to exercise greater persuasion 
on their behalf. Second, with contracts in 
the Middle East drying up after the boom 
of the 1980s — which proved a pheno- 
menal success for South Korean firms — 
they need a new market to sustain a high 
level of overseas earnings. 

Seoul, however, is unable to match 
Washington’s leverage on economic issues. 
For one thing, the US provides Japanese 
companies with relatively free access to its 
construction market — the world’s biggest 
— and is therefore in a good position to 
demand reciprocal treatment. South Ko- 
rea’s market, by contrast, remains pro- 
tected and is much smaller; the Japanese 
presence there is negligible. 

In addition, Seoul is less able than 
Washington to threaten retaliation if its 
demands are not met. Imports of Japanese 
components and machinery are essential 
to enable South Korean manufacturers to 
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maintain their export growth. 

South Korean developers also know 
that they have less to offer than their US 
counterparts as far as building technology 
goes. And the advantages of low labour 
and raw-materials costs are denied them 
in Japan because of Tokyo's strict immi- 
gration and import requirements. 

Ten South Korean construction firms 
have gained building licences in Japan 
since access started to ease in 1987-88 un- 
der US pressure. But none of the firms won 
any of the public contracts that were 
opened to foreign bids in tendering for 
projects such as the Tokyo Bay develop- 
ment and Osaka's Kansai International 
Airport. 

US construction firms, however, had 
won public contracts worth Y59.9 billion by 
the end of April this year. The deals, for 
procurement, consulting and construction 
services, mostly followed bilateral negotia- 


Contrasts in construction : 


Foreign orders as % of total orders, 1989* — 
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tions, often backed by US threats of repris- 
als if Japan failed to consider foreign bids. 

Despite Tokyo's concessions, many ob- 
stacles still confront foreign developers in 
Japan. “The market is in theory open,” says 
Chung Byung Hak, an executive director 
of Daewoo Corp. in Tokyo. “But the in- 
visible barriers are so formidable that even 
if we are given a contract to build a 20- 
storey building in Japan, we cannot easily 
accept it.” 

These barriers range from cross- 
shareholdings between developers and 
their long-time subcontractors to outright 
rigging of tenders due to collusion among 
local firms. “We have a lot to learn about 
Japanese laws, organisation, business 
practices and how to cultivate friendship 
too,” Chung admits. 

Another problem is the technology gap 
between Japan and South Korea, a disad- 
vantage Koreans readily acknowledge. Ja- 
panese builders possess some of the most 
sophisticated technologies for constructing 
so-called “intelligent” buildings and earth- 
quake-proof skyscrapers equipped with 
ultra-modern communications. By contrast, 
South Korean firms still use labour-inten- 
sive construction methods, industry ana- 
lysts say. 

South Korean builders in Tokyo believe 
their best bet is to team up with their 
Japanese counterparts. US firms with ad- 
vanced engineering, design and other 
services to offer have struck a number of 
such partnerships: Overseas Bechtel with 
Taisei, Ralph Parsons with Shimizu and 
Fluor Daniel with Obayashi Corp. These 
link-ups bring access to services and in- 
formation normally denied outsiders 

Some South Korean companies have 
started taking a similar approach, but so 
far only on a few small projects. Moreover, 
the partnerships end when the project is 
finished. 

Kukdong Construction, which has been 
discussing a ¥90 million equity joint ven- 
ture with Osaka-based Saimon Construc- 
tion, is an exception in seeking a longer- 
lasting relationship. 

One reason why it could pay Japanese 
builders to help their South Korean rivals 
is to get reciprocal help in overseas mar- 
kets. South Korean construction firms have 
been more active abroad than the Japan- 

In 1989, for example, South Korea's top 
five builders obtained 31% of their total 
orders overseas; Japan's top five develop- 
ers got only 6% of their orders abroad. 

“We can provide the hardware, such as 
building materials and labour, at competi- 
tive prices, while the Japanese can provide 
the software, namely technology," 
Daewoo's Chung says of the partnership 
possibilities. 

Prospects for such cooperation in Japan 
itself, however, are not bright because the 
Japanese fear that the South Koreans will 
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Multiple Asset Performance (MAP) is a quantitative 
computer driven asset allocation strategy previously only 
available to large institutional investors. 

MAP Guaranteed 1996 (the Fund) offers the 
attractive return potential of the MAP strategy linked 
with a structure designed to provide an assured return of 
your initial investment at maturity. 

The power of MAP is such that, without any predictions, it 
n d ect the allocation of the portfolio's asset classes so that 
the net retum of the entire portfolio approaches the return of 
whi hever asset performs the best. 


MAP Simulated Return. f june 1986 - 31 May 1991 


AR TOTAL RETURN — 


Past performance is no guarantee of future results and the 
value of your shares can go down as well as up. 





The Fund's portfolio will comprise five internationally 
diversified asset classes; US Stocks, 
Oil, Japanese Stocks and US Treasury Bonds. 

To achieve its objective, MAP uses modern options 
pricing theory to synthetically create option characteristics 
through an active allocation strategy. 

The chart demonstates the simulated return of the Fund 
over the past five years. Over this period, the Fund would 
have outperformed the best performing asset class due to a 
facility which enables the Fund to trade US$150 for each 
US$100 invested. 

E D & F Man International Limited, in co-operation 
with Gifford Fong Associates, is making MAP available 
publicly for the first time. The E D & F Man Group is a world 
leader in derivative investment products with approximately 
US$1 billion under advice. 




























Which ofthese will perform best in the next 5 years? j 
MAP provides an answer. | 


Deutschmark Bonds, 


Japanese Stocks US Bonds 


Gifford Fong Associates, a subsidiary of the Prudent 
Insurance Company of America, is a pioneer in the highly 
sophisticated quantitative risk management field whose pro 
ducts direct the management of more than US$100 billion. 
How to Invest. 

MAP Guaranteed 1996 shares are on offer from 
15th October until 16th December 1991. If you would like 
more information on how to participate in the MAP strategy. 
within a structure designed to provide for the return of your. 
investment at maturity please contact any of the offices listed: 
below or return the coupon. 
London: Michael Quenington Tel: 444 (71) 626 8788 

Fax: 626 6458 


Bahrain: John Kelly Tel: +973 533288 
Fax: 533078 

New York: Annette Cazenave Tel: 41 (212) 912 8714. 
Fax: 912 0040 

Hong Kong: Anthony Hall Tel: +852 5212933 
Fax: 537 1205 


The offer of shares will not be available to persons resident in the UK or 
Australia, or citizens of the USA. The fund will be advised by Man GFA 
AG, a subsidiary of E D & F Man International Lid., who are regulated 
by the Securities and Investments Board in the United Kingdom. 
Redemptions are made monthly at Net Asset Value but will be subject.ta i 
redemption penalties. Unless the investment is held to maturity you may 
not get back the whole of your original investment and movements in 

rates of exchange between currencies may affect its value. ; 


MAP GUARANTEED 1996 
To: Robin Creswell, International Sales Manager 
ED & Е Man International Ltd., Sugar 


ys 
Lower Thames Street, London EC3R 6DU, England. 


Please send me more information, a prospectus and 
application form for the MAP Guaranteed 1996 Fund. 
I note the offer period is from 15th Oct to 16th Dec 1991. 


Surname 





First Name _ 


Address 








Country — 22 Те! 
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become too competitive. “If the market is 
genuinely open, the Koreans will underbid 
everybody,” says an industry source. That 
prospect particularly worries Japan's small 
and medium-sized builders. 

Nonetheless, Shuichi Machida, a direc- 
tor at the Ministry of Construction who is 
in charge of market access for foreign firms, 
believes South Korean companies will see 
their business increase. ^They started with 
the small projects and will get the bigger 
ones eventually. Like Japanese firms, they 
are committed to a long-term investment. 
Also, there is little communication prob- 
lem: every Korean I meet speaks Japanese 
fluently," he says. 

Until recently, South Korea's corporate 
presence in Japan was limited to a handful 
of trading companies. But South Korean 
builders, among the most aggressive in 
the world in pursuing overseas projects, 
moved into the market on the back of 
Washington's initiatives in the late 1980s. 

Besides the 10 South Korean companies 
that have already obtained licences to do 
business in Japan, another 10 are awaiting 
licence approval, according to Park Kyung 
Boo, who is in charge of construction mat- 
ters at the South Korean Embassy in To- 
kyo. 

The US presence, by comparison, com- 
prises 12 US-based firms and another 11 
affiliated with US interests who have con- 
struction licences. Another eight US firms 
have architectural licences. Other countries 
have a much smaller representation. 

While South Koreans struggle to get 
public contracts, they have managed to win 
an estimated US$185 million worth of 
business in the Japanese private sector. But 
these projects, involving companies such 
as Hyundai Engineering & Construction, 
Daewoo and Samsung Construction, are 
mostly related to Korean interests in Japan. 
They include a Korean school in Tokyo 
and South Korea's consulate in Fukuoka. 
The biggest project won so far is a ¥3.9 
billion office and car-park building in 
Tokyo, subcontracted to Hyundai by 
Kajima, one of Japan's largest construction 
firms. 

Daewoo, meanwhile, has been forced to 
abandon several projects — together worth 
about US$120 million — for which agree- 
ments were concluded with the now- 
bankrupt Itoman Corp. in late 1990. 

South Korean builders continue to hope 
that Japan's labour shortage will encourage 
it to ease restrictions on foreign manual 
labour, a move that would enable the 
South Koreans to compete more effec- 
lively. 

But with Japan's economy slowing and 
given Japan's long-held worries about 
opening the floodgates to foreign workers, 
this prospect is still remote. And even if it 
happens, it may be other Asian countries 
with yet-cheaper labour who get the be- 
nefit. в 
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INVISIBLE HAND 


Filling the vacuum 


A couple of years ago, a study by the Asian Development Bank (ADB) lauded the 
ingenuity shown by informal financial institutions. Deposit takers, credit coopera- 
tives and the like flourish throughout Asia — particularly where governments 
have saddled banks and other supervised lenders with excessive regulation. 

Useful though they may be, informal lenders are also open to spectacular abuse. 
The ADB, however, suggested that rather than try to crack down on informal fi- 
nance, governments would do better to make the formal institutions more attrac- 
tive to consumers. 

It is a message which the Pakistan Government appears to have taken to heart. 
Prime Minister Nawaz Sharif is, on the one hand, trying to improve Pakistan's 
banks while, on the other, resisting for a central-government bail out of 
a slew of self-destructing credit cooperatives in Punjab province. 

The cooperatives were outside the control of the Ministry of Finance and the 
State Bank of Pakistan, the central bank. They had collected billions of rupees of 
deposits over the past six years by offering higher returns and better service than 
were available from Pakistan's dismally run state-owned banks. 

Typically, they would offer returns of 18-20% on fixed deposits, more than 
double those available from regulated banks. Their 
staff was courteous and well-motivated, largely 
because salaries and titles were determined by the 
size and number of deposits they attracted. Politi- 
cians, businessmen and landowners were courted 
as customers, and in some cases as directors, with 
offers of preferential loans. Their modus operandi 
was not unlike that of Pakistan's most famous fi- 
nancial institution, Bank of Credit & Commerce In- 
ternational. 

But it was not an act they could keep up. Ulti- 
mately, an inadequate return on assets could no 
longer support the excessive rewards to depositors. 
Their demise was hastened by political infighting 
between the Sharif government and the opposition 
Pakistan People's Party, which has accused the 
family concerns of senior coalition ministers (in- 
cluding Sharif) of failing to repay large loans. 

As a result of their collapse, as much as Rs 16 
billion (US$647 million) in deposits may be at risk. 
The leading victims — as in Thailand's chit-fund scandal in the late 1980s, or the 
bankruptcy of Taiwan's illegal investment houses in 1990 — are widows, pension- 
ers, civil servants and military men who cannot explain their income. 

The Sharif government has mumbled a bit about bringing the cooperatives 
under central-bank supervision, but appears cool on the idea of more than a partial 
Rs 2 billion bail out. It is, after all, already under fire from the IMF for excessive 
transfers to provincial governments, the authorities supposedly responsible for 
overseeing the cooperatives. While it may be forced eventually to pay out some 
cash to save its own political skin, the government is instead trying to prevent such 
scandals in future by shaking up the formal sector. 

It has already partially privatised two of the five state-owned banks and in late 
August granted 10 new private bank licences, the first since banks were national- 
ised in 1974. It has effectively raised the rates available to bank depositors by 
reducing its own claims on the state banking sector. And it has brought under 
central-bank control a handful of investment banks, leasing companies and Islamic 
finance houses known as modarabas. 

The reforms show that the government is at last moving to fill a vacuum which 
for the past 20 years or so it has denied existed. Improving regulated institutions 
offers longer-lasting rewards than the alternative — trying to stamp out the back- 
street lenders whose existence is a measure of the banks' inadequacy. 

ш Jonathan Friedland 


Sharif: bank reforms. 
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ANOTHER LATE NIGHT at THE OFFICE. 


x) There you are, 43,000ft above sea 


level working your way through the latest 


episode of “The Never Ending Contract” saga. 


While you do, spare a thought for 
those business travellers who are 
working their way slowly towards 
the check-in desk and a headache. The ones 
who won't be catching a flight that’s geared 
to suit their schedule 

The ones who have no control over the 
shape, size and configuration of the seats 
they'll be occupying - let alone the sort of 


company they'll be keeping 


Corporate Aircraft Sales 





(HTF 29). British Aerospace (Commercial Aircraft) Ltd, Comet Way, На 


Hardly surprising then, that a growing 
number ot key executives are sparing more 


than a thought for corporate travel 


Pe, TO help you evaluate the advantages 


= of owning and operating a business jet, 


we've launched the British Aerospace 
Guide to Corporate Travel 

For your copy, simply send or fax your 
business card 

You'll find it makes compelling late 
night reading 


BRITISH AEROSPACE Sm, 
CORPORATE JETS 


d ALIO ITL, England. Fax 











Unisys Infolmage Solutions. Take the paper out of paperwork. 


Checks, blueprints, claims, signed 
authorizations, and correspondence — 
images vital to business and government. 

And up until now, it's paper that's choking 
the information process. All because, unlike 
numbers and letters, images couldn't be 
manipulated electronically. 

Quick access to documents, sharing 
them, moving them around and doing it cost 
effectively is what the Unisys Infolmage suite 
ofimaging solutions is about. They're practical, 
modular solutions that fit easily into your 
existing information system, no matter whose 
name is on it. 

Practical — because Unisys recognizes 
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that not all documents are the same: 
CUSTOMER FILES. Documents with 
signatures or hand-written annotations that 
couldn't be stored or sent electronically are 
now efficiently handled with Infolmage 
solutions. With online access, you can respond 
faster to customers, process applications 
more quickly, handle claims more efficiently. 
CHECKS. Unisys InfoImage IIPS dramati- 
cally changes the way financial institutions 
handle paper and process checks. It reduces 
the heavy backroom staff burden and 
increases payment processing speed. 
LARGE DOCUMENTS. Infolmage solu- 
tions even capture oversized drawings and 


allow any organization quick access to a 
complete and accurate set. From engineering 
to purchasing to the shop floor. 

Infolmage solutions from Unisys. They 
take the paper out of paperwork. 


1991 Unisys Corporation 
Infolmage is a trademark of Unisys Corporation 


We make it happen. 


SALES OFFICES: Hong Kong 831 3800. China 831 3800. Taiwan (2) 735 4567. Singapore 224 8333. Korea (2) 768 1114. Thailand (2) 260 7460. Malaysia (3) 232 2988. Philippines (2) 852 O11. India (22) 493 3560 
DISTRIBUTOR OPERATIONS: Indonesia PT Praweda Cipta Karsa Informatika 799 8844/5. El Nusa Komputer 59 6411/59 7378. Pakistan Business Automation Pvt. Ltd. 521 062. Bangladesh Primax Computers 
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C C Very Dusit. 


Very relaxing in bustling Bangkok to 
enter calm, airy world of The Dusit Thani. 

Very ideally located in the centre of 
the city. 

Very luxurious the guest rooms and 
suites. Very rich the decor. Very traditional 
the Thai opulence. 

And very deliciously appetising the 
eight restaurants. 

Very lively the Bubbles Videotheque. 

Very sophisticated the Library 1918 
(read novel over cocktail). 

Very stimulating the Fitness Centre 
(gym, tennis, squash), (from time to time). 

Very courteous the service (always). 

Verily, there is nothing that quite 


compares with The Dusit Thani. 


The Dusit Thani 


— BANGKOK - THAILAND — — —— 


RUNNER-UP, HOTEL OF THE YEAR 1991 AWARD 
GIVEN BY EXECUTIVE TRAVEL MAGAZINE 


The Dusit Thani, Rama IV Road, Bangkok 10500, Thailand. Tel : (66 2) 236-0450-9, Telefax : (66 2) 236-6400 & 236-7238, Telex : 81170 TH & 81027 TH 
In Hong Kong : 15/F Siu On Commercial Bldg. 245 Des Voeux Road West, Hong Kong. Tel : 852-548 1110, Telefax : 852-546 4175 
In Singapore : 268 Orchard Road, 19-05 Yen San Bldg., Singapore 0923. Tel : 65-732 6433, Telefax : 65-732 8579. 
In Tokyo : с/о SRS Tokyo Office, Imperial Hotel Tokyo 1-1, Uchisaiwaicho, 1-Chome, Chiyoda-ku, Tokyo, Japan. Tel: 03-3591 8012, Telefax: 03-3502 7619 
Mucit Hatel« and Resorts + Banekok + Chiane Mai * Phuket + Pattava * Chiang Rai • Cha-Am/ Hua Hin * Hat Yai + Projects • Chachernesao + Jomtien, Pattava + Korat + Samui * Krabi 
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Do some banks 
have a real advantage? 
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Е Collect a bonus 
\ consult the expert 


Most relationships profit from conti- work more as а career than just a job. They 
nuity. This is especially true in banking. know they'll be working for you on a per- 
Customers are interested in a personal manent basis. 
banker One they trust. A person that is This is one of the reasons why UBS is 
familiar with their business and works effi- Switzerland's leading bank and one of only 
ciently, giving sounder advice and making a few AAA banks in the world. 


quicker decisions 
The experts at UBS tend to see their 


UBS. The bank of experts. 










78% Union Bank 
(о >) of Switzerland 





UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Sydney, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 
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Asian PC makers struggle as sales slump 


Computer crash 


By Bob Johnstone in Tokyo, Mark Clifford 
in Seoul and Chris Brown in Taipei 


sia's once high-flying personal 
A == industry is in serious 

trouble. Export markets are flat, 
competition is savage and profit margins 
have collapsed. The slump comes after five 
consecutive years of explosive growth for 
the companies, mostly on the back of a 
surging US market. 

In 1985, International Business Ma- 
chines Corp. (IBM) and Apple Computer 
held half the US market for personal com- 
puters, with other US makers accounting 
for much of the remainder. By 1990, IBM- 
compatible personal computers made by 
Asian companies had won more than 50% 
of the US market. And that figure does not 
include products made for US companies 
on an original-equipment-manufacturing 
(OEM) basis. 

The US currently accounts for one out 
of every two personal computers sold. Last 
year, according to market researcher 
Dataquest, the US personal computer 
market was valued at US$23.7 billion. This 
year, it predicts the market will grow 4%, 
down from double-digit annual growth 
since the mid-1980s. 

To improve sales, IBM, Apple and 
Compaq Computer Corp. earlier this year 
slashed prices 40%. Because these compa- 
nies control more than a third of the US 
personal computer market, the move 
shook computer makers in Asia. Small 
Taiwan makers, hardest-hit by the price 
cuts, have seen their profit margins dwin- 
dle to almost nothing. Some of these com- 
panies have already closed their doors be- 
cause of their inability to compete. 

Small South Korean personal computer 
makers are hurting, too. So are their larger 
domestic rivals, but because these compa- 
nies are offshoots of conglomerates, they 
can rely on deep-pocketed parents to see 
them through. 

Even Japanese manufacturers of per- 
sonal computers are having a difficult time. 
Although better-positioned than Taiwan 
and South Korean makers because of their 
leading-edge components and skill in 
miniaturisation, their profits are also being 
pinched because of their dependency on 
the US market. 

“When [the US computer makers] 
slashed their prices, second-tier companies 
such as ours did not have any place to go,” 
an executive of a South Korean computer 
manufacturer says. "It's more or less the 
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same for all of the PC makers in South Ko- 
rea." 

Most Taiwan manufacturers of personal 
computers are struggling. A handful of 
companies have tried to increase earnings 
by introducing notebook computers or 
high-end workstations, but these products 
have yet to make up for the market slump. 

Taiwan's Market Intelligence Center 
(MIC), a government-backed research unit, 
says personal computer exports in the first 
half of 1991 rose 3096 from a year earlier to 
1.2 million units. The value of these exports 
grew 17% to US$844 million. 

The statistics, however, hide the fact 
that many personal computer makers are 
incurring losses or are near to doing so 
because of price cutting. MIC manager 
Vincent Kuo estimates that the industry 
has seen its gross profit margins drop to 


still increasing i 
y y ۴ E 





Personal computers 


8% from 15% in 1989. He says net profit 
margins for exports have collapsed to 1% 
from around 5%. 

The contracted US market has forced 
Taiwan companies to re-evaluate their 
strategies and consider new marketing 
techniques. Acer Inc., Taiwan's largest 
manufacturer of personal computers, has 
introduced a new brand name, Acros, in 
the US in a bid to target the mass-mer- 
chandising channel. Priced at under 
US$1,000 each, Acros machines can be as- 
sembled at Acer’s US factory in a few 
minutes. 

Acer is hoping such innovations will 
help its bottom line quickly. In the first half 
of this year, Acer posted an after-tax loss of 
NT$139 million (US$5.2 million) on nearly 
flat revenue of NT$6 billion. A year earlier, 
the company had an after-tax profit of 
NT$184 million. 


FAR EASTERN ECONOMIC REVIEW 


Mitac International, Taiwan’s No. 2 
personal computer maker, has fared better 
than Acer. In the first half its after-tax 
earnings fell 20% from a year earlier, but 
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revenue jumped 42% to NT$3 billion. Mitac [ 


expects sales to increase substantially in the 
fourth quarter and next year thanks to its 


s 


new line of notebook computers. It also. 


plans new pen-based and palm-top com- 
puters. 


* 


“At the beginning of this year, there — 


were a lot of companies who were just 
noise-makers," says Clement Lin, vice- 
president of Mitac's personal computer 


product division. “They didn't manufac- _ 


ture notebook PCs, but they were quoting 


prices lower and lower. Now prices have — 


about stabilised." 

One trend facing Taiwan's personal 
computer makers is a move away from the 
US to Europe. Since the mid-1980s, they 


annually exported more than 40% of their — 
personal computers to North America, but 


in the first half of this year the figure was 
cut to 36%. Exports to Europe in the first 
half rose a few points to 40%. 


Industry executives say the European . 
market will become increasingly important _ 
for notebook computers because Taiwan . 


companies can offer a price advantage. But 


they point out that this does not mean that 


the US market will be taken less seriously. 
Mitac, for example, is planning to build 
assembly lines in the US. 

South Korean manufacturers are also 
being squeezed. Koryo Systems won a Sil- 
ver Tower Trophy in the country's 1990. 
annual export awards in recognition of its 


position as the country's fifth-largest per- _ 


sonal computer maker. The company went 
out of business on 8 October, the victim of 
bland offerings in an increasingly com- 
petitive industry. 


Finances are not much better at other - 


South Korean computer makers, especially 
OEM companies that rely on contract 
manufacturing for a substantial part of 
their business. OEM companies typically 
compete on price, and because South Korea 
is no longer a cheap-wage country, com- 
panies without strategic alliances or control 


of their sales and marketing arrangements _ 


are likely to face continued tough times. 

Making matters worse, this year's ex- 
ports of personal computers are expected 
to fall 17% from a year earlier to 1.2 million 
units. Only one company, Trigem, is ex- 
pected to improve or break even on over- 
seas sales. Samsung Electronics, an affiliate 
of the country's largest business group, is 
expected to post a loss of US$40 million on 
personal computer exports of US$200 mil- 
lion, according to sources familiar with the 
company. 

The South Korean market for personal 
computers is a little better, at least in vol- 
ume terms. Domestic sales this year are 
expected to grow 15% from a year earlier 


to 600,000 units. But revenue will be flat or — 
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perhaps even decline because of the price- 
cutting. In the first seven months of this 


. year, the average computer price in South 


Korea fell 29% from the average year-ear- 
lier price to Won 750,000 (US$1,010), the 
Electronics Industry Association of Korea 
(EIAK) says. 

A reflection of the concern about the 
health of the South Korean computer in- 
dustry occurred when jittery investors 
dumped Trigem shares in late September 
on rumours that the company faced serious 
cash-flow problems. Executives at Trigem, 
South Korea's largest personal computer 
company, dismissed the reports, and the 
share price has rebounded. 

Executive director Kim Jin Do says 
Trigem will be profitable this year, though 
he admits that earnings will be lower than 
last year's net income of Won 77 billion. 
"[Earnings] will be less than last year," he 
says, "but not much less." 

Trigem was rocked in 1990 by a 68% 
decrease in overseas sales of computers 
and peripherals. This sharp drop reflected 
sagging OEM orders from Seiko Epson of 
Japan, which owns 12% of Trigem. Orders 
stabilised this year, but no substantial 
growth is expected soon. 

Despite the odds against them, large 
South Korean personal computer makers 
will try to tough it out, analysts say. The 


COMPANIES 


Mean and 
moody 


In a move that astonished the 
Hongkong financial community, 
Moody’s Investors Services has put the 
Hongkong Bank group’s HK$1.5 billion 
(US$192.3 million) of public debt on 
credit-watch for a possible downgrade. 

Hongkong Bank in August an- 
nounced that net profits for the six 
months to the end of June had risen 
21.6% to HK$1.9 billion. Its share price 
has risen to its highest level since 1987 
— on the back of buoyant loan demand 
and prime interest rate spreads of a 
whopping 5-6%. Most analysts expect 
the bank’s net profits to show a rebound 
of at least 33% this year. 

Deborah Kinzer, the New York- 
based analyst for Moody’s who called 
the credit watch, told the REVIEW that 
the decision reflected the agency's con- 
cerns about Hongkong's potential eco- 
nomic fragility and pre-1997 political 
instability, and the impact this might 
have on the quality of the bank's asset 
base. "I guess we don't have that much 





Declining revenue in South Korea. 


country's Big Four conglomerates — 
Samsung, Hyundai, Lucky-Goldstar and 
Daewoo — have said personal computers 
are an important part of their strategy for 
the 1990s. 

For the time being, these companies are 
willing to fund losses that would cripple 
many of their rivals elsewhere. They are 
also willing to manufacture at a loss to re- 
coup some of the sunken costs of their fa- 
cilities, most of which were built in the past 
few years. 

Samsung Electronics certainly has the 
resources to fund its personal computer 
losses for a while. Computer and peri- 
pheral sales last year totalled Won 205 bil- 


confidence in the strength of the regula- 
tory system there to protect the banks 
— particularly since there's going to be 
political change. And we feel that the 
economy is more subject to volatility 
than many others," she said. 

But shortly after the 7 October deci- 
sion was announced, Moody's ap- 
peared anxious to peg the decision on 
anything but pre-1997 jitters. Roger 
Arner, director of Moody's in Tokyo, 
said that "this particular action should 
not be viewed as having a direct rela- 
tionship to our assessment of Hong- 
kong and its situation." He stressed that 
Hongkong's sovereign risk ratings re- 
mained unchanged. 

Rather, Arner suggested that the root 
of Moody's concerns lay in Hongkong 
Bank's overseas subsidiaries, particu- 
larly its US subsidiary Marine Midland, 
and in the Hongkong Bank of Australia. 
Marine Midland's total losses have 
topped US$770 million since late 1987. 
The Hongkong Bank of Australia lost 
A$237 million (US$188 million) last year 
and is still losing money. 

Both Arner and Kinzer acknowledge 
that these problems have bottomed out, 
but that they will likely persist for some 
time. "Hongkong Bank has been good 
about providing extra capital, but it is 
putting some stress on the bank," Arner 
explained. m Michael Taylor 
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lion, less than 5% of the company's rev- 
enue of Won 4.5 trillion. Nonetheless, the 
losses from the company's computer ex- 
ports have sparked a fierce debate withir 
the company about the extent to which il 
should continue to depend on traditional 
markets. 

Some executives at Samsung Electronics 
advocate a strategic withdrawal from the 
own-brand export market. But other exe- 
cutives point out that scuttling the effort tc 
build the company as a world leader in 
personal computers would be a painful 
loss of face because of its avowed intention 
to go up against big Japanese competitors 
in virtually every part of the electronics 
business. Moreover, Samsung Electronics 
promised investors in a US$100 million 
overseas depositary-receipts issue in May 
that computers would be an engine of 


. growth in the future. 


Executives in favour of reducing 
Samsung Electronics’ presence in world- 
wide computer markets appear to be 
gaining the upper hand. The company's 
export department has been pared down 
to 65 employees from 100 in January, re- 
flecting the gloomy export picture. The 
down-sizing was capped with the Septem- 
ber resignation of the executive director in 
charge of overseas computer marketing. 

In another reversal, Samsung Electron- 
ics is looking for a strategic alliance. The 
company has negotiated a preliminary 
agreement with IBM to make desktop 
computers for the world's largest computer 
company. If finalised, the accord would 
undercut the South Korean company's ef- 
forts to establish its brand name in the US. 

All is not gloomy for South Korea's 
personal computer makers. They have 
managed to raise the average selling price 
for export to US$683 during the first seven 
months of the year from US$461 during 
1990, according to EIAK data. 

They are also selling more sophisticated 
computers. In fact, the industry is quickly 
moving into the fast-growing market for 
notebook computers. Lucky-Goldstar, for 
instance, is bolstering its exports with an 
OEM contract to make notebook computers 
for Zenith. 

With their export markets flat, Japan's 
personal computer manufacturers have 
been counting on the home market to take 
up some of the slack. Although much 
smaller than either the US or European 
markets, it has been growing rapidly until 
recently. 

In the fiscal year ended on 31 March, 
personal computer sales increased 25% 
from a year earlier to a record 2 million 
units, according to the Japan Electronic 
Industry Development Association (JEIDA). 
Sales growth, however, slid to 7% in the 
second half of the year. In the first quarter 
of the current fiscal year, sales rose just 5% 
from year-earlier figures. 

Growth in the Japanese computer mar- 
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ket has been particularly strong in two 
areas: powerful 32-bit machines for busi- 
ness users and laptops, especially notebook 
models, which account for about 75% of 
the laptop production of Japanese compu- 
ter makers. In the last fiscal year, Japanese 
makers shipped 590,000 notebook comput- 
ers to the domestic market. 

Leading laptop maker Toshiba Corp. 
initially projected that its worldwide sales 
of the machines for the current fiscal year 
would increase 27% from a year earlier to 
920,000 units, or ¥320 billion (US$6.9 bil- 
lion). A company spokesman, however, 
says Toshiba will probably revise the fig- 
ure downwards in the near future. 

Other Japanese companies face similar 
prospects. Only domestic-market leader 
NEC Corp. has a different story to tell. The 


company exports few personal computers. | 
But its 9800 series machines dominate the | 
Japanese market, with an overall share of | 


just above 50%. High-performance models 
have an 80% market share. 


In the first half ended on 30 September, 


the company’s personal computer sales in 


Japan rose 15% from a year earlier to | 


610,000 units, a company spokesman says. 


High-performance 32-bit machines ac- | 


counted for 70% of the sales. 

The spokesman says the company ex- 
pects this growth to continue. The JEIDA, 
however, is not so bullish on the Japanese 
market for personal computers. The asso- 
ciation predicts annual growth of 11-12% 
in the next five years. 

Even to achieve the JEIDA forecast, ana- 
lysts say Japanese companies will have to 
introduce innovative products. The com- 
panies are counting on a notebook compu- 
ter featuring colour liquid-crystal display 
(LCD) screens to generate excitement in the 
marketplace. NEC and Sharp Corp. recently 
introduced two such products, but until 
LCD makers can produce such screens 
cheaply, these machines will remain too 
expensive for most consumers. Their prices 
currently start at about US$4,500. 

In addition to selling more of their own 
products, Japanese makers also aim to in- 


crease their OEM business. They possess the | 


leading-edge miniaturisation skills that big 
US personal computer makers desperately 
need. To manufacture notebook comput- 


ers, for example, IBM depends heavily on | 
Ricoh, while Apple depends on Sony Corp. | 


and Compaq on Citizen Watch. As a re- 
sult, when the long-awaited improvement 
in the personal computer industry arrives, 
Japanese companies are likely to be well- 
positioned to take advantage of it. 
Lacking such advanced manufacturing 


skills, personal computer makers in South | 


Korea and Taiwan face a tougher problem. 
To survive, Asian computer companies 


know that they have to come up with more | 


innovative products and more effective 
marketing. For many makers, it is a case of 


differentiate or die. в 


17 OCTOBER 1991 





| Home Ground 
Swaying palms. Lush 


greenery. Carefully 
tended potted plants. 


Manicured gardens. 
Think of it as your 
own backyard. Except 
that there's no mowing 
to do. The Equatorial. 
A definite home advantage. 





Ө hotel Cguarorial 
KUALA LUMPUR 
Welcome home 


Jalan Sultan Ismail, 50250 Kuala Lumpur, Malaysia. Tel: 603-261-7777. 
Thx: MA 30263. Fax: 603-261-9020. 


| Hotel Equatorial International 
Singapore € Kuala Lumpur € Penang € Beijing € Guangzhou @ Shanghai 





BUSINESS AFFAIRS 





ENERGY 4 


Malaysia uses gas to support industrial expansion 


Pipelines of plenty 





By Сап! Goldstein in Kuala Lumpur 


Malaysia is in the midst of a 

vigorous campaign to use its 

natural gas reserves to pro- 

mote industrialisation. At 

least US$3.8 billion in public 
and private funds has already been spent 
on, or committed to, a wide range of 
projects, and a further US$1.5 billion worth 
of projects will likely get the go-ahead. 

State oil company Petroliam Nasional 
(Petronas) is the prime mover in virtually 
every project, but multinational companies 
have been heavily involved. With agree- 
ments ranging from equity participation in 
partially privatised projects to lucrative 
consulting contracts, oil and petrochemcial 
companies, gas utilities, engineering con- 
cerns and Japanese trading houses are part 
of the act. 

Perhaps the biggest ticket item is 
Southeast Asia's longest pipeline, the so- 
called Peninsular Gas Utilisation (PGU) 
project that in August began supplying 
Offshore gas to power stations in the 
southern and western parts of peninsular 
Malaysia. In February, the system will be- 
gin piping gas to Singapore. 

In September, Petronas announced the 
formation of a consortium with private 
Malaysian and Japanese interests to build 
a US$300 million natural gas-transmission 
system in peninsular Malaysia. This net- 
work will for the first time make natural 
gas available to small factories, commercial 
enterprises and, eventually, residential 
customers. 

Plans are also well advanced to create a 
petrochemical industry using natural gas 
as its main feedstock. The availability of 
cheap domestic supplies of petrochemical 
feedstocks such as ethylene and propylene 
will stimulate the rise of a host of plastics, 
chemicals and synthetic rubber-based in- 
dustries for domestic and export markets. 

Malaysia Liquified Natural Gas (MLNG), 
a joint venture among Petronas, Royal 
Dutch/Shell Group and Mitsubishi Corp. 
that operates LNG facilities in Sarawak state 
in eastern Malaysia, plans to double ca- 
pacity to 15 million tonnes a year by 1994. 
The company will spend US$1.5 billion to 
build three new trains that will help satisfy 
the demand for liquefied natural gas (LNG) 
by Northeast Asian customers. 

Japanese gas and electric utilities have 
taken most of Malaysia's 7.5 million-tonne 
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annual output. The new capacity, however, 
will provide higher volumes to Malaysia's 
two newest customers, South Korea and 
Taiwan, which will buy 2 million tonnes 
and 2.25 million tonnes a year. 

“Natural gas is going to play an in- 
creasingly big role in Malaysia’s energy 
plans,” Petronas president and chief 
executive Tan Sri Datuk Azizan Zainul 
Abidin says. It is easy to see why. 

Official estimates of proven reserves 
stand at 59 trillion standard cubic feet (scf), 
equivalent to 12 billion barrels of oil. The 
country’s natural gas reserves, the second- 
largest in Asia and No. 13 worldwide, 
dwarf Malaysia's petroleum reserves of 3.9 
billion barrels. 

Analysts estimate Malaysia’s natural 
gas reserves at more like 80-90 trillion scf. 
Virtually every significant oil find in the 
past several years has been accompanied 
by large gas reserves. Petronas admits that 
its estimates are conservative. “The opti- 





mists among us [at Petronas] feel the geo- 
logy will support at least an additional 
50%,” Azizan says. 

The major natural gas deposits are con- 
centrated in two areas. The first field to be 
discovered was Central Luconia Province 
off the west coast of Sarawak in the early 
1960s. Petronas and Shell control the lion's 
share of these reserves, which became the 
basis for an LNG plant in nearby Bintulu 
and are now thought to total at least 26 
trillion scf. LNG exports to Japan from 
Bintulu began in 1983, and gas from this 
area continues to be earmarked primarily 
for export-oriented development. 

The second major find came in the late 
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1960s, when Esso Production Malaysie 
found even larger reserves in the South 
China Sea off the east coast of peninsular 
Malaysia. Natural gas from these fields, 
totalling 27 trillion scf, has been reserved 
mainly for domestic consumption. It is the 
source of the gas currently being supplied 
to power stations and steel mills through 
the PGU's pipeline system. 

Another explanation for the lure gas 
holds for Malaysian energy planners can 
be seen in estimates for how long the 
country's hydrocarbon reserves will last. 
At current production rates, oil will run 
out in 16 years, according to Petronas 
estimates. Gas should last another 75 
years. 

These numbers, however, are highly 
notional. More of each will undoubtedly 
be discovered, while utilisation rates for 
gas are certain to rise in the next few years 

Other Asian countries, notably Indone- 
sia, have more natural gas. But nowhere 
else in the region is there such an ambitious 
programme for exploiting it and a track 
record of getting projects done. Petronas 
has primary responsibility for Malaysia's 
oil and gas policy, but the driving force 
behind the programme is Prime Minister 
Datuk Seri Mahathir Mohamad. "Dr 
Mahathir is his own oil minister," a foreign 
executive says. 

For Mahathir, natural gas has manifold 
virtues. Gas will promote industrial deve- 
lopment, and it will permit big foreign-ex- 
change savings when domestic supplies 
are substituted for the imported fuel oil or 
coal used by most power plants. Moroever 
gas is a cleaner fuel: it emits 97% less car- 
bon dioxide than oil when burned, so ii 
does not contribute significantly to global 
warming. 

"There is a sense of urgency on the 
government's part to speed up the switch 
to gas," notes Azizan, who, before his ap- 
pointment to the Petronas post four years 
ago, was secretary-general of the Home 
Affairs Ministry. 

Malaysia's dependence on oil as its 
main source of commercial energy 
dropped to 59% in 1990 from 71% in 1985 
During the same period, the share con- 
tributed by natural gas rose to 27% from 
19%. By 1995, planners say gas will rise tc 
39%, while oil's share will be further re 
duced to 52%. 

The reduced reliance on oil achieved sc 
far is all the more impressive in the light o: 
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he fact that Malaysia’s economy has been 
lipping along at an annual rate of 9% in 
1988-90, even while oil demand has been 
‘ising at an 8-10% rate each year. 

Looking at electric-power generation, 
he will be even more striking. By 
[995, natural gas is expected to fuel 75% of 
Malaysia's electrical capacity, compared 
with only 23% in 1991. Oil will drop to 5% 
тот 42% at present. Hydropower and coal 
account for the er. 

Another bonus to be had from maxi- 
nising domestic utilisation of natural gas 
s to free oil for exports. Some analysts have 
suggested that gas developments currently 
ander way could translate into an addi- 
ional 100,000 barrels a day for export. But 
Azizan believes that estimate is wildly 
»ver-optimistic. 

Petronas is coming off a record-break- 
ng period in which revenue in the fiscal 
year ended on 31 March jumped 42% from 
1 year earlier to M$17 billion (US$6.2 bil- 
ion). Net income rose 25% to M$5 billion. 

The improved results stemmed from 
higher oil prices during the Gulf crisis as 
well as increased production. Oil output 
rose to 630,000 barrels a day towards the 
end of the fiscal year, compared with just 
ander 600,000 at the beginning of the pe- 
tiod 


Internationally, oil has always attracted 
nore attention than natural gas. Once it is 
»umped to the surface, it is easily trans- 
sorted, and a ready market exists world- 
wide. 

Exploiting natural gas, by contrast, in- 
volves much heavier upfront investments 
n infrastructure. For LNG, this means li- 
quefaction trains, specially fitted tankers 
ind expensive reception facilities. Until last 
year, Japan was the only customer in Asia, 
‘hough Taiwan and South Korea have now 
oined the club. 

But creating a domestic market means 
building pipelines, processing units to 
oreak out the constituent parts for fuelling 
power plants or petrochemical complexes. 
This has prevented Indonesia from har- 
nessing its much larger gas reserves for its 
»urgeoning domestic market. 

Analysts point out that Malaysia enjoys 
some inherent advantages in exploiting its 
natural gas. “The Malaysians are fortunate 
that their population is concentrated in the 
Malay Peninsula, with its well-developed 
infrastructure and substantial gas reserves 
not far off the east coast,” says Al Troner, 
the Singapore-based Asia correspondent 
for Petroleum Intelligence Weekly. “But 
they've used intelligent planning: instead 
of doing only export-oriented projects, they 
are using the gas in western Malaysia to 
support further industrialisation." 

Malaysia's success in pushing natural 
gas development does not mean its plans 
are g without a hitch. There is a 
gap between available reserves and uses 
for them. Further, certain Petronas policies 
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aimed at stimulating gas utilisation have 
had the opposite effect. 

A rule introduced in 1987 that limits 
flaring of associated gas to 36% of gas 
volumes has forced some oil companies — 
particularly in their smaller fields — 
leave both oil and natural gas in the 
ground because of the impossibility of dis- 
posing of the gas. When oil is pumped to 
the surface, the gas is often burned off as a 
waste product, in the absence of the ne- 
cessary infrastructure for its exploitation. 

The problem in Central Luconia Prov- 
ince is that there is far more oil than can be 


Malaysia’s shift to gas 


handled by either MLNG's LNG trains, 
Asean Bintulu Fertiliser's plant or Sabah 
Gas-Based Industries’ complex in neigh- 
bouring Sabah state. 

Shell and Esso, which together account 
for the majority of Malaysia’s oil produc- 
tion, are in reasonably good shape as far as 
gas utilisation goes. Shell’s fields off 
Sarawak supply gas to MLNG, while Esso's 
fields off the east coast of peninsular Ma- 
laysia supply the PGU. Other companies are 
left out in the cold for the time being as far 
as any natural gas they may discover is 
concerned. 

The government has long-range plans 
to build a second urea-fertiliser plant and 
a MTBE-polypropylene petrochemical plant 
in Sarawak. But there are no plans for fur- 
ther developments in neighbouring Sabah 
state. The reason, according to some in- 
dustry analysts, is that Mahathir wishes to 
avoid rewarding his political opponents 
who control the state government. 

An innovative route to exploiting the 
area's plentiful natural gas reserves is being 
taken by Shell, which is building the 
world’s first commercially sized middle- 
distillates synthesis (MDS) plant in Bintulu. 
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The M$2 billion plant should be completed | 
by 1993, according to D. G. ten Wolde 
managing director of Shell's MDS opera- - 
tions in Malaysia. ) 

Owned by the same partners in MING, - 
but with Shell holding the lead 60%, the _ 
facility uses a proprietary Shell process for _ 
converting natural gas into more valuable 4 
oil derivatives such as diesel and naphtha, | 
plus speciality chemicals such as detergent 
feedstocks and waxes. Most of the initial _ 
12,000-barrel-a-day output is to be ex- — 
ported, ten Wolde says. 

In the long run, Malaysia's petrochemi- 
cal industry should also provide outlets for _ 
its natural gas reserves. The largest private _ 
project is a M$1.35 billion joint venture 
among three foreign petrochemical com- 
panies: Chao Group of Taiwan; BTR Nylex _ 
of Australia and Himont of the US. Located _ 
in Johor, Malaysia's newest industrial - 
heartland, the facility will include a cracker _ 
capable of running on either naphtha or 
LPG. ё 
With the joint venture’s Taiwan con- - 
nection, it is expected to attract dozens of 4 
small manufacturers looking to flee their — 
home island’s steep wages and increas- - 
ingly tough environmental standards. E 

The joint venture's output of 230,000 — 
tonnes a year of ethylene and 115,000 — 
tonnes of propylene, which should come 
on line by 1993, will provide the feedstock _ 
for two related plants for the manufacture _ 
of polyethylene (PE) and polypropylene — 
(PP), two of the most widely used com- 
modity plastics. The PP plant should begin _ 
operations by year-end, using imported _ 
raw materials until its feeder plant is — 
operating. * 

Petronas will have a 60% stake in a 
venture with British Petroleum Chemicals 
and Idemitsu Petrochemicals of Japan to 
build a M$2 billion ethylene plant in Kertih - 
on Malaysia's east coast that would use | 
ethane feedstock from the nearby Petronas 
natural gas-processing unit. The complex _ 
is scheduled to begin production of 320,000 _ 
tonnes of ethylene and 200,000 tonnes of PE 
by 1995. 

Another east coast project, which like _ 
the other will be tied into the PGU pipeline 
system, is a M$1.3 billion complex that will 
produce MTBE, a petrol additive; propy- 
lene; and polypropylene. This facility, — 
which is under construction in Kuantan, - 
will be 60%-owned by Petronas, with the 
rest of the equity taken up by Neste Oy of 
Finland and Idemitsu. { 

The 1992 start-up is expected to help — 
attract plastics-based industries to Malay- 
sia’s still under-developed east coast. Other 
projects planned or under construction are _ 
an Idemitsu styrene monomer and | 
acrylonitrile butadiene styrene plant in . 
Johor and separate plants to make 
expandable polystyrene being built "a 
Shell and BASF, the German chemicals — 
giant. " 
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Japanese clinch role in M$800 million gas project 


British is bested 


British Gas learned a hard 
lesson a couple of months 
ago in the difficulty of com- 
peting with the Japanese. The 
British company was vying 
for a share of Malaysia’s M$800 million 
(US$293 million) gas-distribution project — 
known as a reticulation system — that 
would link industrial and commercial cus- 
tomers with the Peninsular Gas Utilisation 
(PGU) pipeline system. 

Talks between Petronas, the project's 
organiser, and potential partners had been 
taking place for years. In this period, the 
state oil company had made clear that it 
wanted private Malaysian interests to lead 
the project together with a strong foreign 
component for technical support. It also 
wanted a small shareholding for itself. 

Last year, British Gas set up an office in 
Kuala Lumpur, and company officials 
made painstaking efforts to cultivate con- 
tacts with government officials and 
influential Malaysian partners. Be- 
cause of the limited number of expe- 
rienced local companies, British Gas’ 
chances of joining the project looked 
pretty good when it lined up United 
Engineers (Malaysia), or UEM, to be 
its local partner. 

UEM is part of the Renong stable, 
the main holding company for the 
ruling party, United Malay National 

nisation (Umno). The company, 
which is building the North-South 
Highway, recently won the contract 
to build the second causeway be- 
tween Johor and Singapore along 
with other important engineering 
projects. 
So British Gas was more than 
mildly taken aback on 20 August 
when Petronas announced the 
project's lineup. Malaysia Mining 
Corp. (MMC) апа little-known 
Shapadu Corp. won а 55% local- 
equity position in the project, while 
Tokyo Gas and Mitsui of Japan were 
named to split a 25% foreign 
shareholding. Petronas will take the 
remaining 20%, assuming the cur- 
rent structure is preserved when the 
letter of intent is converted into a 
formal joint venture. 

The Japanese presence in the 
project, however, is not surprising. 
Tokyo Gas, the world's largest gas 
utility, has bought 2 million tonnes 
a year of Malaysian liquefied natu- 
ral gas (LNG) since 1983. And during 





110 


—— Phase 1 

—— Phase 2 
[0 Power stations 
la industrial estates 


the final few months of talks before the 
announcement of the gas-reticulation 
project, Tokyo Gas and other Japanese 
utilities were negotiating new 20-year pur- 
chase agreements for LNG with Petronas. 

“It seems clear the Japanese sweetened 
their offer on the LNG purchase by a few 
cents to win this deal," according to an 
official at a foreign company that was not 
seeking a role in the project. A Tokyo Gas 
representative in Singapore, Koji Uzawa, 
calls this "an interesting rumour," but he 
declines to comment further. 

As for MMC's participation, many ana- 
lysts believe Umno's leaders decided in its 
favour because UEM had already been 
awarded enough juicy contracts for the 
time being. The world's largest integrated 
tin-mining company, MMC has been trying 
hard to diversify into engineering and 
construction. 

In snaring the gas-reticulation project, 


Malaysia’s gas pipeline project 


—— Phase 3 
—— Under study 
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MMC undoubtedly benefited from its con 
siderable past involvement in Malaysiar 
gas development. Together with foreigr 
partners, the company was awarded : 
M$400 million engineering contract for the 
second stage of the PGU in 1986. 

MMC also has solid connections. The 
company's two largest shareholders are 
Permodalan Nasional Bhd (PNB), with ғ 
27% stake, and Amanah Saham Nasiona 
(ASN), with a 24% equity position. Both PNI 
and ASN are government-owned invest 
ment trusts. 

Less is known about Shapadu and wha 
it may bring to the consortium. The com: 
pany's main line of business is road haul 
age, though it has some offshore fabrica 
tion experience. 

But Shapadu, which is owned by 
bumiputra, or indigenous Malay, interests 
is believed to have good connections witl 
the Umno leadership. Asked about th: 
company's role, Petronas chief Tan Sr 
Datuk Azizan Zainul Abidin says: “My 
understanding is that Shapadu will be pri. 
marily an investing partner, while MMC 
will be the active one." 

Azizan says Petronas took its stake tc 
encourage the project, “to let people know 
we support it.” A main issue affecting the 
project's viability will be the pricing ar 
rangement to be worked out be 
tween Petronas and the consortium 
But here again, Petronas' support 
appears to be a sufficient guarantee 
"We will try to fix a price that will 
make the project viable and able tc 
offer competitive prices to the con- 
sumer," Azizan says. 

Building the reticulation system 
will be an important step in Malay- 
sia's efforts to make natural gas 
available as a power source to a 
wider range of customers. Rather 
than being limited to a handful of 
power stations and other large in- 
dustrial users who will continue tc 
be served by the PGU pipeline, the 
reticulation network will allow 
thousands of smaller enterprises to 
switch to gas. Ceramic and glass- 
ware factories, textile mills, steel 
fabricators and re-rollers, and 
breweries would be among the in- 
dustries that could benefit from a 
switch to the cleaner, cheaper fuel. 

"Just about any industry that 
needs significant amounts of heat 
could turn on to this system," says 
David Kemp, the Kuala Lumpur- 
based regional manager for British 
Gas' global gas division. 

Large commercial enterprises or 
institutions such as hospitals will 
also be among the target customers. 
An extension of the pipelines into 
residential areas will likely only 
take place a few years later; home 
building standards may have to 
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Turning up 
the heat 


The 730-km-long pipeline snaking its 
way down the east coast and up the 
west coast of peninsular Malaysia is 
perhaps the most visible sign of a gov- 
ernment decision to make natural gas 
the main link in the country’s energy 
strategy. The first two phases of the 
programme — the Peninsular Gas Utili- 
sation (PGU) project — are virtually 
complete. The PGU is a network of 
pipelines linking offshore gas fields 
with gas-processing plants, export ter- 
minals, power plants and industrial es- 
tates. 

Of the M$2.4 billion (US$879 million) 
second phase, only the link to Singa- 
pore remains unfinished. That should 
be remedied by February, when the re- 
public’s Senoko power station is sche- 
duled to begin firing. Malaysia is to 
supply the station with 150 million 
standard cubic feet (scf) of natural gas 
daily under a 15-year agreement. 

The M$1.4 billion first phase of the 
PGU involved the construction of pipe- 
lines from offshore gas fields in the 
Malay Basin in the South China Sea to 
Kertih in Terengganu state, plus the first 
gas-processing plant and an export ter- 
minal for liquefied petroleum gas. 

Now Petronas, the state oil com- 
pany, is moving ahead on the planning 
and design work for phase three, which 
will cost at least M$1.4 billion. In this 
phase, the pipeline is to be extended 530 
km to Prai in Penang state from Port 
Klang near Kuala Lumpur. Petronas 
chief Tan Sri Datuk Azizan Zainul 
Abidin says this will be completed by 
1995. Another northward extension on 
the east coast, to Kota Bharu in Kelantan 
state from Kertih, is also a strong possi- 
bility. 

The last and most contentious leg 
would extend across the northernmost 
edge of the Malay peninsula. The con- 
tention centres on whether the area has 
sufficient demand for gas to support the 
pipeline. Some foreign companies that 


» changed to require the inclusion of 
lucts for pipes and other structural 
changes. 

Preliminary plans for the system envi- 
йол it covering much of the Klang Valley, 
ncluding Kuala Lumpur and Johor state, 
which has seen a tremendous burst of 
ndustrial development in the past several 
rears. The initial estimate of M$800 million 
›уег 10 years almost certainly understates 
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have looked into bidding on the project 
remain unconvinced. 

Nonetheless, the venture was given 
à boost in September, when former fi- 
nance minister Tun Daim Zainuddin 
was given ministerial rank to oversee 
the Malaysian portion of the so-called 
northern economic triangle of Penang 
and Kedah states in Malaysia; Medan, 
Indonesia; and southern Thailand. This 
zone is to complement the triangular 
development zone of Malaysia's Johor 
state, Singapore and Indonesia's Riau 
archipelago. 

Daim can be expected to push gov- 
ernment agencies to build infrastructure 
in the area, which includes his home 
state of Kedah. Currently, the northern 
part of the Malay peninsula has little in 
the way of industrial development, but 
extending the PGU trunklines up both 
coasts and across the peninsula would 
help to attract companies to the area by 
meeting much of their energy needs. 

Azizan says the region needs to use 
about 300 million scf a day of natural 
gas to justify building the pipeline. 
While current demand is considerably 
less than that, Tenaga Nasional, the 
newly privatised electric utility, plans 
to build at least two gas-fired power 
stations in the north, one in Kedah and 
another in Perlis state, to supplement 
the Prai plant. 

The Thai and Malaysian govern- 
ments have also discussed the possibi- 
lity of cooperative power development. 
While talks have only reached a pre- 
liminary stage, the structure of the 
evolving arrangement would have Ma- 
laysia build an export-oriented power 
plant to supply southern Thailand's in- 
dustrial development. 

“LNG is a quick, cheap way to get 
hard cash out of natural gas, but build- 
ing pipelines to supply petrochemical 
and other industries has a much greater 
impact in terms of spurring industrial 
development," says Ronald Turner, 
managing director of the Malaysian op- 
erations of Novacorp, a Canadian gas- 
pipeline builder and petrochemical 
manufacturer which was the project 
manager for the second phase of the 
PGU. m Carl Goldstein 


the true cost, probably by 50% or more. 
But raising the capital should not be 
difficult for the partners, given Petronas' 
strong support for the project. A more 
tricky issue will be the establishment of an 
effective regulatory system, which among 
other things would have to manage the 
Petronas role as both project participant 

and sole provider of gas to the system. 
п Carl Goldstein 


FAR EASTERN ECONOMIC REVIEW 


ENERGY 3 


Malaysia cool on 
regional gas grid 


The Asean 
pipe dream 


Malaysia, Indonesia and Bru- 

nei have lots of natural gas. 

Thailand, the Philippines and 

Singapore have little or none. 

These facts have many en- 
ergy planners dreaming about building a 
US$10 billion pipeline grid some 8,000 km 
long to move the gas from one place to 
another. 

Some companies are doing more than 
dreaming. European natural gas compa- 
nies are putting together a consortium to 
fund a full-scale feasibility study. Leading 
the effort are Italy’s Ente Nazionale 
Idrocarburi and Gaz de France. 

The foreign companies are not alone in 
finding promise in the idea. Singapore and 
Indonesia, which is eager to find some way 
of utilising its huge gas reserves, have en- 
sured the item has been on the agenda at 
the past two annual meetings of Asean 
economic ministers and energy ministers. 

The Philippines’ precarious finances 
and geographical isolation would make it 
the most problematic participant in any ar- 
rangement. 

Malaysia, whose involvement would be 

the key to setting up a truly Asean-wide 
grid, remains cautious. “We would need to 
see the results of a detailed feasibility study 
before we could respond,” says Tan Sri 
Datuk Azizan Zainul Abidin, chief of 
Petronas, Malaysia’s state-owned oil com- 
pany. “And we must first assess our own 
future requirements and availability of 
gas.” 
Sceptics point out that it took almost six 
years for Malaysia and Singapore to reach 
the limited agreement that led to their 
current sales arrangement. Under this ac- 
cord, Singapore takes 150 million standard 
cubic feet (scf) a day of natural gas from its 
neighbour's grid. 

Thailand and Malaysia have been talk- 
ing for several years of the possibility of 
joint development and gas sales. Some 
progress was achieved earlier this year, 
when the countries established a Joint De- 
velopment Authority to exploit oil and gas 
reserves in a disputed section of the South 
China Sea adjoining the two countries. The 
area is believed to hold 3.6 trillion scf of 
gas and relatively less oil. 

. The potential addition to Malaysia's 
natural-gas reserves — officially estimated 
at 59 trillion scf — is not huge. But for 
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Thailand, the stakes are great. With only 7 
trillion scf of gas reserves, the country’s 
domestic supplies will run out by 1998, 
according to most estimates. And Bangkok 
has ambitious plans for developing heavy 
industry along the country’s southern sea- 


Disagreements about how to share the 
cost of exploitation have held up progress 
in the talks. Thailand argues that costs 
should be split equally, but Malaysia is re- 
portedly holding out for its neighbour — 
which needs the gas more urgently — to 
pay the lion’s share. 

Yet the underlying logic of a trans- 
Asean gas grid remains compelling. Vari- 
ous scenarios are being bruited about. 

One system would link Thailand, Ma- 
laysia and Singapore. Another would have 
Indonesia’s Natuna Sea gas field — one of 
the largest in the world — connected via a 
pipeline to Singapore before hooking 
into the Malaysian-Thai system. In this 
system, a separate line would extend to 


JAPANESE 


Japan's consumer-electronics makers 
have temporarily turned their attention 
away from high-definition television 
(HDTV) towards TV sets with wide 
screens. At the Japan Electronics Show 
that took place in Tokyo at the end of 
last month, almost all Japanese TV mak- 
ers showed 36-inch, ^wide-vision" prod- 
ucts. 

An exception was Sony, which is 
more closely wedded to the develop- 
ment of “Hi-Vision,” the high-definition 
TV standard that the Japanese Govern- 
ment is promoting. 

Hi-Vision has two main characteris- 
tics: an oblong (as opposed to the con- 
ventional box-shaped) screen, and a pic- 
ture made up of 1,125 lines, twice the 
number used by NTSC, the broadcast 
standard for both the US and Japan. 

NHK, Japan's public broadcasting cor- 
poration, begins eight hours a day of Hi- 
Vision programming next month. The 
corporation's idea was that the availabi- 
lity of programmes would drive Japan- 
ese consumers to buy high-definition 

But at around ¥4 million (US$30,000) 
HDTVs are too expensive even for well- 
heeled Japanese. So TV makers have 
turned to a cut-price substitute in an at- 
tempt to cash in on consumer appetites 
whetted by the publicity for Hi-Vision 
broadcasting. The new wide-vision sets 
offer the same 16 in-by-9 in screen as 
Hi-Vision. They "down-convert" HDTV 
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Tapping the gas 


Sumatra from Singapore. A third purely 
Indonesian system would link on- and off- 
shore gas fields in Java with markets in 
Sumatra. 

“Political differences among the leading 
parties [Indonesia, Malaysia, Singapore 
and Thailand] will make it tough to get 
this project off the ground,” a foreign gas 
company executive says. “We believe there 


INDUSTRY 


Never mind the quality 


signals to NTSC format for display. 

Picture quality is not as good as that 
of Hi-Vision, but it is not bad either. And 
at retail prices that vary from ¥800,000 to 
¥2 million, there is a good chance that 
consumers will buy the new sets. (For 
the past few years, large-screen TV sets 
have been one of the few bright spots in 
an otherwise sluggish domestic Japanese 
household appliance market.) 

Sales are likely to be helped by the 
fact that Japan’s commercial TV stations, 
which have been largely excluded by 
NHK from participation in high-definition 
broadcasting, have promised to rally 
round with programming that takes ad- 
vantage of a wide television screen. 

In addition, couch potatoes will be 
able to play with the zoom function on 





Wide-screen challenge to HDTV. 
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will eventually be an Asean grid, but it will 
be constructed on a piecemeal, bilateral 
basis.” 

An arrangement is expected to be 
reached between Malaysia and Thailand. 
The Thais are also discussing the possibi- 
lity of joint development with Vietnam and 
Burma, though the political difficulties will 
be difficult to overcome. 

Malaysia and Singapore are also talking 
about further sales. The island republic’s 
Public Utilities Board has notified Petronas 
of its wish to purchase a further 20-30 
million scf a day for its Kallang Gas Works, 
which currently uses more expensive 
naphtha as its main feedstock. 

But only a limited agreement seems 
likely. "We're keen to develop our owr 
petrochemical industry," Azizan says, "sc 
we've no desire to supply theirs." He says 
Malaysia had agreed to supply gas solely 
for power generation and towngas, specifi- 
cally excluding gas for petrochemical pro- 
duction. m Carl Goldstein 


their remote controllers. This feature 
enables them to blow up ordinary NTSC 
pictures so that they fill the whole screen. 

With the market for high-definition 
television effectively pre-empted, the fu- 
ture for Hi-Vision looks increasingly 
uncertain. In the short term, the format 
may well find some niche applications, 
such medical imaging. 

Longer term, however, it is likely that 
Hi-Vision will be allowed to wither away 
in favour of whatever digital HDTV 
standard the US decides upon. Six can- 
didates for the standard are now under- 
going tests in Washington, with a choice 
expected in mid-1993. 

With Hi-Vision, Japan is learning for 
the first time the pitfalls of being a pio- 
neer. The arrogant NHK and the equally 
market-indifferent Ministry of Posts and 
Telecommunications will both suffer a 
well-deserved loss of face. 

But the lesson is by no means an en- 
tirely bitter one. The continuing joint 
development with US chip designers 
such as LSI Logic and Texas Instruments 
of Hi-Vision decoders will give Japanese 
consumer-electronics makers invaluable 
insights into digital-television techno- 
logy. 

At one time this was seen as a golden 
opportunity for US chipmakers to crack 
the Japanese consumer-electronics mar- 
ket. But it could well end up strength- 
ening Japan's ability to compete in the 
US television market, the opposite of 
what the Americans intended. 

In the meantime, wide-vision offers 
companies the chance to gain experience 
in manufacturing the big picture tubes 
that high-definition television of what- 
ever format will require. ш Bob Johnstone 
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The 
Siam 
Group 


A partner in 
the pattern of Thai growth. 


"The name * Siam ' not only signifies our 
group, but also identifies our country. It is 
our duty to uphold the pride and prestige 

of our nation as the Siam Group." 


Over four decades we have become one of 
the country's leading business groups. We 
are now more than thirty affiliated companies 
involved in seven major business sectors 
— these include manufacturing, trading, 
services, education, finance and insurance, 
recreation and leisure.We are a giant in 
terms of assets, sales turnover and techno- 
logical investment. And an unquestioned 
leader in the use of computers and satellite 
telecommunications for industrial purposes. 


The success we enjoy today is a direct result 
of our faith in the vision of our founder. 
“That Thailand would become a dynamic 
economy in the world community and that 
we should be committed to the progress of 
its people. " Through this vision we have 
woven our group into the fabric of Thailand. 





SIAM MOTORS AND NISSAN CO.,LTD. SIAM RIKEN INDUSTRIAL CO LID NISSAN DIESEL (THAILAND) CO..LTD. NSK BEARINGS (THAILAND) CO ,LTD INTERNATIONAL ASSURANCE СО „LTD. 

THAI AUTOMOTIVE INDUSTRY CO..LTD. DAIKIN AIRCONDITIONING (THAILAND) LTD. SIAM MOTORS PARTS CO.,LTD SIAM NISSAN AUTOMOBILE CO LTD SMT LEASING CO.,LTD 

SIAM AUTO PARTS СО LTD SIAM KIKI СО LTD. SIAM AUTO PARTS SALES CO LTD SIAM INTERNATIONAL CORP. LID. PHORNPRAPHA TRUST CO 170 

SIAM PARTS AND ENGINEERING СО 170 SIAM TSUCHIYA MANUFACTURING CO LTD — BANGKOK MOTOR WORKS CO.LTD.— SIAM YAMAHA СО LTD SM SPORTS CORP. LTD (SIAM COUNTRY CLUB) 
SIAM NGK SPARK PLUG CO..LTD. SNN TOOLS & DIES CO АТО SIAM ELEVATOR CO 170 MACHINERY AND PARTS СО LTD 

SIAM GS BATTERY СО LTD SIAM MOTORS CO.,LTD SIAM DAIKIN SALES СО LTD MACHINERY AND EQUIPMENT сао S | А Maes 180 
BANGKOK KOMATSU INDUSTRIES CO.,LTD. SM PARTS AND SERVICE СО 170 KIKI SALES (THAILAND) COLTD SIAM MUSIC YAMAHA CO LTD. m naa 


891/1 Rama I Rd., Bangkok 10330, Thailand. Tel: 215-3502 Fax: 215-3508 


Sri Lanka 
Investment 


ar 
(р Forum 
Dates - November 4 - 7, 1991 


Venue - Hotel Lanka Oberoi,Colombo 


| The Sri Lanka Investment forum, organised by the Greater 
Colombo Economic Commission (GCEC), the island's foreign 
investment authority, supported by UNDP/UNIDO, will be held 
from November 4-7, 1991 at the Hotel Lanka Oberoi in Colombo. 


-| The aim of the Forum is to promote inflow of foreign resources and 


technology needed for the implementation of specific industrial, 
agricultural and service projects in one of South Asia’s fastest 
growing economies. 


The Forum will provide an opportunity to foreign investors to 
collaborate with local investors in a wide range of projects for which 
pre-feasibility studies have been prepared. These include: 
Agriculture, Fishing, Food processing, Textiles, Clothing and 
| leather, Rubber products, Ceramic and sanitary ware, Metal 
products, Engineering products and equipment, Power distributor 
equipment, jewellery production and gem processing, Data 
processing services/software development. Special emphasis will 
be on expansion of export-oriented industries but those interested 
in presenting their own investment proposals (whether joint 
venture or 100% foreign equity) are also invited to attend. 


Generous tax concessions, duty free import of project related 
equipment and material, excellent port and infrastructure facilities, 
| low cost, highly productive and literate labour force are some of the 
| concessions and facilities available in Sri Lanka. Registration for 
the Forum is free and accommodation at a five star hotel is at a 
special concessionary rate of US$ 40 per day. There are special 
concessions for those using the official carrier, Air Lanka. 


. For more detailed information and a brochure on the Forum, 
contact: 


UNIDO Investment Promotion Service (IPS) offices, 
Sri Lanka Missions or 


H.B. Masinghe, Director - Promotion, 
GREATER COLOMBO ECONOMIC COMMISSION 


. | 14 Sir Baron Jayatilleke Mawatha, Colombo 1, Sri Lanka. 
` Tel: 94-1-448106/448880/422407 
| Fax: 94-1-447995 Tix: 21332 ECONCOM CE 








“Look after this 
planet, it’s the only 
one we have?” 


A personal message 
from HRH The Duke of Edinburgh, 
WWF International President, 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction ofspecies. 
The destruction of tropical forests. 
All these have been headline t news 
for many years. 

But they're only the tip ofan 
iceberg. Putthem all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever: 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of. 
destruction. 


Our life-support saver 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
supportsystem, and ifwe damage 
any part of it we are putting our 
own survival at risk. . 

The purpose of WWF = the 
World Wide Fund for Nature = and 
ali the other nature conservation 
bodies, is to limitany further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 
WWE International, CH- 1196 
Gland, Switzerland. 


* 
? 


- 











WWF 
World Wide Fund For Nature 
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ason is that i issuers want to max- 
| potential and here the 
choice can make all the dif- 


actor behind the trend, 
aggressive, pro-active, 
ded" approach SecPac's 


y pn Sequor' s key ADR execu- 
lior vice president Ralph Marinello, 
ADR шу has to be highly 


„ 


bom - petition to earn 

money. 

How it does so is very much in line with 
Sequor’s views on the best way to access 
and grow in the U.S. capital markets. 

Recognizing that sponsored but un- 
listed programs—so-called Level 1 
ADRs—stifle trading activity in the 
secondary market, Marinello's ADR Group 
has been the industry's leading propo- 
nent on the use of sponsored ADR pro- 
grams which utilize listed securities along 
with strong investor relations support. 

Consequently, Sequor's ADR Group 
functions as a key intermediary between 
the broker/dealer community and in- 
vestors to expand ADR visibility, support 
the buy side of the market and elevate 
investment values. What's more, it does 
this at its own expense. 

Such service support is rare among 
depositary institutions and this gap is 
becoming more and more noticeable. As 
a result, the ADR Group is concentrating on 
working with issuers whose sponsored, 
listed programs have not performed 
because they lack the investor relations 
and marketplace support Sequor can deliver. 




















How Security Pacific is redefining the 








American Depositary Receipt Marketplace. 








Terminating an existing depositary rela- 
tionship and starting a new one with 
Sequor is easy. And, to make such a 
decision a very comfortable one, 
Marinello's ADR Group offers a highly 
attractive range of cost incentives. 

With these initiatives, the ADR Group 
has introduced a new standard of leader- 
ship to the field, one backed up by two 
key factors: (1) Security Pacific's strength 
as a global financial power and (2) the 
ADR Group's position as a unit of 
Sequor's Corporate Trust Division. 

One of the largest corporate trust oper- 
ations in the U.S., the Corporate Trust 
Division is the most diversified organization 
of its kind—and the fastest growing. While 
providing complete trust and agency 
services, it also occupies top tier status 
as America’s leader in processing 
asset-backed securities and other struc- 
tured financings. Additionally, it has 
pioneered major new developments in 
puts, options, tender services, reorgani- 
zations and related fields. 

Because of the Corporate Trust support, 
the ADR Group is the only depositary that 
can process ADRs on both U.S. coasts. 
And, due to this facility also, an ADR 
issuer who selects Sequor as its depos- 
itary benefits in other ways. 

Sequor executive vice president, Cor- 
porate Trust, Al Pagliaro puts it this way: 
“Once a foreign corporation has estab- 
lished a financial base here, there's a 
definite need for an array of support 
services. We'll perform them on a con- 
solidated purchase basis with the ADR 
business to create a unique savings 











advantage. Moreover, we are expanding 
quickly as an international entity and so 
we can offer one-source service 
assistance in other world markets." 
According to — another major | ; 


every client 
enjoys pre- 
ferred status 
сапа re- 
ceives guar- 
anteed 

first-rate, quality service. There's no ‘big 

fish. . .small fish’ distinctions." 

That's why foreign corporations expect 
more and get more with Security Pacific. 






The Sequor Group 


Sequor, a division of Security Pacific, 
is an integrated securities processing, 
treasury management, fiduciary ser- 
vices and international payments 
processing organization. Major Sequor 
operations involve: 


* institutional Custody/Securities Lending 
* Cash Management 

* Clearing and Settlement 

* Corporate Trust/ADRs 

e Dollar Clearing 
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This is the key to | This is the key to the 
SBC's latest world's most Far Eastern 
representative office. Swiss bank. 











In all major business centers of the Far East, 
including Bangkok, Beijing, Hong Kong, 
Osaka, Seoul, Singapore, Taipei and Tokyo, 
you will find open doors to one of Switzer- 
land's most respected banks: Swiss Bank 


Corporation. Among its assets are more 












The Chinese character than 100 years of banking experience, 


;. in the golden circle 


billions of dollars in equity capital, offices in 


tands for “good for- 


june" ond jade is 38 countries, and a direct presence in the 


ка ocupar three trading pits of all major stock exchanges. 
virtues: intellect, Wes 


Swiss Bank Corporation will professionally 


purity and sincerity. 


We like to think of address all your financial and international 
this masterpiece as 


banking needs. You can rely on qualified 


the key that says more 
than a thousand experts to provide counsel i in your language 
a and develop investment strategies which 
consider your needs. They will serve you in 
accordance with solid Swiss traditions and 
the competence you would expect from 


one of the world's few AAA-rated banks. 





Schweizerischer SO vero 
Société de Banque Suisse © 


The key Swiss bank 













- Offices and Representatives inthe For East: Bangkok, 18th floor, Alma Link Bldg., 25 Soi Chidlom, Ploenchit Road, Kwaeng Lumpini, Patumwan, Bangkok 10330, Tel. (662) 255 7639. 
Beijing, 3624 China World Tower, 1 Jian Guo Men Wai Avenue, Beijing 100004, Tel. (861) 505 2213. Hong Kong, One Exchange Square; 20th floor, Central, Tel. 1852) 842-1222. 
: Osaka, 5-13, Kyutoromachi 3-chome, Chuo-ku, Osaka 541, Tel. (816) 241-0531. Seoul, 1704 Kyobo Bldg., 1, 1-ka Chongro, Chongro-ku, Seoul 110-714; Tel. (822) 730-9161. 
"Singapore, 6 Battery Road, 35-01, Singapore 0104, Tel. (65) 224-2200. Taipei, ВА, 133 Min Sheng E. Rd., Section 3, Taipei, Taiwan, R.O.C., Tel, (8862) 719 4406. Tokyo, Swiss Bank 
“House, 1-8, Toranomon 4-chome, Minato-ku, Tokyo 105, Tel. (813) 5473 5000. Office of the Chairman and Executive Board: CH-4002 Basel, Aeschenplatz 6, Tel. 41/61/288 2020. 
Executive Board i in Zurich: CH-8010: Zurich, Paradeplotz 6, Tel,.41/1/223 111. More than 300 branches, subsidiaries and affiliates in Switzerland ond on all 5 continents. 
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Hongkong brokers’ champion flexes political muscle 


The golden boy 





3y Jonathan Friedland in Hongkong 
T o the small brokers who form a ma- 





jority on the Stock Exchange of 

Hongkong (SEHK), Johann Chim 
?ui-chung is a knight in shining armour. 
Jut to securities regulators charged with 
'eforming the local market, the new rep- 
sentative of the finance and insurance 
‘onstituency in the Legislative Council 
Legco) is a throwback to the days when 
1ow-imprisoned chairman Ronald Li ran 
he SEHK as a private fiefdom. 

The affable and garrulous 45-year-old 
Zhim, an entrepreneur of Chiu Chow 
itock, won a sliver over 509» of the votes 
‘ast in a two-horse race by stockbrokers, 
utures brokers and the insurance indus- 
ry. It must have seemed like vindication 
ifter several run-ins with the Hongkong 
iuthorities. Chim suffered a suspension of 
iis broking licence in 1984. He was named 
na censure of individuals associated with 
he collapse that same year of the Carrian 
sroup and was himself censured in 1990 
or allegedly making a false market in se- 
"urities. 

Soon after his election victory, Chim 
itartled the political establishment by 
ashing out at regulators who have sought 
o lessen the clout of small brokers by 
woadening governance of the stock ex- 
hange and changing proxy voting proce- 
lures. He drove home the point by making 
ı pilgrimage to Stanley Prison to visit 
onald Li before his first meeting with the 
securities and Futures Commission (SFC). 

In a similarly uncompromising mood, 
chim berated insurers who had largely 
'upported their own candidate for Legco, 
ind told them he was not interested in 
ooking out for their interests. The insurers 
vere not amused. 

Chim, who bills himself as a financial 
‘onsultant, has since become more accom- 
nodating. He told the REVIEW that he is 
obbying his broking constituents to sup- 
vort a compromise agreement mooted on 
; October by SEHK chief executive Francis 
(uen that goes far towards meeting the 
iemands of the SFC, while at the same time 
reserving some of the privileges tradi- 
ionally held by local brokers. The SEHK 
nembership is scheduled to vote on the 
ıew package before an end-October dead- 
ine imposed by the src. 

Meanwhile, Chim is unabashed about 
iis chequered past. He points out that his 
»rimary business of purchasing controlling 
itakes in moribund second and third lin- 
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ers, injecting assets into them and selling 
them off, is a procedure fraught with legal 
ambiguities and one that is sometimes 
open to challenge by aggrieved share- 
holders and nit-picking regulators. 

“From the very beginning, the Securities 
and Futures Commission has had a bad 
relationship with me,” he says. “Some 
people say I make my profit from the grey 
areas, but the grey area is still guided by 
the law of Hongkong. What I do is within 
the law.” 

Indeed, the Swatow-born businessman 
— who purchased a gold Rolls-Royce to 
celebrate his election to Legco — is gener- 
ally seen as a hero by local punters and 
brokers for his ability to spin gold out of 
dross. Although his actual record has im- 
proved somewhat in recent years, this is 
still a remarkable perception. 

Starting out as manager of watchmaker 
Stelux’s Seiko/Bulova football team in the 
late 1960s, Chim made his mark a decade 
later brokering the sale of Stelux subsidiary 
Mai Hon to interests represented by 
George Tan. Mai Hon soon pe 
became property conglom- 
erate Carrian, the centre- 
piece of a financial scandal 
in 1984 that shook the real- 
estate and banking mar- 
kets. 

Chim’s first known 
run-in with the authorities 
was related to a property 
company closely associ- 
ated with Carrian called 
Eda Investments. Chim 
was accused by the 
Takeovers Committee in 
1982 of helping Eda chair- 
man Chung Ching-man 
artificially to inflate the 
value of Eda stock. Chim, 
who was by then a mem- 
ber of the Far Eastern Stock 
Exchange, was not, however, censured. 
Eda was suspended from trading in No- 
vember 1982 and delisted six months later. 

Around the same time, Chim also 
bought control of a shell company called 
New Era Land and Securities Investment. 
Although Chim said nothing publicly 
about the future of New Era when he 
purchased 82% of its shares, he did succeed 
in listing it on three of Hongkong’s four 
stock exchanges and its share price quad- 
rupled almost overnight. He voluntarily 
suspended New Era’s shares when the 
then Securities and Exchange Commission 
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Chim: uncompromising. 


queried his intentions. 

Chim eventually injected his company 
C&M Securities into New Era, but the 1983 
collapse of Hongkong markets drove the 
firm deep into debt. In 1984, New Era was 
seized by its main creditor, Bank of Credit 
and Commerce International (BCC), and 
Chim left for Canada to establish residency 
for his family. BCCI later sold the firm to 
Japanese developer EIE. 

Chim returned to Hongkong a year 
later and bought 51% of Hongkong Macau 
Development (HMD), a firm that controlled 
the Jai Alai concession in the neighbouring 
Portuguese territory of Macau. HMD, which 
remained Chim's flagship until his election 
to Legco, has primarily served as a reposi- 
tory for Chim's own properties and for 
stakes in other listed firms. 

Among the companies that have passed 
through HMD's portfolio are Lawe William 
Enterprises, Winland, Chuang's Consor- 
tium and Asean Resources. Independently, 
Chim dabbled in forgettable counters such 
as Union V-Tex and Creative Investments 
as well as slightly more substantial ones 
such as property firm Ming Ren and 
printer Paramount Development. 

For the most part, says Chim, he and 
his followers have done well on these share 
deals. "I cannot guarantee profit," he says, 
“but I won't take advantage of you. If I did 
things wrong, I wouldn't have survived in 
the Hongkong market for 20 years." 

While one hallmark of 
Chim's operating style is 
his success in re-activating 
firms so that trapped mi- 
norities can cash out, an- 
other is the propensity of 
the shares of those firms to 
shoot the moon and then 
crash back to a less stellar 
plane. Some were just a 
case of bad luck; HMD was 
re-listed in August 1987 
only to find its floor when 
the world market crashed 
two months later. But 
other cases are more diffi- 
cult to explain. 

Wai Yick Investment is 
one such case. Chim's 
Many Profit Investment 
bought 29% of the firm on 
9 August 1990 for HK$7.20 (92 US cents) a 
share. In the 18 days leading to the sale, 
Wai Yick's share price almost doubled to 
HK$10.50. By late August, however Wai 
Yick was trading at HK$2 and Chim and 
other company directors were under attack 
from the SEHK for making a false market in 
securities. 

The SEHK later censured Chim on that 
count as well as for allegedly agreeing to 
idemnify the seller of Wai Yick shares 
against any losses resulting from a failure 
to comply with securities regulations. 
Chim denies any wrongdoing. в 
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PROJECTS 


Singapore to develop 


into tropical paradise 


On the 


waterfront 


By N. Balakrishnan 

ingapore is seeking to rediscover its 

roots as a tropical island. The clean 

and green city-state aims in the fu- 
ture to focus more of its development on 
the waters that surround it. By the middle 
of the next century, it will be more of a 
tropical resort and less a mere shopping 
centre — and it will be a lot bigger, too. 

The aim is encapsulated in an urban 
plan that is meant to determine the shape 
and look of the republic for the next 50 
years or so and will cost billions of dollars 
to achieve. 

Two themes stand out in the concept 
plan of the government-backed Urban Re- 
development Authority (URA): more wa- 
terfront development and more decen- 
tralisation. By "Year X," an unspecified 
date by which Singapore is projected to 
have a population of 4 million (against 2.7 
million in 1990 and 3.7 million by 2030), 
the size of Singapore will have grown to 
730 km’, compared with 626 km? at the 
moment. This will entail a massive amount 
of land reclamation — more than double 








What Singapore will look like after the turn of the century 





what has been achieved since 1967. 

The URA wants to double the amount of 
coastline from its current length of 140 kms 
by the year 2010 and to build a coastal road 
that will pass by or through a series of la- 
goons, beaches and resorts that are to be 
created. Four resorts are to be established 
in addition to the existing one at Sentosa 
(where three hotels are being built) and a 
new island will be reclaimed, stretching 
from the central business district to Changi 
Airport. 

Waterfront houses are to be built on 
Sentosa Island and along the banks of two 
rivers, Geylang and Rochor. But the most 


ambitious proposal is to build a township 
to be called "Simpang," where the house 
will be built either near or on the water 
“Having a boat near the backyard will n 
longer be just a dream," says the URA. Th: 
location has yet to be decided. 

The reason for turning the planners 
attention to the sea is not hard to fathom 
Since the 1960s, the URA's priority has beer 
to convert a tropical slum into a clean anc 
efficient city-state. This has been achieved 
but the process has almost completely ne 
glected the fact that Singapore is an island 
Indeed, as the URA points out in the plan, i 
is possible to live in Singapore and E 


Ec cn О 
Hawaii of t, the East 


c 
| No matter how many artificial lagoons Singapore makes, it can 
. never develop a pristine beach resort lapped by crystal clear 

ters. This is a problem for a ci te that wishes to see a 
continued growth in the number of tourists who arrive there. 
Singapore now receives 5 million tourists a year and many of 
visitors, кезг erk ps они have com- 


ine оаа 
Nd eae asd msi One 
Се lost 1 Жыш which Ds 80 bin southeast, in Indone- 
С Sia, and which, at 1,030 Кп, is about twice the size of Singa- 
pore. A huge tract of land along Bintan's north shore — 19,000 
fein all — hes Dem set ано foe davelofiment ino d collection 
of hotels, resorts and golf courses. 

At a total cost of 5$3.5 billion, the plan is to transform the 
area into a "Hawaii of the East" that would become one of the 
world's largest trop: И e vam Arp 

ose, but it has the backing varii eius aig do 
pore and Indonesia, including the Salim group, 
хт Singapore Technologies Industrial ар 













The first hotel, а 500-room di оре named Bintan | 


Lagoon, is expected to open in 1994 on a 240-ha site cor Б 
a golf course and 100 condominiums. 

The project does not just have private backers. The two - 

ч ийине ee ap Хей 

last year. Bintan is part of the so-called Golden Triangle com- 
prising Singapore, Indonesia's Riau- rtm женыл and the ‘ 
ite et ааа 
tion is being maximised 





The business backers estimate the overall project to be viable 
in the year 2000 if a fifth of Singapore's .7 million — 


transport and support facilities to 
ship people across. Malaysia is much closer to Si than 
Bintan, but the difficulties of people from Singa- 
pore to resorts’ паба nott Ог cence of 
attracting many of the Singapore tourists who seek tropical 


| the Wah Chang group. 
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hat it is surrounded by water. 

Housing more people at the water's 
ədge is not the only way the planners will 
lisperse Singapore's population. Their idea 
s to add four more business districts to the 
existing one at Raffles Place and Shenton 
Way and to construct a new transport 
network that will link the new business 
centres with the existing infrastructure. 

The four new “regional centres” will be 
ocated at Tampines, Seletar, Woodlands 
ind Jurong East. Woodlands is already a 
sizeable community, located near the 
2xisting causeway to Malaysia. Jurong East 
will tie up with the second causeway, 
which is due to be completed on the 
western side of the island in 1994. Con- 
struction of three of these centres is ex- 
»ected to begin in the next 10-15 years. The 
‘ourth, at Seletar, will be completed by 
Year X. Each development will comprise 
offices, hotels, shops and restaurants total- 
ing 1.5 million m. By Year X, the four 
епітеѕ will serve up to 800,000 people. 

The existing central business district 
will be expanded southwards and east- 
wards — towards the waterfront. As early 
is 1994, the reclaimed land of Marina 
south will be home to Suntec City, a con- 
vention centre and two office blocks being 
leveloped by a Singapore-Hongkong con- 
sortium at a cost of S$1.5 billion (US$890 
nillion). 

By decentralising Singapore, the plan 
ihould give people more room to breathe. 
[һе proportion of high-density housing is 
»pected to fall to 75% by 2010 from 83% 
oday and medium-density housing to in- 
теаѕе to 15% from 8%. Now that the 
»ublic-housing programme is all but com- 
;lete, the emphasis will be on upgrading 
xisting blocks and reducing the propor- 
ion of high-rise apartment blocks. 

All this will require new roads and ex- 
ensions of the Mass Rapid Transit System 
о serve the new regional centres. And by 
2010, a light-rail scheme will be running 
»etween urban centres in the north and 
"ast of the island. 

In thinking “blue,” the URA has not ne- 
slected "green." The Concept Plan envi- 
sages that 3,000 ha of woods, bird sanctu- 
iries, mangrove swamps and nature re- 
ierves will be earmarked for conservation. 
2f this area, 75 ha in the centre of the island 
vill be left as primary forest, which the 
JRA points out contains more plant species 
han the entire US. 

Despite the concept plan's glossy ap- 
»earance and dreamy phraseology, it is 
ikely to have very practical consequences 
or the local property market and the entire 
xonomy. The URA acts as land agent for 
he government, which is the biggest 
andowner in Singapore, while 86% of the 
»opulation lives in public housing. In ad- 
lition, the government has wide powers 
»ver zoning and the acquisition of private 
and for public use. a 
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Manila debt plans come under fire 


New money for old 





By Rigoberto Tiglao in Manila 


till licking its wounds from the US- 

bases fiasco, the Aquino administra- 

tion faces another potential brawl 
over a possible further round of resched- 
uling of the Philippines' foreign debt. The 
government is facing pressure to extract 
bigger concessions from creditors and even 
to repudiate certain debts incurred during 
the Marcos years. 

The debate will clearly complicate ad- 
ministration efforts to mount its fourth 
(and last) rescheduling. Under a package 
already broached with the Philippines' 
foreign-bank advisory committee, Manila 
proposes restructuring US$5.3 billion of 
public debt, either through conversion into 
long-term bonds or retirement through a 
buy-back operation. 

The government also hopes to raise 
about US$250 million in new money from 
the banks to replace funds from multila- 
teral and bilateral institutions that would 
be used to finance the buy-backs. 

Manila's economic and central bank of- 
ficials see the restructuring — represent- 
ing nearly half the Philippines’ US$11.2 
billion foreign-bank debt — as a decisive 
step towards rehabilitating the country's 
international credit standing. The Philip- 
pines has been starved of commercial 
lending because of concerns by banks that 
the country would again default on pay- 
ments. 

Securitisation in the form of long-term 
bonds “would practically mean that the 
government can forget its debts to the 
banks for 15-25 years," says Markus 
Rodlauer, who until the end of September 
was the IMF's resident representative in 
Manila. 

Besides helping to relieve Manila's 
budget, which is groaning under the 
weight of debt repayments, a deal would 
forestall balance-of-payments pressure — 
payments on loans rescheduled in Decem- 
ber 1987 will fall due next year. 

Sentiment is growing in the Philippine 
Congress that there should be a more radi- 
cal debt-management approach on "force 
majeure" grounds. Proponents argue that 
the natural disasters that have beset the 
Philippines in the past two years have se- 
verely restricted its ability to service its 
debts. 

In June, Congress attached a rider to its 
approval of the 1991 budget that sought to 
limit debt payments to the equivalent of 
20% of the previous year's exports. Al- 
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though legislators shrank from trying to — 
override President Corazon Aquino's . 
veto of the rider, Manila's changed political _ 
dynamics may yet embolden them to do — 
so 


An important development which will — 
stir the debate took place on 20 September 
in the US, where the Philippine Govern- 
ment is suing Westinghouse Electric Corp. 
over the now-infamous Bataan nuclear- 
power plant project. Overturning 
Westinghouse's objections, a New Jersey 
judge ruled that a full trial will start on 3 
November on Manila's charges that con- 
tracts for the plant were obtained by brib- — 
ing officials. 


Philippine debt burden 


As% ofGDP 82.2 87.4 | 75.1 68.7 


Interest as % ofGDP — | 3.7| 4.2) 42 55 


EDE 





The mothballed plant is important to 
the debt debate because it was built with 
US$2.2 billion in foreign loans. About 
US$350 million of this was from banks 
and will be a major issue in the proposed 
restructuring. There are growing calls in 
the Philippines to suspend repayments, at 
least until the court battle is resolved. Oth- 
ers argue that stoppage of payments on the 
nuclear-plant loans would help offset the 
loss of the US bases’ compensation. 

The real threat behind these populist 
sentiments was demonstrated on 7 Octo- 
ber, when the House of Representatives’ 
appropriations committee voted to delete 
repayments of the nuclear-plant loans from 
the 1992 budget. The payments will 
amount to P6.6 billion (US$245 million) in 
1992. 

Manila officials, who argue that the 
Westinghouse case must run its course, 
know that unilateral action would scuttle 
their rescheduling proposal. The country’s 
bank creditors have explicitly stated that 
all loans to the Bataan project must be in- 
cluded in any deal (much of the project's 
debt has been included in earlier agree- 
ments with both official and private credi- 
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tors). 

In any event, however, the “nationalist” 
bloc of senators which rejected the US bases 
treaty, and whose political stock has risen 
as a result, is gearing up to block the new 
debt plan. A stronger successor to the 
Aquino regime, it is hoped, will do a better 
job of winning concessions. Even pro-bases 
senators such as John Osmena and Alberto 
Romulo favour a tougher approach to debt 
management. 

The 16 September rejection of the US 
bases treaty has drastically changed as- 
sumptions about the way the legislative 
body calculates its political actions. 

Firstly, the Senate was not impressed by 
arguments from the government and busi- 
ness sector that closing the bases would 
deal the economy a body blow. Indeed, the 
doomsday scenarios raised by bases sup- 
porters appear to have been grossly exag- 
gerated, raising the possibility that similar 
arguments used to oppose debt repudia- 
tion will be treated as merely another case 
of crying wolf. 

Secondly, the bases controversy has se- 
verely dented the credibility of Aquino’s 
officials both at home and abroad. Even 
. senators in the pro-treaty camp now view 
the administration as unreliable when it 
comes to getting concessions from foreign 

ers. 

Foreign debt stood at US$28.8 billion in 
May, up only slightly from its end-1986 
level of US$28.3 billion. The central bank 
has claimed major success in transforming 
the composition of overseas borrowings. In 
1983, when the debt crisis erupted, 64% of 
loans were owed (at market rates) to banks 
and other private institutions, with 24% 
owed to multilateral and bilateral lenders. 
By May 1991, the stock of commercial loans 
had fallen to 39%, with official borrowings 
comprising 46%. 

The improvement reflects the govern- 
ment's buy-back, at a 50% discount, of 
US$1.3 billion in commercial-bank debt. 
This initiative, funded by a US$150 million 
World Bank debt-management loan and 
other multilateral borrowings, has been 
Manila’s most important debt action since 
1985. Apparently, it arose from a belated 
realisation that banks were willing to take 
losses on their paper in order to reduce 
their Philippine exposure. 

Despite these changes, however, the 
debt burden has hardly been eased, 
partly because of the country’s weak eco- 
nomic growth. An October 1990 World 
Bank report noted that interest pay- 
ments were equivalent to 5.5% of GDP in 
1990, up from 3.7% in 1986. The govern- 
ment's debt-servicing costs have increased 
— to around 27% of its expenditures in the 
past three years. This has exacerbated 
budgetary deficits, the root of the country's 
problems, and has shifted resources 
from badly needed infrastructure develop- 
ment. LI 
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JAPAN 


Boom to recession? 


he good times for Japan's 

economy appear to be on the way 

out. For the 58-month-old Heisei 

boom to be over officially, the 
Bank of Japan's index of leading economic 
indicators has to fall below 50% for three 
consecutive months. According to Fuji 
Bank, the index has been below this level 
for nearly one year, despite assertions by 
the Economic Planning Agency (EPA) that 
the boom continues. The index is liable to 
revision after the event, so the EPA may be 
working on revised data. 

Nonetheless, Japan might soon find it- 
self in recession by the more conventional 
definition of two consecutive quarters of 
negative growth. Stripping out exceptional 
factors, the economy in the first quarter of 
the fiscal year ending on 31 March 1992 
expanded 1.2% from a year earlier and 1% 


Slower, but still growing 





in the second quarter. Some analysts be- 
lieve the economy may contract 0.5% in 
the third quarter and possibly a similar 
amount in the fourth quarter. 

That the boom is taking so long to wind 
down when other major economies have 
been in recession for a year or more is 
mostly the result of the sheer momentum 
it has built up in the past five years. During 
this time, as Kenneth Courtis of DB Capital 
Markets observes, the Japanese economy 
has expanded by an amount equivalent to 
the total annual GNP of France. 

Moreover, two thirds of this expansion 
has come from capital investment. Much 
of this investment, plus the personal con- 
sumption that constitutes the second main 
pillar of Japanese output and growth, has 
been financed by the huge liquidity bubble 
that arose during the late 1980s. 

Residual cash balances explain why the 
boom has continued in the face of 15 
months of tight-money policies in Japan 
and 18 months after the collapse of the 
Japanese bourse, on which much of the li- 
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quidity bubble was predicated. This cast 
cushion, however, is rapidly contracting 
The residual balance may turn negative by 
the end of the current fiscal year. 

The annual cost of raising new capita 
via Japan's favourite equity derivatives ha: 
risen to more than 5% from under 1%, anc 
corporate earnings are likely to decline by 
up to 10% on average this year. In response 
to this and to a fall in consumer demand a: 
credit tightens, the growth in capital in 
vestment is also expected to drop sharply 

As capital spending and consumptior 
fall, the external sector is expanding on the 
back of strong exports and lower imports 
The current-account surplus will probably 
exceed US$60 billion in calendar 1991, oi 
1.5-2% of GNP. As a result, the objective o 
reducing Japan's external surpluse: 
through stimulating domestic demand ap 
pears to have failed. 

The long-term capital account is in sur 
plus, too, as Japanese portfolio-investmen: 
outflows reverse. This could provoke in 
terest-rate increases elsewhere in order tc 
attract Japanese capital. 

But the external-sector contribution i: 
unlikely to compensate much for falling 
domestic demand in terms of maintaining 
GNP growth. If the government is to stor 
the rot in the next fiscal year, it will have tc 
come out with a strong supplementary 
budget early in calendar 1992. 

Its overt confidence in the economy 
notwithstanding, the Bank of Japan is con: 
cerned enough to have taken the step о! 
reducing bank-reserve requirements for the 
first time in 10 years. This is designed tc 
ward off the kind of credit famine that ha: 
stymied a US economic recovery. 

The central bank admits that Japanese 
commercial banks' lending policy has 
turned cautious, but it blames this partly 
on borrowers' reluctance to take fund: 
while interest rates are high. Market rates 
of interest have been declining in recen! 
weeks, however, which is likely to be ac- 
knowledged soon by a further cut in the 
5.5% official discount rate. The prime- 
lending rate too should fall soon. 

With money-supply growth on the 
broadest measure of liquidity now reduced 
to around 595 per annum and inflatior 
steady at around 3%, there is leeway for 
some monetary stimulus. Only the pro 
perty sector — where prices are still rising 
nationwide despite average falls ranging 
from 1.5% in Tokyo to 15% in Osaka — 
stands in the way of relaxing the figh: 
against asset inflation. ш Anthony Rowley 
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Asean ministers back call 

for free-trade agreement 

> Asean economic ministers, meeting in 
Kuala Lumpur on 7-8 October, backed 
proposals to turn Asean into a free-trade 
zone within 15 years. They also agreed to 
the creation of an East Asian Economic 
Caucus (EAEC) as an informal forum, 
replacing the notion of an East Asian 
Economic Group suggested by Malaysian 
Prime Minister Datuk Seri Mahathir 
Mohamad. The ministers’ 
recommendations will be put before the 
Asean summit meeting in Singapore in 
January. Not all tariffs would be 
abolished under the free-trade proposal; 
duties of up to 5% would remain on 
certain items. Membership of the 
proposed EAEC was not determined. 


Knight sentenced to jail 

by Singapore court 

> Glenn Knight, Singapore's former 
commercial affairs director, was jailed for 
three months on 3 October after he 
admitted attempted cheating and giving 
false information. Six other charges were 
withdrawn. Knight's lawyers said he 
would appeal against the sentence. 


IMF backs Bangladesh 

by increasing lending 

> The IMF has raised its lending to 
Bangladesh by SDR 86 million (US$117 
million) to help Dhaka cope with the 
impact of the Gulf War and April's 
disastrous cyclone. As a result, the IMF's 
commitment to Bangladesh under a three- 
year programme begun last year will rise 
to SDR 345 million, with disbursements 
this year increasing to SDR 144 million 
from the SDR 58 million originally 
envisaged. The IMF said that before the 
cyclone hit, monetary restraint and public- 
spending cuts had stabilised the economy. 
In the first year of the program, despite 
the disasters, GDP grew at 3.2%, inflation 
was around 9%, and Dhaka's budget and 
current-account deficits were broadly in 
line with expectations. 


Hashimoto to resign 

over Japanese scandals 

> Japanese Finance Minister Ryutaro 
Hashimoto tendered his resignation on 3 
October in the wake of Japan's recent 
financial scandals. Prime Minister Toshiki 
Kaifu asked him to stay on until after the 
G-7 finance ministers’ meeting, due to 
start in Bangkok on 13 October, and 
possibly for the World Bank/1MF annual 
meetings that follow. Two other leading 


17 OCTOBER 1991 


figures also resigned on 3 October over 
the scandals: Fuji Bank chairman Taizo 
Hashida and Tokai Bank vice-chairman 
Eikichi Arai. 


China signals readiness 

to join copyright accords 

> Peking is ready to join the Universal 
Copyright Convention and the Berne 
Convention, according to Chinese officials 
who attended talks in Europe with 
Unesco and the World Intellectual 
Property Organisation. The announcement 
cools speculation that China intended to 
reach a separate arrangement with the US, 
at the expense of other countries, in order 
to head off trade frictions. China's new 
copyright-protection law went into effect 
in June. 


Business indicators 


cd Lis 





Malaysia plans tariff wall 

to protect chemical projects 

> Malaysia announced on 4 October that 
it will impose a 3096 tariff on certain 
imported petrochemicals to protect 
domestic capacity due to come on line in 
the next two years. The Malaysian 
Industrial Development Authority said 
tariffs would be lifted from their current 
2% level before a polypropylene plant 
being built by the Titan Group begins 
operations later this year. The plant will 
have an output capacity of 115,000 tonnes 
a year. Titan, a joint venture between 
Taiwanese, Australian and US chemical 
firms, is also building a 140,000-tonne 
polyethylene (PE) plant, due to open in 
1992. A 300,000-tonne PE plant is being 
built by British Petroleum, Petronas and 
Idemitsu of Japan. 
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Seoul and EC settle 
patent-rights dispute 

> South Korea and the EC have resolved 
a four-year-old dispute over intellectual 
property rights, with Seoul agreeing to 
give retroactive patent protection to 350 
European products. Seoul gave protection 
to US products, but not EC ones, when it 
enacted a new intellectual-property rights 
law in July 1987. As part of an agreement 
reached in Brussels on 27 September, the 
EC Commission will recommend that 
South Korea be restored to the EC's 
Generalised System of Preferences. This 
status, withdrawn during the dispute, 
grants preferential tariffs for South Korean 
exports to the EC. 


Japanese take 80% share 

of Dalian industrial project 

> Tokyo has agreed to take a major stake 
in a ¥15 billion (US$115 million) industrial 
park in the Chinese port of Dalian. The 
project, to start next year, will be 80%- 
owned by Japan and 20% by China, with 
Japan's Overseas Economic Cooperation 
Fund contributing ¥800 million of the 
initial investment. A similar sum will be 
invested by a group of 25 Japanese 
companies headed by C. Itoh, Mitsubishi, 
Marubeni, Industrial Bank of Japan and 
Bank of Tokyo. The park is the second 
phase of Dalian's economic development 
zone, which had 92 units in production at 
the end of 1990. Of these, 63 involved 
Japanese firms, making Dalian the fastest- 
growing centre of Japanese investment in 
China. 


Bakrie unit signs loan 

to finance mine stake 

> A unit of Indonesia's Bakrie Group 
signed a US$173 million loan agreement 
on 4 October to finance its purchase of a 
10% stake in the Irian Jaya mining 
operation of Freeport McMoran Copper & 
Gold Inc. of the US. The five-year 
syndication was arranged by the 
Singapore branch of Chemical Bank for 
Bakrie-owned International Copper 
Investments Co. 


Japanese Diet approves 
securities law shake-up 

> Japan's Diet approved a bill calling for 
an emergency revision of the Securities 
and Exchange Law aimed at tightening 
rules against the manipulation of stock 
prices. The revisions, to be submitted to 
the Diet in January, will create a new 
body under the Finance Ministry to 
monitor stock brokerages. 
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Last sale to 7 Oct. Latest week ago 
God — . london) 35920 35420 37020 3955 
Copper New York (3) 
Current delivery (Dec.) 105.10 106.60 10165 12205 
Jan. delivery раа Р Мез 104.00 PA 
Aluminium London (7) 
Current delivery (Oct) — 116200 — 120000 1.34000 1,995.00 
Tin KualaLumpur (t) 1485 1487 15.44 16.34 
Cotton New York (3) 
Current delivery (Oct.) 63.68 62.65 70.75 71.30 
Dec. delivery _ 65.64 CET. ^T a 
Rubber Kuala Lumpur (8) 
Current delivery (Nov.) 224.50 223.00 23050 23850 
Jadewey — — — Mine. A Bos CMT ЗОНИ 
Jute Dhaka (11) 38000 38000 3800 41000 
Palm Oil Kuala Lumpur (4) 
Current delivery (Oct.) 824.00 796.00 810.00 655.00 
Leon NEMO: 7 
New York (3) 
Current delivery (Mar. и 9.17 861 9.94 
B. 
Singapore (9) 
Sarawak Asta bik 100% 215.00 220.00 222.50 310.00 
Chicago (5) 
2 Current delivery (Dec.) 344.00 331.40 261.20 273.60 
40 
Maize Chicago (6) 
Current delivery (Dec.) 253 246.20 231.00 22860 
Моему и 20 
Rice Bangkok (7) 
5% white fob 2307.00 30700 30200 27000 
` Soyabeans Chicago (5) 
- Current delivery (Nov.) 581.60 585.20 
_ dan. delivery _ 593.20 Fe 
New York (7) 
Current delivery (Dec.) 1,281.00 1,210.00 88200 1,241.00 
1,335.00 с а = р 
Current delivery (Оес.) TEM 79.60 85.70 85 92.90 
Irrent А Д 00 
Mar. delivery "1 8350 > ОРЕ 
Petroleum 
Sumatran light Tokyo (10) 19.85 19.95 18.90 38.40 
Brent London (10) 21.70 21.03 1920 3798 





(11) BWD, atonne Source: Т 


)M$a Бома (3) USe alb (4) M$ a tonne (5) US¢ a 60 Ib bushel 


USca ecu ed (8) PSSt, eek ie els yf 


Economic indicators, selected Asian countries 




















Spot Previous 3 months Year 















































7 Oct. ratet week t agot agot 
Australia — dolar - 12559 12519 1.3051 — 1.1955 
Bangladesh’ taka 3765 UM 60 3575 
Britain pound 05764 05721 061258 0504 
Brunei ‘dollar 189% 1.6855 1.7588 1739 
Burma’ ya 6.20 625 — 655 6.08 
Canada dola 11129 11309 — 11466 — 1.1511 
France franc 570 —500 ип ^à 15126 
Germany mak — à 168 à 313 1 16684 1.809 15085 
Hongkong dollar 1M5 7745 “7.7605 7.7755 
India _ rupee 257965 - 257798 __ 25.7599 17.8015 
indonesia rupiah 197000 1,968.00 1,955.00 1,863.00 
Japan yen 12954 13316 13875 130.31 
Масаи" pataca 8.05 805 805 8.05 
Malaysia dollar 27435 27359 27865 2.699 
Nepal’ _ rupee 4280 48 - 35.00 2400 
New Zealand dollar (175906 —— 17801. 1.7555 16108 
Pakistan rupee 24555 24555 — 24475 217582 
Papua N. кла. 0985 1 093899 0959 097 
Philippines резо 2703 12689 27393 25.88 
Singapore dollar 1,6905 16855 1.7588 _ 1739 
South Korea — won 74700 &— 74150 72960 0 
Srilanka rupee 4138 — $4138 — - 4064 30.88 
Switzerland ас 1.467 1.4540 1.5005 12765 
Taiwan — М 2638 26475 27.03475 27275 
Thailand - бам. 2549 2555 2575 2515 





Communist countries: China US$=Fimb 5.372 HK$-Rmb 0.69425 
Soviet Union US$-Rouble 0.5815 Laos US$=Kip 700.00 
Vietnam US$=Dong 11,250.00 Cambodia US$=Riel 800.00 


SDR1=US$1.36857 ECU1=US$1.21904 S$=M$1.6225 
‘Official rate {Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 
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530.00 617.00 Currency deposit and bond yields 
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7 Oct. iint months phos months bonds yield 
uss 5.1875 5375 53125 _ 550 7.88 
Sterling — — 10375 —— 1018/5 100625 10065 9270 
Yen 675 650 _ 61875 . 59375 5.90 
Swiss Fr. 8.125 . 81875 8.0625 19875 —_ 
АГА ЧЕ ТУБЫ: 9.3125 93125 93125 826 
AS 8875 ^ 875 9.625 88125 - 10.30 
cs 806 — 825 $975 Oa 2n 
ECU 975 975 975 975 870 














сеа. „аена — — Ulla Hongkong India . Indonesia Japan — . Malaysia — —— 
. Economic Growth % (real) (1) 
1890 05 5 23 44) 7 56 10.0 
1991 * 2 6 М 34 8544] 7 E 38 Lu 86 
International Reserves (5) 
Latest US$15.70b (Jul) US$36.14b (Jun) na. US$1.40b (Jul) US$8.67b (Jun) US$70.39b (Jul) US$9.88b (Apr) 
Year ear US$14.70b ' 0900435 ла SSI Шир 695358 _ (57% 
Latest 3 months xS US$1.24b (Mar-May) «US$2 May-Jul) IS$0.13b (Jun-Aug ae S$0.41b «US$ 
«USS$t. АЗЫ (! -US$0.13b (Jun-Aug) ) +US$0.41 ENTM Ped *US$1.04b (Apr-Jun) 
Previous 3 months USS0 44b 10591430 -USS2 19b -US$1.75b SUSS0.17b Must n eem m 
Yeweate — «US$016b  +US$1.95b +US$0.886 -USS0 69b _ 5л __ eUS$1524b 4050010 
Exports (7) 
Latest 3 months US$10.13b US$18.17b US$25.43b US$4.53b US$7.16b/8) US$76.38b US$7.94b 
* change previous 3 months 341 4236 4147 40 48.1 -3.0 0.4 
% change year earlier — EN £97 — РОТЕ". MOAB, 72 4341 «104 4168 
Imports (7) 
Latest 3 months US$8.89b US$15.73b US$25.57b US$4 81b "ri 75b(8) US$58.26b US$8.98b 
% change previous 3 months 46 +18.6 +50 4. 06 +45 
% change year earlier _ 40 189: c МИТ ABR se tor К | ue T | 
| Consumer Prices 
Base Jul 80-Jun 81-100 Jun 1990-100 Oct 84-Sept 85=100/2) 1982-100 Apr 88-Mar 89-100 1990-100 1990=100 
Latest 3 months index average 214.1 (Jan-Mar) 104.7111) (Jul) 160.2 (Jun-Aug) 205.0 (Apr-Jun) 123.6 (Jun-Aug) 103.2 (May-Jul) 104.6 (May-Jul) 
% change previous 3 months 0.2 na. +18 + +31 +08 
% change year earlier _ Mg. 2o c3 zv, 3 +126 124 | 389. See Uh I E 
Latest Ө AM (Jun) Rmb 1,561. YR Pr to d Rs 2.78t/9) (Jun) и 76t (Jun) ¥498.36t (Jul) M$87.85b (Apr) 
(9) (Jun А à 
% change previous month +6.4(10) 03 +0.6 05 
% change year earlier 56 +30.6 r чо +16.8 ce +37 +128 





(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition ot reserves minus gold except for Singapore (бф (7) cif 
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= a a New York drops on poor earnings expectations т т a Tokyo, Straits 
bourses continue to slump т т т Taipei rallies as liquidity constraints ease т m m 
Bangkok bear plunge continues in week ended S October т т т 
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Average daily 
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*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a Review newsletter, 1 Jan. 1990-100 


Philippines Singapore South Korea Taiwan Thailand 


25 83 9 51 10 

1525 68 89 7 7.59.0 

US$2.18 (Jul) US$28.60b (May) US$13.70b (Jul) US$72.16b (Jun) US$16.37b (Jul) 
US$0.94b US$22 46b US$15.60b US$63.63b US$12.45b 
-US$0.68b (Apr-Jun) -US$1.79b (Jun-Aug) ^ -US$3.18b (Jul-Sept) +US$4.30b (Jul-Sept) -US$2.37b (May-Jul) 
-US$1.02b -US$1.73b -US$1.90b 4US$3.68b -US$0.23b 
-US$1.00b -US$2.02b -US$0.25b +US$4.36 +US$0.31b 
US$2.14b US$15.21b US$16.98b US$20.27b US$6.84b 

+57 +50 98 +49 46.6 

«9.5 +18.5 +0.4 4152 +183 

US$2.82b US$17.01b US$20.16b US$15.97b US$9.21b 

73 +48 27 +21 +22 

43 +144 +174 +207 +175 

1978=100 Sept 87-Aug 88=100 1985-100 19864100 1986-100 

592.2 (Jun-Aug) 109.8 (Apr-Jun) 142.5 (May-Jul) 115.1 (Jun-Aug) 125.5 (May-Jul) 
+29 +08 +18 +19 +1.6 

+18.8 +38 +86 37 +59 

P320.20b/9) (Jun) 5$64 050 (May) Won 72.19 (Jul) NT$6.78t (Jun) Baht 1,622.90 (May) 
420 +14 0.2 +37 +09 

+21.5 +15.0 +192 4175 419.9 


(8) Including petroleum (9) МЗ (10) % change over past 3 months (11) One month Source: Official statistics 
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Australia 1350 9.34375 
Britain 1050 — 10375 
Hongkong 900 4875 
Indonesia 2500 2000 
Јарап 6.90 
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Taiwan 10.00 — 
Thailand 16.00 12.50 
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interest rates (%) 
Prime Interbank Interbank Interbank 


lending 1 month! 3 months! 6 monthst 


921875 914063 
10.1875 10.0625 
5.125 525 
20.50 20.50 
6.5625 6.3125 
8.10 8.26 
8.12 8.10 
18.3125 18.5625 
4.50 4.625 
1250 = 
54375 5.4375 


‘Long term ""Shortterm ttMonetary Stabilisation Bond (1 year) 
tOffered rate Source: Telerate and Review Data 
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SHROFF 





Keeping up the good work 


unusual breed of firm, one that 

gives away more than half its 
profits to charity. The company is Chen 
Hsong, among the world's leading manu- 
facturers of machinery for the production 
of plastic articles. Founded 33 years ago, its 
management is headed by Chiang Chen 
Yuen and his two daughters. 

The listing will result in 25% of the 
company's stock being held by the public, 
19.2% being controlled by the founding 
family and the remaining 55.846 effectively 
locked up in the family's charity, which 
will pay out the dividends it receives to 
help foster Chinese engineering talent. 

Chen Hsong is in a sophisticated, capi- 


he Stock Exchange of Hongkong 
! i lis to see the listing of a highly 


| tal-intensive business, and the company 


has not shrunk from commitments to 
spend heavily on capital, both human and 
mechanical. The investment has paid off, 
because as a leader in its field Chen Hsong 
has not had to buy market share. Its gross 
margins have remained constant at around 
20%. Last year, it managed post-tax profits 
attributable to shareholders of HK$79 mil- 
lion (US$10 million) on turnover of 
HK$472 million. 

This achievement does not come 
cheaply, though, since the firm goes to the 
market laden with debt. According to the 
prospectus, the company owes its imme- 
diate 75% parent, Chen Hsong Investments 
(сн), HK$167 million which СНІ has bor- 
rowed and on-lent to Chen Hsong at cost. 
It also owes CHI HK$130.4 million for two 
factories injected into Chen Hsong imme- 
diately prior to the listing. In addition, the 


| company has bank loans and overdrafts 


totalling HK$74.6 million. With a prospec- 
tive market capitalisation of HK$856.8 
million, that is a gearing ratio of about 45%. 

Put another way, the share is being 
floated on a modest prospective p/e ratio 


| of 8 and the profit forecast seems con- 


servative enough. But at HK$1.68 a share it 
is being floated at a 113% premium to its 


. | net asset value. 


The issue will strengthen the balance 
sheet considerably. About HK$180 million 


| of the HK$202 million to be raised from 


the flotation will go towards reducing the 
company's debt burden. The impact 
should be immediately observable on the 
bottom line, since interest payments to- 
talled HK$15.6 million last year. 

The Chiang family has built the busi- 
ness by investing for the long term. This is 
why, Shroff suspects, all those dividends 
are to go to charity, not to the family. 
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The primary aim of Chiangs' Industrial 
Charity Foundation is “to assist Hongkong 
industries, research, and help train ethnic 
Chinese in mechanical engineering." In 
short, just the kind of prudent luxury 
which private ownership of Chen Hsong 
allowed the Chiangs. 

The ownership structure enables the 
Chiangs to keep a grip on their company. 
It could allow them not only to continue 
their wider philanthropy but also publicly 
to pump up the company's margins by 
slashing spending on R&D and on 
workforce development like the worst kind 
of short-term capitalists — while using the 
taxed dividends to restore precisely those 
cuts. m Michael Taylor 


Guoco Group’s shares 


Hongkong tycoon Li Ka-shing has played 
both sides of the territory's perfidious 
banking cartel by purchasing a HK$268 
million convertible note issued by the lo- 
cally listed Guoco Group on 8 October. 

With the investment, Li’s cash-rich 
Cheung Kong receives a far better imme- 
diate return on its capital than would be 
available on deposit. And Cheung Kong 
could also benefit from the artificially high 
spreads charged by Guoco’s Dao Heng 
Bank. 


Like most other Hongkong banks, Dao 
Heng has been riding high on a combina- 
tion of low deposit rates (fixed by the car- 
tel), strong demand for mortgages and a 
tight monetary policy. Although unre- 
markable among its peers, Dao Heng's 
profits grew by 32% in the first half of its 
1991 fiscal year. 

Under the agreement between Cheung 
Kong and Guoco, which is substantially 
controlled by canny Malaysian-Chinese 
entrepreneur Quek Leng Chan, Li bought 
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a note paying 6% a year that can be con 
verted into Guoco shares, equalling 11% о 
the holding company, at HK$2.10 a shar 
in the next three years. 

The deal offers succour and protectior 
for Quek as well. Li apparently replace: 
Taiwan auto and motorbike magnate Sh 
Huang as the third among Guoco's trio o 
substantial shareholders (the other two arı 
Quek's Hong Leong Malaysia and the Ku 
wait Investment Office). And Quek has lef 
in the legal document a variety of caveat: 
that in effect allow Guoco to buy ou 
Cheung Kong's note at a premium with 
out surrendering shares. 

The deal has also given a big fillip к 
Guoco's share price. Even though Sh 
Huang apparently sold down his 8% hold 
ing in a discounted block sale to raise cast 
for an investment in Taiwan, rumours o 
Li's entry into Guoco combined with un 
precedented turnover in the stock to senc 
its price skyrocketing. Guoco gained 13.4% 
in the week prior to the announcement o 
Li's note-buying. m Jonathan Friedlanc 


South Korea's businessmen and brokers are 
nervously watching the results of a tax in- 
vestigation into Hyundai founder Chung 
Ju Yung, who is accused of having evadec 
tens of billions of won in tax by illegally 
transferring stock to his sons, Nobody be- 
lieves that the Office of National Tax Ad- 
ministration would have launched the in- 
vestigation without clearing it with the 
presidential Blue House. 

Whatever the reason Chung has rur 
afoul of the authorities, there is a basic is- 
sue raised by the investigation. As long as 
South Korean law allows investors to use 
false-name accounts (i.e. aliases), the sys- 
tem is going to encourage backdoor stock 
dealings and fuel suspicions that tycoons 
like Chung are ripping off the taxman. 

The same day that the Chung investiga- 
tion was announced, the finance ministry 
released figures showing that Won 1.9 tril- 
lion (US$2.6 billion) was held in false-name 
accounts as of the end of July. These fig- 
ures do not include accounts held under 
borrowed names, a common South Korean 
practice to evade high marginal tax rates. 
Nor would they necessarily include un- 
listed shares, such as Chung is alleged to 
have handed over. 

As long as a system of legalised tax eva- 
sion is in place, companies will be encour- 
aged to cheat, and ordinary investors will 
have good reason to think that the stock- 
market is rigged to benefit the rich. 

m Mark Clifford 
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Can Germany’s monetary policy 
shoulder the burden alone? 


Over the next few years, German 
fiscal policy will have to tackle the 
problems brought on by unification. In 
1991, the budget deficits of the Federal, 
state and local governments will climb 
to roughly DM 150 billion, with decreas- 
ing but still substantial shortfalls fore- 
cast up to 1995. However, given its high 
savings ratio, Germany will certainly be 
better placed than most countries to fi- 
nance large deficits through increased 
government borrowing. Moreover, the 
current account will only move slightly 
into the red this year and should be at 
least back in balance in the years to 
follow. 

All the same, the surge in public 
spending and the large proportion of 
credit-backed funding pose a threat to 
monetary stability. The Government is 
pursuing an expansionary fiscal policy at 
a time when capacity utilisation in west- 
ern Germany is at a high level. Although 
mounting imports are easing some of the 
inflationary pressure exerted by buoyant 
demand, it is increasing firms’ scope for 
raising prices and prompting unions to 
press for higher pay increases. 


Policy mix problematic 


In view of the emerging threats to 
price stability in Germany, the Bundes- 
bank will stick to its restrictive course, 
and the current mix of expansionary fis- 
cal and tight monetary policy will be 
maintained, keeping interest rates high 
and leading to a slowdown in economic 
growth. In the west, the first signs of a 
slackening of pace emerged during the 
summer. 

The growth prospects for 1992 are less 
promising than they have been in recent 


“Spending cuts and 
moderate pay settlements 
will be decisive.” 





years. This underlines the fact that the 
Government's fiscal policy will have 
adverse effects on tax revenues in the 
years ahead. Consequently, this expan- 
sionary approach will tend to hinder 
rather than help efforts to place the pub- 
lic finances on a sounder 
footing. 

If the present conflict 
between Germany's fiscal 
and monetary policy ~ 
with all its negative con- 
sequences for the public ^ so 
finances — is not to grow 
more acute, priority must 
be given to deficit reduc- 30 
tion measures. Doubts 20 
about the soundness of 
the public finances could 
easily unsettle the finan- 09 
cial markets, adding a risk 
premium to domestic in- 
terest rates and pushing 
down the D-mark. In the 
end, this would make fiscal and monetary 
policy even more incompatible and 
further impede economic growth. 

In the final analysis, cutting the deficit 
by raising taxes is an unsatisfactory sol- 
ution. While this year's increases in taxes 
and social security contributions pre- 
vented the deficit from taking another 
substantial jump, they pose a consider- 
able threat to price stability, not least 
because they could have a negative 
impact on the supply side. 

A better approach to consolidation 


in % per year 
70 


40 





82 
From second half of 1990, figures for united Germany 
1) excl. Treuhandanstalt and social security scheme 
*) Forecast from 1991 onwards 


of the public finances would be to con- 
tain spending at all three levels of 
government. In particular, subsidies and 
public consumption should be targeted. 
If the risks inherent in the current econ- 
omic policy mix are to be effectively 
countered, wage settlements must be 
kept at moderate levels, especially since 
high pay increases in the west trigger 
similar rises in eastern Germany. Ex- 
cessive growth in wages there will 
undermine efforts to build up the capital 


Recourse by German public sector" to private households’ savings 
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stock and will keep unemployment at 
its high level. 

Moderate pay settlements, on the 
other hand, will help reduce the number 
of jobless in eastern Germany, as the 
expansionary fiscal policy will then 
encourage the creation of more jobs. 
An easing of upward pressure on pro- 
duction costs - a major argument for the 
Bundesbank's restrictive stance — would 
mean that the central bank was no longer 
left to shoulder the burden of maintaining 
monetary stability all by itself. 
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A REVEALING LOOK AT OUR DESIGN PHILOSOPHY. 


A car, we believe, should move you as much emotionally as it does physically. This simple premise 
is what the engineers at Toyota use to produce one of the most acclaimed and respected marques in 
the world. And they achieve it by approaching every design as an integrated unit. In fact, whenever 
possible we let the features of a car refine and develop each other. An unprecedented idea, maybe. 

E <=> But its the perfect example of the innovative 
new thinking that's driving today's Toyota. And it 
shows how, from the quality of our products to our 


consistently progressive attitude as a corporation, 





Toyota is setting the future in motion. 
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TELEPHONE: 235 7773 FACSIMILE: 235-2061 Conferences & Exhibitions 
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> LJ id is E : A z 
I ac ific Ш SALES MANAGER (INDONESIA) E oes s : 
Asian - He : ee PA, ~ today for free details onthe | 

MR Chinese Language Kit to: 
| Ma na I4 eme nt i и А European multi-national company has commissioned us to i lie scent) binc 
х || identify a Sales Manager to be stationed in Jakarta. The company E erlan 1 
: у is a leader in material handling with a long established business 
Institute : association in South East Asia. - ESN 
Е Candidates for this position should have an Engineering quali- Е a Review 
fication and at least five years sales management experience in oy nel 
|| Indonesia in the field of materíal handling or heavy equipment. || Classified 
Expatriates will also be considered, provided they have the neces- M 
: sary eae pla the e territories, in which case expa- : Sections 
triate beneits will apply: The classifications available in 
[| А E this section are as follows; when 
{ E Interested parties are requested to contact Mr. Alfred Tan for a Б ЕЕ 
E 1992 International | preliminary confidential telephone discussion. Alternatively, E booking, pe state. your re- 
: i written applications providing phone contact numbers as well as quirements: 
Executive Programs : a non-returnable passport size photograph may be addressed to: - Appointments 
g PACIFIC MANAGEMENT RESOURCES PTE LTD g | Business Equipment 
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The newly created United Nations International Drug Control Programme 































; located in Vienna, Austria, has an opening for the position of Director of r " 
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Poison darts 


he aircraft manufacturers’ public- 
relations machine is preparing for 
takeoff: brochures are touting the 
market for 500-1,000 supersonic 
airliners to cater to travellers wanting direct 
long-range travel. A group of companies 
from the US, Europe gnd Japan are churn- 
ing out studies of a potential successor to 
the Concorde. While the new plane will fly 
only slightly faster than the Concorde — at 
Mach 2.05, a little more than twice the 
speed of sound — it is to carry three times 
as many passengers almost twice as far. 

With a target date for entry into service 
in 2005, engineers are seeking more effi- 
| cient aerodynamic shapes and lighter ma- 
terials to reduce fuel-burn as well as im- 
provements in cabin comfort and safety. 
But the most critical research area concerns 
engines, which will have to be less pollut- 
ing than anything today. 

Although a commercial 
disaster for its builders, the 
Concorde has proved to be a 
technological success. But rules 
have changed dramatically re- 
garding environmental con- 
cerns in recent years. The Con- 
corde’s Olympus engines 
would have been totally unac- 
ceptable if today’s standards 
had been applied: they are 
noisy and environmentally 
dirty, prompting some aircrew 
to nickname the aircraft the 
“Poison Dart.” 

Only 14 Concordes have 
entered airline service since the 
aircraft's first flight in 1969, but 
they have served to assuage fears of envi- 
ronmental damage, particularly to the 
world’s ozone layer because of chemical 
reactions from oxides of nitrogen (NOx) in 
the engines’ exhaust emissions. 

While the hunt continues for ways to 
build supersonic-aircraft engines that are 
| more efficient and less damaging to the 
| environment, ecologists are focusing on 
damage caused by the current generation 
of subsonic aircraft. If their research is cor- 
rect, air transport is responsible for more 
than 30% of global warming, indicating a 
new approach to the reduction of aircraft 
pollution is needed urgently. 

What may be the tip of the iceberg of 
such research was issued in August by the 
| World Wide Fund for Nature, formerly the 
World Wildlife Fund. The study was un- 
dertaken by Mark Barrett, a consultant 
working with Earth Resources Research in 
Britain. 
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Barrett's findings are hedged with cau- 
tion because of what he describes as uncer- 
tainty in some areas. Nonetheless, he says 
carbon-dioxide emissions by aircraft en- 
gines can be calculated to contribute 1.3% 
of global warming, but this small fraction 
will rise because of the expansion of fleets. 

The major potential for damage, how- 
ever, comes from NOx, of which the largest 
component is nitrogen dioxide. This forms 
at the rate of about 20 g per kg of fuel 
burned at cruising altitudes. 

While NOx produced by aircraft, reck- 
oned to be about 3 million tonnes in 1987, 
comprise less than 2% of all NOx produced 
in the world, its effects are 50 times greater 
than those of NOx at ground level because 
it is injected high up in the atmosphere. 

There is also an irony involved: NOx 
emissions at low and medium levels, up to 





Son of Concorde must be cleaner. 


about 10-12 km, help to create ozone. 
Above 15 km, they help to destroy it. To- 
day’s aircraft generally cruise at the 10-12 
km level, so their NOx emissions end up 
diffusing into high and low zones. 

The result is production of ozone at 
lower levels, where it is harmful to man 
and the environment because of its toxic 
and caustic effects. 

At the higher levels where supersonic 
aircraft cruise, NOx emissions contribute 
to the breakdown of the ozone shield that 
absorbs short wavelength radiation from 
the sun. This radiation is harmful to all liv- 
ing things. 

Water is another problem. Burning jet 
fuel or any other hydrocarbon fuel pro- 
duces mostly carbon dioxide and water, 
about 1.25 kg of water for each kg of fuel 
in the form of steam and about 3.2 kg of 
carbon dioxide per kg of fuel. At altitude, 
the steam condenses into water vapour and 


FAR EASTERN ECONOMIC REVIEW 


INNOVATION 


often then freezes into ice crystals. 

These trails of condensation form artif 
cial cirrus clouds, which allow sunligt 
through but reflect heat from the eartl 
According to Barrett's study, the earth’ 
temperature rises 1°C for every 2% increas 
in cirrus cloud area. 

The problem for engine-designers is a 
but impossible. Hydrocarbon fuels inevitz 
bly produce carbon dioxide and water, a 
would use of hydrogen as an alternative 
And burning anything to obtain energ 
produces oxides of the fuel's main chem) 
cal components as well as NOx. This is be 
cause nitrogen in the atmosphere oxydise 
at high temperatures inside engines. 

Further, the drive to increase fuel effi 
ciency has led to less pollution in the forr 
of smoke, unburned fuel and carbon mon 
oxide. But this has led to higher tempera 
tures inside engines, whic! 
increase production of NOx. 

At present, there is no obvi 
ous solution, save the obviou 
one of minimising pollution b 
more efficient use of aircraft 
airports and air-traffic contro) 
For obvious reasons, it is im 
possible to stick a catalyti 
converter on to the back of a1 
aircraft engine to clean up th 
exhaust stream, as can be don: 
with cars. 

Reductions achieved so fa 
in NOx production have com 
about through the advent o 
fan engines in which a rela 
tively small hot core drive 
large shrouded blades at th: 
front. Most of the engine's thrust come 
from the relatively cool airstream from thi 
fan, meaning that an increase in powe 
from enlarging the fan does not bring a1 
equivalent increase in pollution from th 
core. 

But fan engines currently cannot oper 
ate at supersonic aircraft speeds, so the jury 
is still out on how the “Son of Concorde’ 
can avoid doing more harm to the ozont 
layer than its predecessor and its subsonic 
colleagues just by sheer weight of num 
bers. 

Whether or not Barrett's figures are 
right — a spread of 5-40% in additiona 
global warming is unscientifically wide — 
the debate is unlikely to go away. At the 
very least, it seems likely that the consult 
ant's call for further research will be taker 
up and that environmentalists will put stil 
more pressure on governments to take par 
in the investigation. m Michael Westlake 
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LETTERS 


A Bob each way? 

| Your article on Australia [10 Oct.] was in- 
teresting even though it contained the 
usual broad-brush financial journalism 
techniques which so often result in gener- 
alisations. And Bowring seems to have a 
bob each way when it comes to the elec- 
toral chances of the present Hawke Labor 
government. In one paragraph he talks of 
a "strong sense that the Hawke era is 
nearing its end." He then goes on to say 
there is no certainty that "popular discon- 
tent will translate into a defeat for 
Hawke .. .” 

At least we were spared the usual 
meaningless, and hopelessly inappropriate, 
comparisons with the NICs of Asia. Aus- 
tralia has its woes for sure, but it has been 
spared the authoritarian "governments" of 
the NICs, whose interventionist policies led 
to their rapid growth in recent decades. 

Australia has also been spared the 
punch-ups (Taiwan) in its parliament, and 
the huge swindles in Tokyo's Diet. Com- 
pared to these happenings, the Aussies are 
rank amateurs. The issue of civil rights in 
the NICS is another story. 

But, as I said, it was interesting reading. 
I look forward to a REVIEW article on a re- 


gional comparison of what is colloquially 
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called "the quality of life." Could this be 
why so many people from the NICs apply 
to migrate to Oz? 


Hongkong ROY STALL 


Cover stereotypes 

The picture of stereotypical Aussie yobbos 
drinking beer and playing children's beach 
games for your cover story on Australia's 
economy [10 Oct.] was both shallow and 
offensive. While this photograph may de- 
pict the behaviour and mentality of a small 
segment of the Australian population, I am 
annoyed that the REVIEW has stooped to 
portraying a diverse country of 17 million 
people with this kind of cultural generali- 
sation. I wonder if you would choose to 
depict the Chinese, Japanese or Thais with 
such insulting cliches? 

Hongkong ANN MARIE ANGEBRANDT 





Anti-Bhutan 

The Bhutanese People's Party's claim of 
327 deaths in Bhutan during September 
1990 [Winds of change, 3 Oct.] is known 
as bad coin — it was never substantiated: 
no names, no bodies, no grieving relatives. 
Rita Machanda also s 
king [of Bhutan] played on [India's] anxi- 
ety over a ‘Greater Nepal’ movement,” etc., 
without considering whether such anxie- 
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At Alcatel we have a full understanding of 
every aspect of worldwide communications. 

Although our communications systems 
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importance of personal contact. 
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at the cutting edge of communications systems 
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»xt century. 
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the second year of a law and 
oblem involving armed terrorism, 
rnally mounted, directed against 
rn Bhutanese villagers. Their aim is 
3 destroy the social services infrastructure, 
letach the commitment of loyalist south- 
rn villagers from the Bhutanese civil 
uthorities, and force them to flee and re- 
ttach their destinies to a vaguely "Ne- 
alese" or “Pan-Nepal” political autho- 
ity. 

National dress is not the central issue. 
iovernment. policies relating to this, and 
> driglam namzha. (distinctively Bhutanese 
заппегѕ and customs), are unexceptional 
xchniques to help. strengthen national 
lentity. Objection to these — only partly a 
2action against over-zealous implementa- 
on by petty officials in the south — pri- 
загу springs from a rejection of the le- 
itimacy of the goal of a single 
Bhutanese" national identity. Dissenters 
vant benefits of citizenship while rejecting 
uties; easy purchase of arms in India en- 
ourage blood-letting. 

The king has been central in encourag- 
1g effective integration of talented south- 
utanese into the polity, contrary to 
ormed critics [LETTERS, 17 Jan.]. While 
many supporters in the south, con- 
t of the violence must involve 
tribution by the southerners 














“On 12 September, a meeting of village 
aders in Samchi called for the families 
f known anti-national activists (hitherto 
nconstrained by the authorities) to be 
xpelled, and for homes of loyalists to be 
»ocated closer together for better mu- 
aal defence. This political commit- 
yent still needs follow-up; the terrorism 
лау continue for another year or two; but 
is decision may yet mark a turning 


oint. 
longkong BRIAN SHAW 


iting the hand . . . 

am mildly amused by the rabid attack 
gainst Edith T. Mirante and J. Hamerle by 
ony Nedderman [LETTERS, 10 Oct.]. First I 
ust point out that freedom of speech and 
xpression of opinion exists only under the 
ile of democracy which he flippantly de- 
спрей as an "ism" that will come to pass 
nd a “cultural baggage." 

In fact, the industry that he represents 
“ll never see daylight under totalitarian 
sgimes like the Burmese SLORC, which rule 
y decree. Could he tell us that public re- 
itions is not another form of controlling 
1e minds and opinions of people? 

I am sure Nedderman and his ilk can- 
ot.refuse to yield. to the temptation to 
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jump and promote even the most vile re- 
gime like the SLORC, once blinded by the 
colour of money. Not unlike the merchants 
of death who sell arms to both warring 
parties, morality and human rights do not 
seem to feature in the vocabulary of his 
industry. 
That is regrettable. 
Hongkong MAUNG ZAU TUN 


indians hijack Indians 
Yet another Malaysian Indian Congress 
(MIC) conference has been hijacked by the 
clamour for spoils, personality clashes and 
factionalism among the elite. Yet another 
page in the annals of the Indian commu- 
nity has been turned in vain. 

Those who expected the conference to 
devote itself to the root causes of the 
problems of the Indian community were 


appalled. It is a glaring fact that the | 
Indian community in Malaysia today is | 
the most deprived, neglected and under- | 
privileged. Comprising about 8% of the | 


country's population, the problems con- | 
fronting the community are far out of | 
proportion to its size. Over 25% of Indian | 
households exist below the official poverty | 


line. 

The community is in the forefront of 
unemployment, school drop-outs, infant 
mortality rate, malnutrition, homelessness, 
adult mortality rate, etc. The histrionic 
rhetoric which the leaders dish to keep the 
community "opiated" cannot disguise 
these facts. 

That a community should exist in such 
appalling conditions after 34 years of 
independence, in the midst of teeming 
wealth and resources is indeed scandalous. 
It is a paradox reflecting poorly on the 
interest and concern of the Indian commu- 
nity's leadership of yesterday and today. It 
is a living testimony of the betrayal of a 
community by its leadership. 

The present leadership, pre-occupied as 
it is with promoting its own welfare, 
hardly has the time to understand the 
plight of the ordinary Indian. 

Under the "Tammany Hall" brand of 
politics pursued by the Mic leadership, 
distribution of resources and opportunities 
within the Indian community is even more 
inequitable than the Indians' share of the 
national cake. 
London 


M. SINGAPERUMAL 


No edge for Tigers 
In Hamish McDonald's story Mauled, but 
unbeaten [12 Sept.] he incorrectly quotes 
me as having admitted that, 
training, tactics and mobility give the LTTE 
the edge in the field." 

What was actually stated was that “the 


LTTE have.a fair degree of mobility in the | 
northern areas of Vavuniya, sound com- | 


munications, are fanatical and capable of 
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“superior | 


launching small raids. The Security Forces 
counters the LITE by superior training and 
tactics.” In fact, I could not have made such 
an admission as stated, simply because th 
point about the LTTE having an edge in tl 
field, is not at all correct. 
Colombo 
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background or experience. Asean also 
wants more than token representation in 
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involvement in the search for a peaceful 
solution. Sources say candidates being 
considered for the UN special 
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Korean Workers Party delegation is to 
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invitation of the Australian Labor Party. 
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month, he sat in at talks with Chinese 
leaders. 
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that Manglapus will only be received in 
his capacity as Philippines foreign 
minister, and not as chairman of the 
Asean Standing Committee. At this 
year's Asean foreign ministers' meeting 
in Kuala Lumpur, the Philippines was 
given a mandate by Asean to approach 
Burma on human-rights issues. There 
was unhappiness when the mission was 
made public, and a predictable hesitancy 
to receive Manglapus in Rangoon. 
Burmese foreign policy is to prefer 
bilateral relationships to those with 
groups or blocs. Burmese diplomats 
perceive the Manglapus mandate not so 
much on behalf of Asean as at the 
behest of Asean's dialogue partners, 
including the US. Meanwhile, Asean's 
resistance to a Swedish draft resolution 
on Burma, withdrawn at the UN last 
year at the request of Japan, has 
crystallised in the form of a proposed 
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Asean resolution on Burma, which some 
see as a means of pre-empting any 
resolution which would undermine 
Asean’s insistence on constructive 
engagement with Burma. 

Vanity Fair 

Call it a callous disregard of the poor or 
a vain attempt to impress foreign 
delegates to the recent World Bank/IMF 
meeting in Bangkok, but Thai army 
engineers forcibly cleared a slum along 
the railway track to build a new road 
that would provide a back-door entrance 
to the conference site. No resettlement 
site was provided for those evicted, and 
journalists on the scene were warned not 
to report the evictions negatively. But 
during the conference, almost no 
vehicles used the road and most of the 
time barbed wire blocked the rear 
entrance to the conference hall. 
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BURMA 1 


Peace prize puts pressure on SLORC 


Reward for resistance 


By Bertil Lintner in Bangkok 





he award of this year’s Nobel 

Peace Prize to detained opposi- 

tion leader Aung San Suu Kyi is a 

clear signal to Burma’s ruling 
State Law and Order Restoration Council 
(SLORC) that it can expect a tougher time 
internationally. 

In describing her struggle as “one of the 
most extraordinary examples of civil cour- 
age in Asia in recent years” and branding 
the SLORC a “regime characterised by bru- 
tality,” the Nobel Committee has also 
shown that Aung San Suu Kyi is still a key 
figure in Burmese politics even if she has 
not spoken or been seen in public for more 
than two years. 

In November last year, Sweden, sup- 
ported by all major Western democracies, 
tabled a resolution in the UN calling on 
the SLORC to end human-rights abuses and 
repression in Burma. However, at Japan's 
request, the resolution was withdrawn for 
a year following fierce opposition from 
Singapore, China, Cuba and Mexico. This 
means it is due to come up again next 
month. “With Aung San Suu Kyi being 
awarded the Nobel Peace Prize, it will be 
more difficult for autocratic Third World 
regimes to lobby against the resolution,” a 
Western diplomat said. 

Observers seem to agree that it is in the 
international field that the immediate im- 
pact of the peace prize will be felt; inside 
Burma, sources report the repression is 
worse than ever. But if the prize will en- 
courage the international community to 
take firmer action against the SLORC, there 
will be domestic consequences as well. 

Aung San Suu Kyi's involvement in 
Burmese politics began more or less by ac- 
cident. She returned to Burma from her 
home in England in April 1988 to nurse 
her ailing mother — at a time when the 
country was in the midst of political up- 
heaval. Student protests had led to the 
most serious threat to the iron-fisted rule 
of Burma’s strongman Gen. Ne Win since 
he seized power in a coup in 1962. 

The unrest escalated into massive, anti- 
government demonstrations which were 
launched simultaneously on 8 August in 
virtually every town and city across the 
country. This was met with unprecedented 
brutality: army units fired indiscriminately 
into the crowds, killing thousands of 
peaceful marchers, including children. 
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Being the daughter of Burma’s inde- 
pendence hero Aung San, who was assas- 
sinated in 1947, Aung San Suu Kyi had 
since her return come under pressure to 
take an active role in resolving the crisis. 
Until the massacre in August she had re- 
sisted such invitations. 

But a week after the killings, she sent a 
personal letter to the SLORC, suggesting the 
formation of a consultative committee to 
discuss what she termed “a situation of 
ugliness unmatched since Burma regained 
her independence.” The authorities never 
responded to her call for a dialogue, and 
on 26 August she appeared in public for 
the first time. 

More than half a million people came to 
listen to her at the foot of the Shwe Dagon 
Pagoda in Rangoon. During her speech, the 
slim, professorial woman won the hearts 
of the audience; she emerged as the leading 
voice for the opposition. 

Her background was complex. She had 
left Burma in 1960 at the age of 15 when 
her mother, Aung San’s widow, was ap- 
pointed Burmese ambassador to India. 
During her time in New Delhi Aung San 
Suu Kyi acquired her lasting admiration 
for the principles of non-violence embo- 
died in the life and philosophy of Mahatma 
Gandhi. She left for Britain in 1964 to 
study at Oxford and after earning a BA 
moved to New York where she held sev- 
eral posts at the UN Secretariat. She mar- 
ried Michael Aris, a British Tibetologist, in 
1972. In the next 16 years Aung San Suu 
Kyi spent time in Bhutan and Japan as well 
as Britain. 
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ung San Suu Kyi campaigning in 1988: still a key figure in Burmese politics. 


The street demonstrations came to a 
end on 18 September 1988 when the mil 
tary stepped in again, not to overthrow 
failing government but to shore up a гє 
gime overwhelmed by popular protest: 
Scores were killed once again as the SLOR 
assumed power. 

To placate the outraged public, and t 
appease the international community wh 
had condemned the carnage in Rangoor 
SLORC Chairman Gen. Saw Maung allowe 
the opposition to set up their own partie 
and also promised general elections. Ther 
was no real freedom, however, and th 
country was placed under martial law. Bu 
within the strict limitations of the new rt 
gime, the opposition continued the strug 
gle for democracy. On 24 September 198‘ 
the National League for Democracy (NLD 
was formed with Aung San Suu Kyi as il 
general secretary. 

Burton Levin, the then US ambassadc 
to Burma, commented at the end of 198} 
"Even though she is married to a foreigne 
nonetheless she touches a chord among th 
whole spectrum of Burmese life." Fc 
many Burmese she appeared as a reincai 
nation of her famous father, destined t 
carry out his unfinished work of leadin 
Burma into the modern world. 

In 1989, she embarked on a strenuou 
programme, travelling to virtually ever 
part of Burma. Her insistence on Gandhia 
principles of non-violent confrontatio 
came to play a crucial role in transformin 
the Burmese uprising into a sustained an 
remarkably coordinated movement. Bi 
her constant appeals for a dialogue bx 
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ween the political parties and the SLORC 
vere routinely dismissed by the ruling 
nilitary. 

On the contrary, she was threatened 
nd on 20 July 1989 the SLORC placed her 
inder arrest in her own home on Univer- 
ity Avenue in Rangoon. Thousands of 
iLD workers were arrested all over the 
юцпігу. Her two sons, now back in 
britain, were stripped of their Burmese 
itizenship. 

But regardless of these measures, Aung 
‘an Suu Kyi's basic message had begun to 
ake firm roots among the population at 
arge. Between her first appearance in Au- 
;ust 1988 and the day she was placed un- 
ler house arrest, she had delivered more 
han one thousand speeches across the 
ountry. These had echoed themes of her 
ather's writings: the dependence of free- 
lom on discipline, strictly fair treatment of 
»olitical opponents and a deep distaste for 
»ower mongering. 

With Aung San Suu Kyi muzzled, the 
»ro-democracy movement suppressed, 
nd the Burmese people fearful, the SLORC 
iad probably hoped that the election it had 
»omised would mean little. That was a 
ross miscalculation. 

When the Burmese went to the polls on 
7 May 1990, the NLD captured 392 out of 
85 seats in the national assembly. Every- 
vhere, the name that won the votes was 
he detained Aung San Suu Kyi. But the 
lected assembly was never convened. In- 
tead, the SLORC began hunting down NLD 
ctivists and organisers, arresting thou- 
ands, including about 60 MPs-elect. Aung 
ап Suu Kyi remains under house arrest. 
jut though there are no signs of overt 
»pposition left in Burma today, there is 
іе doubt that she remains as popular as 
er. 

Although the ever-present military pre- 
'ented the public inside Burma from ex- 
»ressing their emotions openly at news of 
Yer peace prize, it was met with almost 
earful celebrations among Burma's many 
xiled communities. "This is an invaluable 
mhancement for our struggle for demo- 
racy. We must strengthen our resolve, we 
nust step up our struggle for democracy," 
aid Hia Pe, an NLD spokesman. 

The reaction from the SLORC, however, 
vas perhaps predictable. “I don't think 
here will be any impact on Burma . . . our 
»resent government is going to solve the 
»roblems in our country according to our 
Лап,” Burma's Bangkok Ambassador 
Nyunt Swe was quoted by the Bangkok 
vewspaper, The Nation, on 15 October. But 
he impact is already being felt in Thailand, 
1 staunch supporter of the SLORC since 
ts inception in 1988. Both The Nation and 
he Bangkok Post have carried strongly 
worded editorials hailing the award and 
irging the Thai Government and other 
\SEAN states to reconsider their present 
3urma policies. " 
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BURMA 2 


Differences between military rulers emerge 


Cracks in the rock 





By Bertil Lintner in Bangkok 


ver since it assumed power on 18 
Es 1988, Burma's ruling 

State Law and Order Restoration 
Council (SLORC), though despised domes- 
tically and condemned internationally, has 
been seen as a solid rock which has shown 
no cracks or internal divisions. 

When the SLORC last met in Rangoon on 
17 September, well-placed sources for the 
first time detected disagreements between 
some of the ruling generals. But the sources 
also emphasise that, whatever differences 
there may be within the SLORC, its 19 
members are likely to try to remain united, 
at least outwardly, since any serious divi- 
sion within the junta could prove disas- 
trous. 

Details of the 17 September meeting are 
only now beginning to 
surface, but it appears that 
Burma's powerful intelli- 
gence chief, Maj.-Gen. 
Khin Nyunt, was at log- 
gerheads with some offic- 
ers from the armed forces. 
The first argument report- 
edly erupted over the ap- 
pointment of a new foreign 
minister. SLORC chairman, 
Gen. Saw Maung, has 
served as prime minister, 
defence minister and for- 
eign minister since 1988. 
But in view of the SLORC's 
international isolation, the 
need for a more active for- 
eign policy was stressed and it was decided 
to let an English-speaking person, less 
burdened with internal problems than Saw 
Maung, take over. Saw Maung speaks no 
other language but Burmese. 

SLORC members Lieut-Gen. Tin Tun and 
Lieut-Gen. Aung Ye Kyaw suggested their 
colleague, Lieut-Gen. Chit Swe, who now 
holds the portfolios of livestock breeding, 
fisheries, agriculture and forests in the 
government which, at least in theory, is 
separate from the SLORC though seven of 
its nine ministers are also junta mem- 
bers. 

The softspoken Chit Swe is a true 
armyman who served as defence attache 
in Moscow between 1975 and 1977, and 
later became chief of the Bureau of Special 
Operations before being appointed to the 
SLORC in 1988. 

But his nomination was overruled by 
Khin Nyunt, who pushed for Ohn Gyaw, 
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Ohn Gyaw: civilian job. 


the director-general of the Foreign Minis- 
try's political department. Missionary 
school-educated Ohn Gyaw, one of the 
few civilians in Burma's top leadership, has 
in effect also been acting foreign minister 
since 1988. Khin Nyunt won, and the fol- 
lowing day Ohn Gyaw took up his new 
post. 
He was almost immediately dispatched 
to New York to defend the SLORC's policies 
before the UN, where the Burma issue will 
be discussed in the world body's Third 
Committee in November. There is specula- 
tion that Khin Nyunt realised that in order 
to improve Burma's image abroad, it 
would have been counter-productive to 
appoint another general as foreign minis- 
ter. 

Other points of disagreement, however, 
suggest that the division between Khin 
Nyunt and the army may 
|: be of an even more serious 
nature. Since the uprising 
for democracy was 
crushed in 1988, Khin 
Nyunt's secret police, the 


Services Intelligence 
(DDSI), has rapidly ex- 
panded its network to 
watch the public and, 
more importantly, to iden- 
tify and eliminate possible 
dissenters within the 
armed forces. 

As a result, many field 
commanders feel uncom- 
fortable with the increased 
surveillance of them and their men. This 
increase has been especially apparent since 
the May 1990 election, in which the main 
opposition party, the National League for 
Democracy (NLD), made an almost clean 
sweep at the polls. To the surprise of many, 
the majority of the rank and file of the army 
also voted for the NLD. Since then, the DDSI 
has been busy arresting NLD leaders and 
activists, and infiltrating opposition 
groups. Today, the NLD is in effect defunct 
inside the country and the few remaining, 
discredited, leaders of the party have been 
cowed into submission. 

Rangoon residents claim that one sol- 
dier in 20 now is a DDSI agent; among the 
traditionally volatile student community, 
one in 10 is supposed to be an informer. 
Even if vastly exaggerated, this assump- 
tion reflects public perception of the DDSI's 
extensive operation. It is impossible to esti- 
mate the total number of DDSI agents na- 
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tionwide, but Burmese army sources say 
that Khin Nyunt in 1989 had 14 intelligence 
units at his disposal. Today, there are 23 
units throughout the country. 

Observers note that at least two SLORC 
members were absent on 17 September: the 
Myitkyina-based Northern Command 
leader, Maj.-Gen. Kyaw Ba, and Maj.-Gen. 
Tun Kyi of the Central Command in Man- 
dalay. Tun Kyi is said to have been avoid- 
ing Rangoon since he was accused of 
complicity in a local gems scandal last year 
while Kyaw Ba sent Brig.-Gen. Maung Set, 
the commander of the 503 Air Force base 
in Myitkyina, to voice his opinions. Maung 
Set suggested during the meeting that no 
DDSI activities should be conducted in the 
Northern Command area without first 
consulting Kyaw Ba. Khin Nyunt report- 
edly rejected this request. 

Significantly, the air force chief, Maj.- 
Gen. Tin Tun, and the navy commander, 
Vice-Adm. Maung Maung Khin, were also 
instructed by Khin Nyunt on 17 September 
to seek permission from supreme com- 
mander Saw Maung and army chief Gen. 
Than Shwe before any rotation of their 
forces could take place. The loyalty of the 
navy and the air force has been in doubt 
since elements from these two services 
participated in the pro-democracy demon- 
strations of 1988. 

At 52, Khin Nyunt is the youngest 
member of the SLORC and he was hand- 
picked in 1984 by Burma's undisputed 
ruler for nearly three decades, Gen. Ne 
Win, to become his intelligence chief. Many 
senior commanders see Khin Nyunt as "an 
inexperienced upstart" who is in power 
only because of his close association with 
the old strongman — which, paradoxically, 
is also the reason why no one, at this 
moment, dares to oppose him. Ne Win 
officially retired in July 1988, but he re- 
mains a revered father-figure for the 
army whose decisions and appoint- 
ments nobody would even think of ques- 
tioning. 

е This raises the question of what is going 

to happen when Ne Win, who turned 80 in 
May of this year, is gone. Khin Nyunt 
clearly sees himself as the heir to the 
throne, while other commanders evidently 
find it hard to accept this. But the SLORC 
also knows that continuing unity among 
its 19 members is of utmost importance for 
the future of all of them. 

This need for unity, combined with 
deep respect for Ne Win, will almost cer- 
tainly prevent Burma's generals from let- 
ting differences among themselves get out 
of hand. But without Ne Win as a stabilis- 
ing factor, minor differences such as the 
ones that surfaced on 17 September may 
Well escalate into a crucial power struggle, 
whether the generals want that or not. The 
recent SLORC meeting was a clear indica- 
tion of what may happen in the not-too- 
distant, post-Ne Win era. " 
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JAPAN 


New prime minister in debt to Takeshita faction 


Product of the system 





By Robert Delfs in Tokyo 


iichi Miyazawa, who has emerged 
K as the almost certain winner of the 

race to succeed Toshiki Kaifu as 
prime minister and president of Japan's 
ruling Liberal Democratic Party (LDP), will 
be a far more independent leader than his 
predecessor. 

Miyazawa, 72, is respected for his pen- 
etrating intellect. Unlike Kaifu, he is al- 
ready the leader of a major LDP faction. His 
experience in the upper reaches of politics 
and diplomacy over more than four dec- 
ades, moreover, is unparalleled among 
active Japanese politicians. 

But, like Kaifu, Miyazawa takes office 
heavily indebted to the Takeshita faction, 
the largest and most powerful in the LDP. 
The direction and tone of Japanese politics 
over the next two years will turn on the 
tension between Miyazawa’s efforts to as- 
sert himself as a political leader and the 
power of the Takeshita faction, in particu- 
lar the ambitions of Ichiro Ozawa, the 
former LDP secretary-general. Ozawa as- 
pires not just to be prime minister, but to 
become a political overlord in the mould 
of Kakuei Tanaka, who personally domi- 
nated Japanese politics from the early 1970s 
until his disabling stroke in 1985. 

The potential for future conflict was 
foreshadowed in well-publicised meetings 





CAMBODIA 


Khmer Rouge leaders are preparing to 
forcibly repatriate tens of thousands of 
civilians living in UN refugee camps un- 
der their influence in direct violation of 
the Cambodian peace agreement sched- 
uled to be signed in Paris later this 
month. 

The move signals the start of a major 
confrontation between the UN and the 
Khmer Rouge as the UN tackles the 
massive task of organising the voluntary 
repatriation of civilians living in refugee 
camps along the Thai border. The process 
of UN registration of the individual 
wishes of each of the more than 330,000 
refugees in UN-assisted refugee camps 
only began this month, and its imple- 
mentation is not expected until early 
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between Ozawa and the three LDP pres 
dential candidates on 10 October, one da 
before the Takeshita faction announced it 
decision to back Miyazawa. As actin 
chairman of the Takeshita faction, Ozaw 
ostensibly met the candidates to hear the 
views on national policy. Faction leader 
Shin Kanemaru and Noboru Takeshita di 
not attend the meetings, which were сов 
ducted in Ozawa's office. 

It was a crude political gesture, convey 
ing the impression that Miyazawa, Michi 
Watanabe and Hiroshi Mitsuzuka, a 
vastly senior in age and political exper 
ence, had in effect been summoned by th 
49-year-old Ozawa. It also suggested tha 
Ozawa, rather than Takeshita or Kane 
maru, was in charge of deciding wh: 
would be the next party leader and prim 
minister. 

Miyazawa began his career as a Financ 
Ministry bureaucrat in 1942, the yea 
Ozawa was born. After the war, he becam: 
a personal aide to Hayato Ikeda a senio 
Finance Ministry bureaucrat who subse 
quently entered politics, taking Miyazawi 
with him. Ikeda, prime minister betwees 
1960-64, founded the LDP faction tha 
Miyazawa now leads. Miyazawa held û 
long series of important cabinet portfolio: 
from 1962-87, including the Economic 
Planning Agency, Ministry of Internationa 
Trade and Industry, Foreign Ministry anc 


Rough road home 


1992. 

The confrontation with the Khmer 
Rouge, which UN officials say is one of 
the most serious in years, threatens tc 
disrupt the signing of the peace agree- 
ment and exposes continuing discord 
between the Cambodian factions. Deep 
differences persist despite the formation 
of the Supreme National Council (SNC), a 
body of national reconciliation that is 
supposed to govern Cambodia until UN- 
sponsored elections can be held. 

In the most glaring example of direct 
interference, the Khmer Rouge detained 
the entire civilian leadership of the Site 8 
refugee camp in early October after it 
came out in support of the UN plan for 
voluntary repatriation of civilians to 
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‘nance Ministry, and the post of chief 
abinet secretary. 

Four years ago, Miyazawa was one of 
he three LDP “new leaders," along with 
Noboru Takeshita and the late Shintaro 
\be, who hoped to succeed Yasuhiro 
Nakasone as prime minister. Takeshita 
ook office in 1987 with Nakasone's sup- 
»ort and the clear understanding that Abe 
ind Miyazawa would each get their turn 
s well. 

The Recruit bribery scandal in 1989 
hanged all that, forcing Takeshita's resig- 
iation, and also removing any possibility 
hat Abe or Miyazawa — both of whom 
vere also tarred by the scandal — could 
ucceed Takeshita immediately. Thus the 
DP bosses turned first to Sosuke Uno and 
hen to Toshiki Kaifu in search of a suitably 
lean and pliant political non-entity to 
erve as a stand-in national leader. 

The revised script called for Abe to 
esume his place and replace Kaifu this 
rear. But this arrangement had to be 
crapped in May after Abe's death threw 
ypen the leadership succession to claim- 
nts from all major factions. The Takeshita 
action's final decision to back Miyazawa 
3 thus a return to the original backroom 
greement on sharing political spoils that 
vas reached among the three biggest fac- 
ions in 1987. 

At the outset, Miyazawa is likely to 
oncede control over most internal party 
iffairs and personnel decisions to the 
'akeshita faction, but he will not be as 
iccommodating on matters of policy. This 
vill be particularly true in the areas of 
‘conomic policy and international affairs 
vhere Miyazawa considers himself, with 
'onsiderable justification, to be both 
wmowledgeable and highly experienced. 





zones in Cambodia of their choice. The 
:amp leaders are being detained in 
Zambodia and requests by the Red Cross 
o see them have been denied. 

A new leadership has been installed 
ind bands of Khmer Rouge soldiers have 
юте into the camp at night advising ci- 
Шап» to prepare to move to areas under 
Khmer Rouge control. As a result more 
han a thousand civilians in Site 8 have 
‘equested UN or Red Cross protection 
rom forced repatriation. 

The UN has publicly condemned the 
Khmer Rouge move and called for the 
[hai Government to intervene to prevent 
iny repatriation efforts outside the UN 
olan. 

“These reports are extremely disturb- 
ing and are of the utmost concern to the 
UN,” a special UN representative for 
Cambodia said in an unusual public 
statement. The official went on to warn 
that any attempt to move the refugees 
would be in conflict with the draft peace 





24 OCTOBER 1991 





This could cause problems if Ozawa, as 
anticipated, takes the post of foreign or fi- 
nance minister in Miyazawa's cabinet. 

Foreign policy will be the most likely 
point of conflict. Miyazawa is a "dove" in 
the context of LDP politics, firmly commit- 
ted to retaining Japan's anti-war constitu- 
tion and the relationship with the US in its 
present form. 

Although Miyazawa ultimately backed 
the unsuccessful UN Peace Cooperation 
Bill during last year's debate over Japan's 
role in the Gulf crisis, he expressed con- 
cern whether the legislation, which would 
have authorised dispatching troops to the 
Gulf, was consistent with Article 9 of Ja- 
pan's constitution. 

Ozawa, LDP secretary-general at the 
time, had been responsible for strengthen- 
ing the language of the bill to include an 
SDF role. Ozawa now heads a new LDP 


settlement for Cambodia. 

Prince Norodom Sihanouk, head of 
the SNC and leader of one of the non- 
communist factions which have been 
fighting the Vietnamese-installed gov- 
ernment in Phnom Penh, has broadcast 
messages calling on civilians to refuse to 
go back to Cambodia except under the 
direction of the UN, and has sent a mes- 
sage to the Khmer Rouge leadership 
asking that they abandon their plans. 

Sihanouk's intervention however is 
not expected to be effective. UN officials 
say that the only party capable of stop- 
ping the Khmer Rouge from moving ci- 
vilians back against their will is now the 
Thai military, which has so far shown 
little interest in getting involved. 

Some analysts say that efforts to 
thwart the UN repatriation plans by the 
Khmer Rouge have been engineered by 





local field commanders and are opposed 
by Khmer Rouge leaders Khieu Samphan 
and Іепр Sary. m Nate Thayer 
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commission studying Japan’s future inter- 
national role. That committee recently 
called for revising the constitution if Arti- 
cle 9 cannot be reinterpreted in a manner 
to allow Japan to engage in collective secu- 
rity measures, a position which Miyazawa 
has publicly opposed. 

Ozawa's relatively more hawkish, na- 
tionalist stance on security relations and 
Japan’s relationship with the US are much 
closer to the views of former prime minis- 
ter Nakasone than to those of Miyazawa. 

Recent speculations about a possible 
political realignment in Japan during the 
next decade envision the formation of two 
new major parties out of the present LDP 
and portions of opposition parties. 

One party, representing moderate na- 
tionalist views close to those of Nakasone, 
would probably be headed by Ozawa. The 
other major party would express the “in- 
ternationalist" position represented mainly 
by Miyazawa. A third smaller new party 
would represent more radical nationalist 
views as expressed by Shintaro Ishihara, 
author of The Japan That Can Say No, bal- 
anced by the Japan Communist Party and 
one or more other small parties on the Left. 

With backing from the Takeshita faction 
and Ozawa as either minister of foreign 
affairs or minister of finance, Miyazawa's 
cabinet seems likely to span both sides of 
what could be the critical division in Japa- 
nese politics in the next decade. This could 
either prove a highly creative tension as 
Japan gropes to define a new international 
role in the post-Cold War world, or else a 
recipe for continuing policy paralysis. 

Among  Miyazawa's particular 
strengths are his fluency in English and his 
close ties to key members of the foreign 
policy establishment and political elites in 
the US and Western Europe. He is likely to 
be far more successful at dealing with in- 
ternational leaders as an equal and in ar- 
ticulating Japan's point of view than any 
other post-war Japanese leader, including 
Nakasone. " 
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BRIEFING 


US Congress introduces 

bill supporting Hongkong 

> A bill was introduced into both houses 
of the US Congress demanding that China 
honour the 1984 Sino-British Joint 
Declaration on Hongkong. The 
declaration guarantees a large degree of 
autonomy for the territory after it reverts 
to China in 1997. The proposed US- 
Hongkong Policy Act of 1991 — similar in 
spirit to the Taiwan Relations Act of 1979 
— stipulates that the US should develop a 
coherent policy towards Hongkong in 
such areas as commerce, communication 
and culture, while recognising that 
Hongkong will become part of China. 
Combined with the growing US 
congressional support for Hongkong's 
ascendant pro-democracy liberals, the 
move to pass this bill through Congress is 
bound to complicate the strained 
Washington-Peking ties. 


Tokyo. Moscow adopt 
confidence building measures 
> A series of confidence building 
measures designed to reduce tensions 
with Japan over the disputed southern 
Kurile islands were announced by the 
Soviet Union during talks in Moscow 
with Japanese Foreign Minister Taro 
Nakayama. The measures include a 30% 
reduction in the number of Soviet troops 
stationed in the Kuriles and visa-free 
entry to the disputed islands for Japanese 
citizens. Japan agreed, in return, to allow 
Soviet residents of the islands visa-free 
entry to Japan. Negotiations on the 
territorial issue itself are to be handled by 
a group headed by Russian Deputy 
Foreign Minister Georgiy Kunadze, a 
former academic and specialist on Japan. 
A second group headed by a Soviet 
official will handle discussions on a peace 
treaty. Japan has refused to sign a peace 
treaty formally ending World War II 
hostilities without the return of the 
disputed islands. In a separate agreement, 
Japan and the Russian republic 
established a US$1.4 billion venture to 
develop timber in Siberia. The five-year 
agreement provides for Japan to export 
construction and lumber machinery in 
exchange for six million m? of raw 
lumber. 


Hongkong chief justice 

may give up passport 

> Hongkong's Chief Justice, Sir T. L. 
Yang, said that he would give up his 
British passport if asked to continue his 
service in the territory when the Court of 
Final Appeal is established. Under the 
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terms of the Joint Declaration, the Court 
of Final Appeal is headed by the Chief 
Justice, who must be a permanent 
resident of Hongkong with no right of 
abode in a foreign country. 


Singapore convicts former 
solicitor-general 

> Francis Seow, the former solicitor- 
general of Singapore who has been in 
exile in the US since 1988, was tried in his 
absence in Singapore on 7 October and 
found guilty of failing to submit 
information to the tax authorities about 
his income. On 8 October the court began 
hearing a further 46 tax-evasion charges 
against Seow. 


Indonesia, Malaysia to 
discuss islands claim 

P Indonesia and Malaysia have agreed to 
intensify discussions aimed at resolving a 
dispute over two islands off the 
Malaysian state of Sabah. Indonesia's and 
Malaysia’s overlapping claims on the 
islands of Sipadan and Ligitan were one 
of the chief topics of the first meeting of 
the Malaysia-Indonesia Joint Commission 
in Kuala Lumpur from 7-11 October. 





WE 


Malaysia silent on 

Singapore helipad 

P Malaysia has not yet reacted officially 
to the news that Singapore is building a 
helipad on the island of Batu Puteh 15 km 
off the coast of Johor, which the state of 
Johor claims. Singapore's Defence 
Minister, Yeo Ning Hong, says the 
helipad is to facilitate maintenance of à 
lighthouse and is not designed for 
defensive purposes. 
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Aquino allows return 
of Marcos remains 

> Philippine 
President Corazon 
Aquino lifted her 
government's ban on 
the return to the 
country of the 
remains of former 
president Ferdinand 
Marcos, who died in 
Hawaii in 1989, But 
she has insisted that 
the body be flown direct to Marcos' 
northern home province of Ilocos Norte. 
Marcos' widow Imelda, who has said sh 
will return to the Philippines on 4 
November, reacted by insisting that she 
was bound to respect the wish of her lat 
husband to be buried with military 
honours at Camp Bonifacio, in Manila. 





Aquino. 


Malaysia to repatriate 
Aceh refugees 


p> Malaysia said it would repatriate the 
approximately 200 Indonesian refugees 
who fled the northern Sumatran provinc 
of Aceh earlier this year. The Indonesian 
army has waged a counter-insurgency 
campaign against secessionist rebels in 
Aceh since early 1990 in which over 1,00 
are believed to have died. 


South Korea denies 
plan for reunification tax 


> President Roh Tae Woo's government 
has no plan to levy a new national tax to 
help finance reunification with North 
Korea, according to Choi Ho Joong, a 
deputy premier in charge of relations 
with North Korea. Replying to questions 
from an opposition legislator inside the 
National Assembly on 10 October, Choi 
conceded that many policy measures 
were under consideration on the matter c 
North-South reunification, but said a new 
tax was not part of them. 


Osaka residents file 
reactor suit 


> Eleven Osaka residents have filed a 
suit to shut down the No. 2 reactor at a 
Kansai Electric Power Co.'s nuclear plant 
in Takahama, Fukui Prefecture. The 
plaintiffs claim engineers have found 
serious flaws in pipes used for steam 
generation which could cause a 
dangerous release of radioactive materials 
Operations at the Takahama plant were 
temporarily halted earlier this year last 
March after the faulty installation of 
antivibration bars was discovered. 
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Vew That law to stop heroin trade 


Blocking the drug flow 


by y Rodney Tasker in Bangkok 


recently passed drug law in Thai- 
A land which frees enforcement 

agents to go after the Golden Trian- 
le drug barons is giving new heart to Thai 
nd foreign officials. Although Thailand is 
iow an insignificant opium producer, it is 
till the main conduit for heroin emerging 
rom the Golden Triangle, and officials 
vho previously have been hampered le- 
ally are cautiously planning a fresh on- 
laught against those who control the 
outheast Asian heroin trade. Whether 
here is broad enough political and admin- 
itrative will to back the new law remains 
› be seen. 

The Golden Triangle opium-growing 
nd heroin-producing area — encompass- 
1g eastern Burma, northern Thailand and 
orthern Laos — produces 
логе heroin than any other 
2gion in the world. The 1991 
pium crop has been esti- 
ated at 2,500 tonnes, or 250 
mnes of heroin. Of this, 2,000 
nnes were produced in 
urma, the world's largest 
pium producer, some 300 
эппез in Laos and 15-20 
mnes in Thailand. 

Thailand, with its en- 
'enched drug network, acts as 
1e most important heroin 
»nduit to the Western coun- 
ies. Until now, enforcement 
gents have been restricted to 
abbing lowly couriers, or 
mules," from a widening 
inge of nationalities. A recent pheno- 
venon has been the large number of Afri- 
in couriers caught in Thailand, with 116 
ligerians arrested in Bangkok in 1990. 
low, with the rules changed, agents are 
king at the Mr Bigs who have so far 
iuded the law. 

A recent report by the respected Thai- 
ind Development Research Institute (TDRI) 
stimates that profits from the drug trade, 
icluding marijuana and amphetamines, 
riginating in and passing through Thai- 
ind totals nearly Baht 100 billion (US$3.9 
illion) a year. Basing their estimates on 
389 calculations, and assuming that drug 
rofits found their way back to Thailand, 
зе TDRI report said the profits amount to 
bout 17% of Thailand's total export earn- 
igs in 1989 of about Baht 500 billion. 

"In economic terms, if the volume of 
rofits generated by illegal activities 
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reached a certain level, it could neutralise 
and even render ineffective a government's 
economic and financial policies," the report 
warned. Thai narcotics enforcement agen- 
cies have questioned the figures, given the 
hazy statistics involved, but Office of the 
Narcotics Control Board (ONCE) secretary- 
general Lieut-Gen. Chavalit Yodmanee 
told the REVIEW: “Even Baht 50 billion 
profits would be a huge figure." 

Chavalit is the point man in imple- 
menting the new drug legislation, passed 
by the National Assembly in August after 
a 12-year delay because of political and 
vested-interest considerations. The law, for 
the first time, makes conspiracy in drug 
trafficking as culpable as actually being 
caught redhanded with narcotics. It also 
allows for the freezing of assets before 
prosecution and their seizure if a suspect is 





Thai narcotic police burn tonnes of opium. 


found guilty. And the law casts a net even 
on those drug suspects outside the coun- 
try, as long as it can be proved that their 
activities affect Thailand. 

The new law is similar to those in the 
US, Britain, Hongkong, Canada and neigh- 
bouring Malaysia. "We are the second 
Asean country to bring in such a law,” said 
Chavalit. Other Asean countries, particu- 
larly Singapore, are examining the pros- 
pects of following suit. 

Under the new legislation, those who 
Offer assistance, financial support, trans- 
port, shelter or other help to traffickers will 
be deemed principals in the crime. So will 
those who receive cash, property or other 
benefits from offenders — with govern- 
ment officials liable to receive three times 
the penalty. This is designed to eliminate 
official corruption which has helped to oil 
the wheels of the Thai drug trade until 
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now. 

Chavalit was cautious about the pros- 
pects of now going after the big fish in the 
narcotics trade, as opposed to the small fry 
who have been harassed so far. All he 
would say was that the ONCB and related 
police agencies were looking at "quite a 
few" individual drug bosses. 

In the past, apart from inadequate drug 
laws, enforcement agents have run up 
against what they called "the system" — 
corruption in high places. That was a ma- 
jor obstacle to the new legislation. But the 
dismissal of police major-general Veth 
Petchbaron two years ago following 
American allegations that he was involved 
in exporting heroin to the US is believed to 
have delivered a warning to senior officials 
involved in trafficking. "We don't have 
people sticking their necks out as they did 
before," one Western agent commented. 

As ONCB secretary-general, Chavalit will 
decide whose assets should be frozen. 
However, implementing his decisions will 
require the concurrence of an 11-man com- 
mittee headed by the chairman of the 
government's counter-corruption commis- 
sion. Seized assets will be handed over to a 
government-administered anti-narcotics 
fund. "The law says that if an 
asset is going to be changed 
and laundered quickly, I can 
give the order to seize it," said 
Chavalit. 

Chavalit intimated that, ini- 
tially at least, he will be target- 
ing medium-level drug bosses, 
rather than notorious kingpins 
like Khun Sa, who is based in 
Burma's Shan state and was 
indicted by the US in 1990 on 
10 counts of channelling large 
amounts of heroin into that 
country. 

But there is little doubt 
about Chavalit's commitment 
to use his broadened powers 
to hammer those involved in 
the drug trade. "We have been trying for a 
long time [to get the law passed],” he said. 
"Now we have got it, and we will imple- 
ment it." 

Many anti-narcotics enforcement offi- 
cials attribute the swift passage of the new 
legislation to retired police general Pow 
Sarasin's appointment as deputy prime 
minister in the interim government chosen 
by the military's ruling National Peace- 
keeping Council. Pow was Chavalit's 
predecessor at the ONCB and then national 
police chief before retiring from service. 
"The best thing that happened to drug en- 
forcement in this country was the appoint- 
ment of Pow as deputy prime minister," 
one US anti-narcotics official commented. 

"There are a number of individuals who 
have been in the [drugs] business for some 
time, so their activities are known to many 

. this new legislation is a significant new 
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tool for us, and what we need to do now is 
to translate it into action,” the official said. 

The US Drug Enforcement Administra- 
tion (DEA), which has had close links with 
Thai anti-narcotics agencies, is now helping 
to train Thai agents in implementing the 
new law. Thai agents will go to the US to 
observe prosecution procedures, and DEA 
teams will travel to Thailand to train the 
Thais in investigation techniques. The DEA 
also has a wealth of documented material 


. оп drug bosses operating from Thailand 
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which it is prepared to bring into play now. 

The DEA's deep interest in what hap- 
pens in Thailand is understandable, given 
the current estimates that 56% of heroin 
addicts in the US — including 80% of those 
in New York — get their supplies from the 
Golden Triangle. Street prices in New York 
range up to US$250,000 per kg, compared 
with no more than US$15,000 for a 700-gm 
unit in Bangkok. Given that eradication 
projects have reduced Thailand's opium- 
producing areas to only a few hectares, and 
that enforcement operations have pushed 
most heroin refineries across the border 
into Burma and Laos, Thailand is thought 
now to be a net importer of opium and 
heroin for its estimated 400,000 domestic 
addicts. 

Joint Thai-DEA enforcement operations 
in Thailand in 1990 netted an impressive 1 
tonne of heroin. Western anti-narcotics of- 
ficials also hope that a recent strengthening 
of drug cooperation among Thailand, 
Burma, China and Laos will bear fruit. 
Washington has been encouraged by a new 
willingness by Chinese authorities to ex- 
change drug intelligence and move to- 


. wards wider anti-narcotics cooperation. 


China is apparently alarmed by the sharp 
increase in heroin addicts in the country, 
particularly in Yunnan province bordering 
Burma, as well as the recent shift by traf- 
fickers to using China as a conduit for 
Burmese heroin — though this is a more 
hazardous route than Thailand. 

Washington has also been encouraged 
by Laos' new efforts to curb opium culti- 
vation and drug trafficking. There are now 
regular anti-narcotics exchanges between 
the two countries, and this year Laos 
formed its first anti-smuggling border 
control unit, giving it an explicit anti-nar- 
cotics mandate. 

China, Burma and the UN International 
Drug Control Programme in May also 
signed an agreement on a regional coop- 
erative programme to control drug traf- 
ficking, production and abuse along the 
Chinese-Burmese border. But international 
drug enforcement officials still despair over 
Burma, where the ruling junta does not 
appear to be making any serious effort to 
curb opium production in the eastern Shan 
and Kachin states, and has recently forged 
deals with insurgent groups there allowing 
them to carry on their drug trade unmo- 
lested. . 
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VIETNAM 


Party chief tries to head off dissent by intellectuals 


Preventive 


ietnam’s new communist party 
V chief Do Muoi has launched an 
offensive to court the country's of- 
ten troublesome artists and intellectuals. 
Party officials insist it is normal for a new 
party leader to hold discussions with the 
intelligentsia after a party congress, but 
many Vietnamese believe the hectic pace 
of Muoi's recent meetings suggests the 
party is worried about possible growing 
dissent following the disintegration of 
communism in the Soviet Union, long Vi- 
etnam's most important patron. 

Since late August, Muoi has had three 
meetings in Hanoi with large groups of 
scientists, academics, writers and artists; 
one each in Ho Chi Minh City in the south 
and Danang in central Vietnam. He has 
also had private, unpublicised meetings in 
the capital with at least four 
intellectuals who had been 
criticised for their sharp at- 
tacks on the party before its 
seventh congress last June 
— Le Phong, director of the 
Literature Institute; Vu 
Khieu, head of the Science 
Institute; mathematician 
Phan Dinh Dieu; and 
Nguyen Khac Vien, a 
medical doctor and retired 
editor. 

During his first large 
group meeting in Hanoi on 
19 September, Muoi ex- 
plained the party's new 
foreign and domestic poli- 
cies and called on intellec- 
tuals to offer proposals on 
how to develop the country's economy and 
overhaul the government's cumbersome 
management system, according to partici- 
pants and official press accounts. 

"The party and state will listen atten- 
tively to every one of your suggestions, 
whether you are party members or not,” 
Muoi told them. ^We don't fear divergence 
of views during discussions. The essential 
[point] is to give full scope to democratic 
discussions." 

During his earlier meeting with intel- 
lectuals in Ho Chi Minh City, the party 
leader "pointed candidly to the shortcom- 
ings in training and employment of the 
intellectual force, as well as in remunerat- 
ing them and caring for their livelihood,” 
Vietnam's state television reported. Ap- 
parently alluding to recent political events 
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Muoi: hectic pace. 


strike 


in the Soviet Union, Muoi said the part 
was concerned over the worries of intellec 
tuals about "the complex, fast-changin; 
international situation" and its impact o 
the country. 

Some of the intellectuals are said t 
have been surprisingly blunt in their crit 
cisms to the party chief about the ineff: 
ciency of the state and party apparatus an 
complaints about growing corruption an 
abuse of privileges among party and stal 
officials. 

"The intellegentsia expressed fear th: 
without substantial political reform th 
system can't survive," one source said. Th 
Vietnamese party has taken steps over th 
past five years to introduce а free-marke 
economy, but rules out a multiparty de 
mocracy. 

Some intellectuals also called for mor 


-measures to develop the country’s legi 


system. “Until Vietnam he 
a legal system, all state 
ments about democracy 
equality and happines 
mean nothing," one ра 
ticipant in the Hanc 
meetings said, alluding t 
the frequent arbitrar 
treatment of artists. 

The academics and ar 
ists also reportedly calle 
for greater freedom to cor 
duct research and expre: 
their opinions without px 
litical interference. Som 
apparently told Muoi thi 
the suppression of aci 
demic and artistic freedor 
was one reason for th 
collapse of communism i 
Eastern Europe two years ago. 

"The meetings show the new workin 
style of the party secretary-general," sai 
Dang Xuan Ky, a central committee men 
ber and director of the party's Marxis 
Leninist Institute. “He has created a fres 
atmosphere, allowing us to enjoy mo) 
democracy and freedom in working. In tl 
past, when intellectuals showed differe: 
views they were regarded as dissidents.’ 

But not all Vietnamese are confide: 
that the party has turned over a new leaf 
its treatment of artists and academic 
Some participants are said to have to 
Muoi that they appreciated his ope: 
mindedness, but complained that his viev 
are not shared equally by all members 
the ruling politburo and the country’s s 
curity apparatus. 
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One artist pointed out that Muoi's 
predecessor, Nguyen Van Linh, had also 
shown goodwill towards intellectuals after 
ne was elected, but then the party tight- 
ened its grip following the collapse of com- 
nunism in Eastern Europe. 

Diplomats reported that Hanoi had 
»een preparing to recognise the leaders of 
she 19 August coup in the Soviet Union, 
"ut President Mikhail Gorbachov resumed 
power before the Vietnamese statement 
vas ready. "Vietnam's slow bureaucratic 
system has some positive aspects," one 
liplomat quipped. 

An internal party document analysing 
the collapse of communism in the Soviet 
Jnion and its possible repercussions on 
Vietnam calls for strengthening the role of 
he party, army and security apparatus in 
in “uncompromising fight" against oppo- 
sition and dissent, according to Vietnamese 
sources. 

The document reportedly blames the 
ecent events in the Soviet Union on a se- 
ies of errors by Gorbachov and Russian 
'epublic President Boris Yeltsin which 
'aused them to lose control of their ideo- 
ogical opponents and on intervention by 
oreign powers. The party analysis is said 
o conclude that Hanoi must continue its 
lexible foreign policy, while stepping up 
nternal security. 

Officials say the greatest impact of the 


Soviet events on the Vietnamese party, 
which has long looked to Moscow for 
guidance, will be felt in ideology. They ex- 
pect some party members and critics to call 
for faster political reform. 

"The Soviet Union will serve as an ex- 
ample for some people to think it is better 
to move towards capitalism," Ky observed. 
"We will not slow the pace of reform be- 
cause of the events in the Soviet Union, but 
to develop our economy we have to enjoy 
political stability," he said, indicating that 
few new political changes are planned. 

No signs of organised political dissent 
have emerged in Vietnam since the col- 
lapse of communism among Hanoi's 
former allies, though a few individual acts 
of protest have taken place in recent 
months. In late September, some youths 
were arrested in Bien Hoa, near Ho Chi 
Minh City, for flying the flag of the former 
US-backed South Vietnamese government 
on their bicycles. 

A few weeks ago, graffiti declaring that 
"the Vietnamese Communist Party is in the 
throes of death and will die" was found in 
a bathroom in a Hanoi apartment building 
for government employees. And on Na- 
tional Day on 2 September, leaflets calling 
for the overthrow of the government were 
distributed in the capital, Hai Hung prov- 
ince in the north, and the southern prov- 
ince of Tien Giang. a 


AUSTRALIA 


Mateship 
deal 


By Jacqueline Rees in Canberra E 


he Labor government is under at- 

1 tack for appearing to have once 

more bowed to pressure from a 

group of rich, powerful cronies to ease the 

way for one of its closest friends to extend 

his already substantial control of the Aus- 
tralian media. 

Prime Minister Bob Hawke's cabinet 
has endorsed new ownership proposals 
that enhance media magnate Kerry Pack- 
er's bid to gain substantial influence and 
possible control of the Fairfax newspaper 
group through a consortium with Cana- 
dian publisher Conrad Black, who also 
owns the London Daily Telegraph. This 
would deliver Australian media ownership 
almost entirely into the hands of two peo- 
ple, Packer and Rupert Murdoch — an 
Australian who took US citizenship so he 
could buy into the US media. 

The Fairfax empire includes the major 
daily newspapers in Australia's largest cit- 
ies — The Sydney Morning Herald and The 
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facilities speak of the new. 
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You’ve probably heard the news by now. In fact, 
since we’re already booking cargo you may even 
have heard from our agents. But on January 1, 
The East Asiatic Company of Denmark and 
Ben Line Containers of Scotland will officially 


launch EacBen- bringing you the best of both lines 


in a strong new Conference carrier. 


, we bring yo 


EAC and Ben are two of the truly great nam 
in container transport. Both companies are 
specialists in the Europe- Far East trade and 
renowned for the quality of their services. Both 
pioneered the container age, EAC as a ScanDu 
partner and Ben as a member of Trio. Togethe 
they're committed to carrying on the tradition 
first-class container transport under the banne) 
the "Red Propeller". 

EacBen has drawn on the resources of its 
founding partners to assemble an experienced 
team of dedicated agents. We've inherited a fle 
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he best of both worlds 


nine fast containerships which will serve major For more information, tick the appropiate box(es) and return to: 
Ria hark i ‘goon axi ATTN Sales Department, EAC-Ben Container Services Ltd, 

rts in the Far East and Europe on a wee kly, EAC House, 88 Main Road, Sundridge, Sevenoaks, 

ed-day schedule. Our transit times will be Kent TN14 6ER, United Kingdom 


ong the most competitive in the trade. And as a 
e-line organisation, we can be counted on for 
vice that's personal and efficient. 





О Please send me a brochure about EacBen. 
[] Please ask an EacBen agent to contact me. 
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Age in Melbourne, and the national finar- 
cial daily, The Australian Financial Review. 

- The Fairfax family, which started the 
-newspaper group and owned it for gen- 
` erations, lost control last year following a 
|. disastrous attempt by the youthful scion of 

^ the family, Warwick Fairfax, to secure sole 
v. ownership. His spectacular errors of judg- 
| © ment lost him the family fortune and the 
| newspaper empire passed into receiver- 

ship. 
e British publisher Robert Maxwell had 
. tried previously to buy The Age, but then- 
. treasurer Paul Keating stopped him. Keat- 
` ing used Australia's foreign investment 
|. rules, loosely applying a 20% rule on for- 
eign equity which actually applies to 
broadcasting, not newsprint. This rule has 
“now been rewritten at the behest of 
Transport and Communications Minister 
. Kim Beazley to better accommodate the 
-Packer bid. 
_ ` Maxwell's real problem was that he was 
ло a Labor Party crony. As one Fairfax 
^. journalist subsequently put it: "In the 

Hawke era media ownership has become 
2 just another weapon in the political power 
5: struggle. While lip service is paid to ideals 

*. Such as a free press or ownership diversity, 
5. the Hawke government's actions have 

‘wounded press critics and rewarded 
mates’. 

Hawke, Keating and other influential 
members of the rightwing of the Labor 
. Party like media bosses who know the 
¿rules of the game. Packer, Murdoch and 
: various of their underlings understand the 
‘rules. They have done very well out of nine 
years of Labor Party rule. As a result, in- 
dependent regional television stations have 
been gobbled up by the big networks, in- 
cluding one owned by Packer. 

A total of 85% of the nation's top 30 
magazines are owned by Packer and Mur- 
doch, 62% of metropolitan newspapers are 
. owned by Murdoch and it looks very 
. much as if the government has now paved 
-the way for Packer to take much of the 
, remainder through the bid for Fairfax. 

z^ Three groups had placed their bids 
; when bidding closed on 15 October: 

> Tourang Ltd, the consortium of Packer, 
Black and US investors. 
> Tony O'Reilly, head of the US Heinz 
food group, whose family trust already 
:Owns several Australian rural newspapers. 
| >» An all-Australian group of Melbourne- 
|: based businessmen. 
| While Fairfax's creditors will make the 
final decision, and the views of the receiv- 
|»... ers now in control of the group will be 
< important, the government has the powers 
. to influence the choice. 

When Labor members of parliament 
` voted to impose a 20% foreign ownership 
Ший on voting equity but no such controls 

on non-voting equity, it was clear the Labor 
leadership was making it easier for Packer 
~ to get control. a 
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TAIWAN 


Opposition party opts for independence 


One China policy 





By Julian Baum і in Taipei 
aiwan’s leading opposition party is 
| turning the year-end election for the 
National Assembly into a tacit ref- 
erendum on independence from China. 

The strategy is risky, admit leaders of 
the Democratic Progressive Party (DPP), but 
opposition moderates say it is impossible 
to put the independence genie back in the 
bottle. By openly declaring itself in favour 
of independence, the DPP expects to in- 
crease its share of the popular vote despite 
the lack of well-known candidates and a 
lack of funds. 

The risk for the party is largely that the 
move identifies it with a single issue. Sup- 
port for independence among the island's 
largely middle-class electorate is uncertain. 
Opinion polls have indicated that 13-15% 
of the public endorse independence but 
oppositionists say that the numbers are 
much larger and that if the electronic news 
media, especially television, were not con- 
trolled by the ruling Kuomintang (KMT), 
support would grow. 

The point of no return was reached at 
the party's annual conference on 12-13 Oc- 


tober. The DPP is now formally committe 
by its charter “to build a Taiwanese repul 
lic with independent sovereignty." Tt 
charter also says the party aims to redefir 
the territory of Taiwan, meaning it woul 
abandon claims by the KMT to mainlan 
China. 

In a gesture of moderation, outgoin 
party chairman Huang Hsin-chieh added 
clause that Taiwan's independence and tt 
new constitution proposed by the par 
would be subject to a referendum. 

The KMT's initial reaction to the harde! 
ing of the DPP's position has been п 
strained. It has implicitly accepted the ele 
toral challenge by declaring that its cand 
dates for the National Assembly will can 
paign on an anti-independence platfori 
beginning next month. The Ministry « 
Justice is also preparing a sedition ca: 
against the party. Observers speculate th 
the government ‘will wait, however, uni 
the opposition organises illegal protests ‹ 
other actions before handing out form 
indictments. 

Some local businessmen. have expresse 
concern about the impact of the oppos 
tion’s pro-independence stance on the i 





CHINA 


By Lincoln Kaye i in Peking | 


Double Tenth, celebrated as national day 
by Taiwan’s ruling Kuomintang (KMT), is 
usually pointedly ignored by the Chinese 
Communist Party (CCP). But this year the 
80th anniversary of the October 10 upris- 
ing in Hubei that set in train the fall of the 
Qing dynasty and the establishment of 
Sun Yat-sen's republic was marked by 
observances all over China. 

The mood, though, was hardly festive. 
Hardline leaders and government-con- 
trolled media used the occasion to up- 
braid the KMT for countenancing alleg- 
edly foreign-instigated Taiwan separatists 
— presumably a reference to opposition 
Taiwanese Democratic Party's decision to 
opt for independence — and for pursuing 
de facto independence through "flexible 
diplomacy." The communists themselves 
claimed to be Sun's true heirs, perfecting 
and completing his flawed and ^bour- 





Double 10th double-talk 


geois" revolution. 

To underscore the point, a brand ne 
giant portrait of Sun stared acro: 
Tiananmen Square at the giant likene: 
of communist China’s founding fathi 
Mao Zedong that has long adorned tt 
Gate of Heavenly Peace. Between the tw 
portraits, in the square where. tank 
crushed student protests in. 1989, 
freshly installed flower bed now spel 
out (in carnations) Peking’s latest fall lir 
in political slogans: “Socialism is Good 

“For what?” wondered a Taiwane: 
visitor to the square. "Surely not for Té 
wan. l'm very worried about all th 
forceful reunification rhetoric. It on 
pushes people in Taiwan to talk ind 
pendence, the very thing that Peking d 
plores. And it gives Taiwan moderat 
no ground to stand on. They [the cor 
munists] have still not written off the o 
tion of a military invasion." 

One diplomat speculated that son 
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and’s economy. Nervous investors drove 
the stockmarket index down by 5.65% the 
lay after the DPP convention. But the mar- 
xet has been weak for several months and 
analysts do not expect the market to fall 
nuch further due to opposition politics. 
The government may find some conso- 
lation in the DPP's choice of a new party 
shairman, former KMT member Hsu Hsin- 
fang. Hsu won the election by 17 votes 
tmong a total of 349 voting delegates over 
shi Ming-teh, a popular party leader who 
tas spent half of his 50 years in prison and 
5 closely identified with the pro-inde- 


Jouble 10th parade: threat to DPP. 





pendence New Tide faction. 


Hsu sounded unusually tractable after 
his victory, saying he was ready to talk to 
anyone and go anywhere, including China. 
He visited Peking earlier this year to ex- 
plain to Chinese leaders the party's plat- 
form. Hsu returned to Taiwan from the US 


by fishing boat in 1989 after 10 years in 
exile. Blacklisted and wanted for sedition, 


he was arrested and received a 10-year 


prison sentence but was released by a 
presidential amnesty in May 1990. 
As a leader of the DPP's Formosa fac- 


tion, Hsu's room for manoeuvre within the 


„ party is limited. The DPr's central 

* committee is dominated by 
members of the more strongly 
pro-independence New Tide fac- 
tion and he needs their endorse- 
ment for major party decisions. 
His first internal party struggle 
has been over the re-appoint- 
ment of the DPP's secretary-gen- 
eral, Chang Chun-hong. The 
New Tide members want to re- 
place Chang, who they say has 
been too willing to cooperate 
with the KMT. 

Hsu himself is committed to 
using the parliamentary system 
to gain power for the party, but 
during his 30-month term as 
party leader he is expected to 
face demands from the New 
Tide faction for more street pro- 
tests and other "people power" 
tactics. я 





lements in the leadership might not 
nind a military adventure just now. The 
egime could “wrap itself in the flag" 
nd distract public attention from its 
urrent domestic economic and political 
oblems. 

Another argument for heating up the 
'aiwan issue is that it could challenge — 
nd, hopefully, nip in the bud — the 
Vestern vision of an interventionist New 
Vorld Order. After all, it is argued, all 
oreign parties acknowledge that Taiwan 
à a part of China. And China's recent 
'ost-Tiananmen diplomatic "coming 
ut" has convinced some in the Peking 
2adership that they can never be rel- 
gated permanently to pariah status, no 
atter what they do. 

Other observers maintain that China 
as no intention of squandering its hard- 
von recent diplomatic gains on a mili- 
ary adventure that would surely be both 
ostly and unpopular. Unlike Vietnam, 
'aiwan's people are ethnic Chinese 
rethren. Its armed forces have the most 
ip-to-date equipment. Its economic 
each and its diaspora of articulate, po- 
tically active emigres extend all over the 
vorld. 
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An Asian diplomat points out that the 
extra attention paid to Double 10th this 
year is not unprecedented. Indeed, it has 
been a decennial affair. ^They just like 
round numbers," said the diplomat. 
Maybe so, but at the last such observance, 
in 1981, the commemorative speech was 
given by then party secretary Hu 
Yaobang, a reformist who took a distinctly 
conciliatory tone. 

This year the oration was by President 
Yang Shangkun, an 84-year-old hardliner 
with strong military connections. What is 
more, Yang heads the Central Commit- 
tee’s working group on the Taiwan ques- 
tion. His choice as spokesman did noth- 
ing to soothe nerves in Taiwan. 

Neither did the bombast of his speech. 
^We will never sit by and watch any act 
of separating Taiwan from China," he de- 
clared in a comment on recent efforts to 
seek a UN seat for Taipei and draft a 
constitution for a Taiwan Republic. 

Split off from China, Taiwan would 








have "no way out," and would be "inevi- 
tably seized by certain foreign forces," he 
warned. "Whoever plays with fire will 
perish by бге ... ‘splittism’ will never 
come to a good end." ы 
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| REGIONAL AFFAIRS EUER 
THE 5TH COLUMN 
Sea of friendshi 
By Shiro Saito 
ne valuable by-product of the In much the same way as in the Soviet capitals and technology. 


failed August coup in Moscow 
could be to give an added boost 
to contacts between the cities and 
provinces of the Soviet Far East and the 
people of neighbouring countries and re- 
gions, including the northeastern prefec- 


_ | tures of Japan, northern China and North 


and South Korea. 

The idea of building a regional eco- 
nomic community embracing these areas 
may still be something of a pipe dream 
given political constraints at central gov- 
ernment level. But direct contacts between 
local Soviet and Japanese communities 
have grown rapidly in the past 12 to 18 
months. Now one of the main hurdles to 
completely free interchange — reluctance 
of Moscow to allow foreigners normal ac- 
cess to militarily sensitive areas in the So- 
viet Far East — has been lessened, if not 
removed, by the collapse of the Moscow 
hardliners. 

Russian republic President Boris Yeltsin 
recently signed a decree ordering the im- 
mediate opening to foreigners of 
Vladivostok, the home base of the Soviet 
Pacific fleet. The Yeltsin decree allows un- 
restricted foreign naval access to the port 
from 1 January 1992. In effect it marks the 
end of Russian attempts to establish exclu- 
sive naval predominance in the Sea of Ja- 
pan, closing an era which dates back to the 
foundation of the city of Vladivostok in 
1860. 

Before the naval fortress of Vladivostok 
finally opened its gates to the outside 
world the fortifications had been fairly 
thoroughly breached — in a metaphorical 
sense, of course. One symbolic meeting oc- 
curred in June when the Japanese cruise 
ship Nippon-maru, with 360 passengers 
aboard, sailed into Vladivostok’s Golden- 
horn Bay and found itself berthed near to 
the Soviet aircraft carrier Minsk. 

Since President Mikhail Gorbachov's 
Vladivostok and Krasnoyarsk statements 
in 1986 and 1988 respectively, it has been 
conventional wisdom that the Soviet Far 
East and the coastal Primor region in par- 
ticular must be turned into a modern hi- 
tech industrial complex, as a first step to 
integrating them into the rapidly develop- 
ing Asia Pacific region. As part of the plan 
for accelerating regional economic deve- 
lopment, the opening of special “joint-ven- 
ture zones” has been considered. Prefer- 
ential customs' duties and special licensing 
and taxation regimes would apply in these 
zones. 


Union, though in a very different political 
context, economic liberalisation in China 
has been based on the principle of decen- 
tralisation. This has been applied — delib- 
erately or otherwise — not only in the 
southern coastal provinces but in the 
northeast as well. In the summer of 1991 
an international symposium on economic 
cooperation in Northeast Asia was held in 
Changchun, the capital city of Jilin prov- 
ince, with delegates from Japan, the Soviet 
Union, North and South Korea, Mongolia, 
the US and Canada. 

The discussions focused on multilateral 

development of the 
Tumen river delta at the 
junction of the Soviet, 
Chinese and North Ko- 
rean borders. Plans to 
develop this area are 
rapidly becoming the 
centrepiece of a broader 
scheme for regional eco- 
nomic cooperation in 
what has come to be 
known as the Japan Sea 
rim. 
For the Soviets, port 
cities such as Vladi- 
vostok, Nakhodka and 
Vostochny could serve as 
gateways to the other rim 
countries. Inland cities 
such as Khabarovsk and 
Irkutsk along the Trans- 
Siberian railway could 
provide an important 
transport nexus across 
the Eurasian continent 
linking new centres of 
industry in the Far East- 
ern coastal areas to 
Western Siberia and Eu- 
rope. 
For China's northeast- 
ern provinces, the Tumen 
delta development projects, including the 
construction of a large port at the river 
mouth, are the key to acquiring economic 
access to the Sea of Japan. Cities such as 
Yanji and Hunchun, in Jilin province, are 
getting ready to invite capital and tech- 
nology in the form of joint-venture projects 
with South Korean and Japanese firms. 

For North Korea, admission to the UN 
could be the first step towards a new open- 
door policy in which Juche (self-reliance) 
will be supplemented by economic deve- 
lopment based on introduction of foreign 
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in from the cold 


Ай”. Proposed port 


South Korean companies are intereste 
in joint-venture manufacturing an 
processing businesses ranging from TV a: 
sembling to making wooden chopstick 
Projects like these could lead to the pent 
tration of South Korean business into th 
Korean autonomous prefecture of Jili 
province. 

Japan’s role in the region can be define 
as that of a catalyst. Japanese finance an 
technology should provide the main thru 
to sea-borne regional development linkin 
the rim countries. Local governments an 
business circles in prefectures facing tl 
Japan Sea have been try 
ing for years to explo 
& their potential as a bas 
for building bridges t 
Asi 


іа. 

Seen from the pe 
spective of attempts | 
organise an open trac 
ing system for the enti 
Asia Pacific region the: 
events may still appe 
peripheral. However, a 
tempts to organise ec 
nomic cooperatio 
among the Japan Sea rii 
countries illustrate 
broader regional them 
How to open up tł 
shorelines of formal! 
hostile states and to u: 
the waters dividing the: 
as means of bringing | 
cal communities clos 
should be regarded as 
central issue for the pos 
Cold War regional ord: 
in East Asia. 

So far, no central go 
ernment in the regic 
has officially committe 
itself to the idea of a J 
pan Sea economic zoi 
or to the concept of Northeast Asian ec 
nomic cooperation. But in the context 
Japan's foreign policy towards neighbou 
ing Asia, an economic zone could play i 
important role. A multilateral framewo 
of regional collaboration would be one wi 
to promote mutual trust among former 
hostile neighbours and to absorb any ne 
tensions that might arise in bilater 
relationships. 


Shiro Saito is Professor of International Re 
tions at Asia University, Tokyo. 
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PHILIPPINES 


Government in talks with army rebels, communists 


Peace process 


By Rodney Tasker in Manila 

n a new two-pronged strategy, Philip- 

pine military chiefs and politicians 

have launched a delicate operation to 
talk renegade military officers into coming 
in from the cold, and also to persuade 
communist rebels to lay down their arms. 
The aim is to inject a much-needed degree 
of stability into the country’s political sys- 
tem, which could also bolster business 
confidence, and to undercut Southeast 
Asia's only remaining armed communist 
insurgency. 

Of the two campaigns, the programme 
of clandestine talks with military officers, 
who despite dwindling support continue 
to pose a potential threat of yet another 
coup attempt, is the most likely to succeed. 
Dealing with the more intransigent leaders 
of the 22-year-old communist insurgency, 
spearheaded by the 16,000-strong New 
People’s Army (NPA), will be a more 
painstaking operation. 

The central figure in the negotiation of- 
fensive is Armed Forces Chief of Staff Gen. 
Lisandro Abadia, the widely regarded 
professional officer who took the military 
helm last April. The major thrust of his 
campaign is to further unify the hitherto 
fragmented armed forces in order to clear 
the way for a coordinated campaign 
against the Left, already isolated in a rap- 
idly shrinking communist world by its 
insistence that it is still guided by Marxism- 
Leninism-Mao Zedong thought. 

Some observers question Abadia's rea- 
soning in giving prominence to a handful 
of rebel officers who, while dangerous 
coup leaders in the past, have become po- 
litically isolated. Critics also say that the 
general may be gaining plaudits as a 
popular, unifying force in the military now, 
but his current operation may also be de- 
signed to feather his political nest for the 
future. 

Abadia has already had at least two 
meetings with military rebel leader 
Gregorio "Gringo" Honasan and his fol- 
lowers, and says he expects the negotia- 
tions to wind up successfully at the end of 
October. Cashiered former lieutenant 
colonel Honasan is the charismatic leader 
of the Reform the Armed Forces Move- 
ment (RAM), the rebel group which helped 
to oust former president Ferdinand Marcos 
in February 1986. The officers have since 
been involved in at least two unsuccessful 
coup attempts against the government of 
President Corazon Aquino — including the 
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last, bloodiest one in December 1989, in 
which some 100 people were killed and 
Aquino was nearly overthrown. 

The talks with Honasan and other 
rebels have centred on conditions for their 
surrender, and the channelling to political 
authorities of their programme for political 
reform, mainly revolving around good 
government, changing electoral laws and 
weeding out corruption. Also included in 
the negotiation process are renegade offic- 
ers of the Young Officers Union — the 
younger, more radical successor to RAM — 
and a military group, led by former briga- 
dier general Jose Maria Zumel, which re- 
mains loyal to the Marcos family. 

While those close to the talks say 
Aquino insists there will 
be no general amnesty for 
the rebels, апа that 
Honasan and his leader- 
ship group will have to 
face charges of mutiny and 
rebellion, the group will 
probably be treated leni- 
ently. The more than 100 
rank-and-file troops still at 
large will probably be re- 
turned to their former 
units. Abadia has already 
released about 80 low- 
ranking officers, but these 
are under the close watch 
of their commanders, who 
are held accountable for 
their activities. 

Despite their previous 
involvement in some of 
the six coup attempts 
which have plagued Aquino since she 
came to power in 1986, the military rebels 
are no longer considered by security chiefs 
to pose an immediate threat. Apart from 
their waning support in the armed forces, 
they are thought to lack funds because 
political money is now being saved for the 
May 1992 presidential election. 

"There are now only a couple of des- 
perate businessmen giving them money," 
one senior security source commented. 
“We are trying to persuade them [the rebel 
soldiers] that there is no other recourse [but 
surrender], and that they have no support 
for their activities." 

Yet the group of rebellious officers, esti- 
mated to number no more than 50, still 
causes some uneasiness among business- 
men and politicians seeking stability, 
and if Abadia's project succeeds it will be a 
definite plus for the nation. This is prob- 


FAR EASTERN ECONOMIC REVIEW 





Honasan: surrender talks. 


ably why House of Representatives 


Speaker Ramon Mitra, a presidential aspir- - 


ant, has held his own meeting with © 


Honasan, gaining political clout in the 


process. Both Abadia and Mitra have the — 


backing of Aquino in their efforts. 


The simultaneous approach to the Left, — 


also with peace and stability as the goal, is 
more subtle and involves more parties. 
Armed Forces intelligence chief Brig.-Gen. 
Alfredo Filler and Philippine National Po- 
lice (PNP) chief of staff Maj.-Gen. Gerardo 
Flores have held at least two series of talks 
with National Democratic Front (NDF) 
leader Luis Jalandoni in Hongkong over 
the past month following feelers sent out 


by the NDF. The NDF is the mass front um- — 


brella organisation for the Communist 
Party of the Philippines (CPP) and its armed 
NPA wing. 


Jalandoni operates from the Nether- - 


lands with СРР leader Jose Maria Sison. 
Filipino congressman Jose Yap, a close po- 
litical associate of Aquino, is reported to 
have approached Jalandoni in the Nether- 
lands, and Sen. Wigberto Tanada, the most 
left-leaning member of 
the senate, has said he 
had talks with NDF lead- 
ers in Brussels earlier this 
year. It is unclear what the 


talks, but the Philippine 


has told its cadres that it 
is following a two-track 
policy — seeking negotia- 
tions with the govern- 
ment at a national level, 
while carrying on the 
"people's war" in the 
countryside. 

The government, how- 
ever, is adamant that 


talks with the Left on a 
national level. As PNP Di- 
rector-General Cesar 
Nazareno said recently: “The [leftist] un- 
derground movement has lost its central 
structure." He was referring to the fact that 
dozens of senior CPP and NPA figures have 
been captured over the past three years, 
including NPA chief Romulo Kintanar. 

Instead, Nazareno and Army com- 
mander Maj.-Gen. Arturo Enrile have au- 
thorised their provincial commanders to 
issue safe-conduct permits to local NPA 
commanders to talk about area truces and 
surrenders. Non-government organisa- 
tions, local government officials and the 
Catholic Church are also encouraged to 
take part in the campaign. 

There has been limited success. Tempo- 
rary truces have already been established 
on the central Philippine island of Negros, 
and Quezon province south of Manila — 
both traditional NPA hotbeds — as well as 
in Laguna, just outside the capital region. ai 


agendas were for the © 


communist movement 


there will be no official | 
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Asia to urge Bush to focus on the region 


Crying for attention 





By Susumu Awanohara in Washington Е 


President George Bush's 
upcoming tour of Asia is 
seen as an excellent oppor- 
tunity for the US to reverse 
the pervasive feeling that 
Washington in recent years has neglected 
this region so vital to American interests. 
Beginning late November, Bush is likely to 
visit Japan, South Korea, Australia and In- 
donesia — capping the trip with a stopo- 
ver on 7 December in Honolulu for cer- 
emonies marking the 50th anniversary of 
Japan’s attack on Pearl Harbor. 

Bush’s neglect of Asia has been felt in 
the region as well as in the American es- 
tablishment. But recent developments in 
the Soviet Union and the Middle East have 
somewhat vindicated the president’s and 
Secretary of State James Baker's near-total 
preoccupation with these areas, and earlier 
with Eastern Europe. Bush's initiative on 
reducing nuclear arms has also shown a 
sense of vision. Yet many still feel that Asia 
should have been given more attention, 
and that after the Philippines' final rejec- 
tion of the bases agreement with the US, 








FOREIGN 


As President George Bush 
sets out for Asia, US rela- 
tions with both Japan and 
China are facing funda- 
mental challenges. Bush 
will want to put the quest for a US-Japan 
global partnership back on track, putting 
bilateral rivalry in perspective. There are 
no obvious solutions for the strained US- 
China relations, but some of the Asian 
leaders Bush will meet could urge the US 
to arrest any further deterioration. 

Given that Asians increasingly see the 
possible unravelling of the US-Japan alli- 
ance, hitherto buttressed by the common 
Soviet threat, as the single most immedi- 
ate challenge to the region's security, 
Bush's Asia trip takes on a special mean- 
ing. How successful Bush is at regaining 
Japan's goodwill without offending the 
growing number of domestic critics of Ja- 





Washington must review its position in the 
region in close consultation with Asian 
governments. 

The complaint of many domestic pro- 
Asia critics is not that they have funda- 
mental disagreements with Bush's Asia 
policy but that it has not been articulated 
forcefully. Some grumble that Bush's 
Asiawide policies on security and econom- 
ics are conservative and 
lacking in vision, that US 
approaches to Asian re- 
gional conflicts have been 
defensive and uninspired. 
Others point out that 
American relations with 
the two most important 
Asian countries — Japan 
and China — have been 
strained simultaneously. It 
is also claimed that Baker's 
management style, relying 
heavily on a small circle of 
loyalists, has militated 
against attention being fo- 
cused on Asia. 

Criticism also comes 
from the opposite direc- 


RELATIONS 2 


Walking a tightrope 


pan will be watched closely throughout 
the region. 

The US-Japan relationship was one of 
the losers in the Gulf War. The conflict 
dealt a blow to the global partnership 
concept, earlier enunciated and nurtured 
by the Bush administration as the second 
tier of a two-tier strategy to preserve and 
strengthen US-Japan ties, a senior ad- 
ministration official explains. The first tier 
was to bring the bilateral economic 
problems under control through the so- 
called structural impediments initiative 
(sit) talks and other mechanisms. 

US officials think that though struc- 
tural barriers to entry into Japanese mar- 
kets, as well as a large trade imbalance 
(US$40 billion in Japan's favour) remain, 
the sii talks will have long-term positive 
effects. Critics say they are being duped 
by Japan. 
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Bush: turning to Asia. 


1 


tion, from those who argue that the US is 
overcommitted in Asia and the world. 
"Now that Red is dead, [America should] 
come home," conservative columnist 
Patrick Buchanan wrote recently in what is 
considered a neo-isolationist manifesto. 
Buchanan wants the US to stop all foreign 
aid as well as contributions to the IMF and 
the World Bank. Neo-isolationism and 
Asia-phobia, neither of 
which has yet become 
dominant, are linked by 
the festering suspicion 
that Asia is thriving at 
America's expense, be- 
cause the US defends the 
region and luxuriates on 
its products. Some 
doomsayers warn that 
such profligacy could turn 
the US into a Third World 
country. 

Asians do not agree 
with all the domestic criti- 
cisms of Bush’s Asia 
policy. For example, the 
conservatism of the US’ 
strategic analysis of Asia 


div 


Through the global partnership the 
idea was for the US and Japan — which 
together account for 40% of the world's 
GNP — to accelerate cooperation not just 
on bilateral issues but on a full range of 
global ones, including the environment, 
refugees, drugs and terrorism, as well as 
economic development and the resolution 
of regional conflicts. 

But the Gulf Crisis focused attention 
on the military area, where the Japanese 
were least prepared psychologically and 
institutionally to play a positive role, as 
the US sees it. Ill-will spread on a broad 
front on both sides as a result of mutual 
recriminations during that crisis, with 
Japanese nationalists and Japan bashers in 
the US having a field day. 

Now that tempers have cooled, how- 
ever, the two countries should pursue 
their partnership plans once again, par- 
ticularly in the non-military areas, US of- 
ficials say. The next big test for the Japa- 
nese will be Cambodia, where a massive 
UN peacekeeping operation must be put 
in place and financed. 

In seeking to improve ties with Japan, 
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and its cautious approach to Cambodia 
and Korea are welcomed by many Asians. 
But many Asians in Washington feel Bush 
has paid too little attention to their region, 
thus allowing the US Congress and the ad- 
ministration’s trade warriors to take cen- 

and highlight the adversarial as- 
pects of the relations. 

Administration officials are quick to 
retort, and critics concede, that the atten- 
tion of Bush, Baker and their closest aides 
nad to be concentrated on the immediate 
»roblems — Eastern Europe, the Middle 
Zast and the Soviet Union. If Bush's Asia 
»olicy is occasionally put on "auto-pilot," 
t is because the region is doing well and 
zoing in the direction the US would like to 
ее it go. 

A senior White House official says US 
;bjectives in Asia have been peace, pros- 
»erity and democracy — objectives which 
1ave all been achieved, more or less. Asia's 
xconomic growth and market-oriented re- 
orms continue in a relatively peaceful en- 
rironment, and politically, with some vari- 
ince, Asia is progressing towards demo- 
тасу. Another theme is that, having con- 
ributed greatly to Asia's success, the US 
тап afford to address more pressing prob- 
ems elsewhere. 

Nonetheless, a prominent US official 
isserts: "We have had a continuation of 
he previous administration's Asia policy, 
without reinvigoration by the leadership of 
he US president.” Or, as an Asia specialist 
»utside government puts it: "Bush's ‘if it 
tin’t broke, don't бх it’ approach to Asia is 
woefully inadequate when [international] 
rameworks are breaking down and con- 


3ush will have to be mindful of domestic 
Titics who feel he has been too soft, not 
inderstanding and facing up to the re- 
entless Japanese economic and techno- 
ogical challenge. For this constituency, 
3ush will want to win some concessions 
Tom Japan — opening of the rice market, 
'or instance, or cooperation on expensive 
righ-technology projects. 

The Reagan administration adopted a 
‘Japan first" policy in the early 1980s, 
shifting from the "China first" policy of 
the previous decade, one observer points 
»ut. Despite having a soft spot for China 
ind its ageing leaders, Bush also regards 
apan as the more important, but he can 
10 longer be indulgent towards Japan 
ind must be seen to be practising an 
"America first" policy. 

While the sentiment that the US has to 
watch out for its own interests in Asia is 
pervasive, the bipartisan consensus on 
what constitutes US interest vis-à-vis 
China was shattered by the Tiananmen 
bloodshed in mid-1989. The reduction of 
the Soviet strategic threat, against which 
the US and China could unite, also con- 
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tainment [of the Soviet Union] is no longer 
relevant." 

One feared result of the lack of atten- 
tion to Asia is the further erosion of the 
relationship with Japan. Some Asians have 
begun worrying out loud about a possible 
unravelling of the US-Japan security rela- 
tionship, especially because the US has re- 
duced its own forward deployment in Asia 
and pressured Japan to strengthen indi- 
genous military capability. Another feared 
result is that US-China relations will con- 
tinue to deteriorate because of the negative 
American view of China's human-rights 
record and trade practices. The problems 
with China and Japan could have 
destabilising consequences for the whole 


„WE'VE NOT. FORGOTTEN 
A You, ASIA! 


سو . 


region. 

Former US president Jimmy Carter and 
ex-Japanese prime minister Yasuhiro 
Nakasone have expressed their joint con- 
cern to Bush that not enough attention is 
being paid to the Pacific, as reflected in the 
reduced frequency and intensity of US- 
Asian contacts among officials and politi- 
cians. The two former leaders called on 
Bush to work on a joint US-Japan Pacific 
declaration, setting out common outlooks 
and agenda for the region. Bush disputed 
the notion that US interest in the Pacific 
had waned and assured them that at Pearl 
Harbor he intended to deliver an address 
stressing the importance of constructive 
US-Japan relations for the whole region. ш 


tributed to the loss of this consensus. 

Genuine moral indignation against 
China should not be minimised; alongside 
isolationist tendencies exists a strong im- 
pulse in Congress and elsewhere to make 
human rights and democratic reforms key 
objectives of US foreign policy. But it is 
also true that congressional Democrats see 
a rare vulnerability in Bush's soft China 
policy and are waiting for an opportunity 
to exploit it. 

Bush, at least for this year, held off 
those who wanted to revoke or attach con- 
ditions to China's most favoured nation 
(MEN) trading status. In order to ensure he 
can veto legislation hostile to China and 
grant continued unconditional MFN treat- 
ment, Bush assured Congress that he 
would deal vigorously with specific US 
concerns with China — in areas of human 
rights, trade and weapons exports. 

But many believe the Bush-Congress 
battle on China is far from over. Bush 
managed to win enough votes to prevent 
Congress from overriding his veto, but his 
upper hand cannot be sustained unless the 
Chinese cooperate with him, which seems 
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unlikely, experts say. 

After Tiananmen, disparate single-is- 
sue lobbies — variously supporting Ti- 
betan independence, opposing abortion 
or weapons exports — have merged into 
a coalition. China promises to become an 
election issue next year when the presi- 
dential race heats up. 

Having themselves been perplexed 
and sometimes angered by Congress’ 
moral fulminations, the Japanese, South 
Koreans and other Asians are more sym- 
pathetic towards the Chinese. Japan, in 
particular, has been telling the US that, 
being China's next-door neighbour, it has 
practical reasons to fear political turmoil 
in China that may result from continued 
acrimonious exchanges between Peking 
and the West. 

Some Japanese are even having night- 
mares about the prospect of an influx of 
Chinese refugees. Having worried not 
long ago about too close relations be- 
tween Washington and Peking, some 
Southeast Asians are now concerned 
about perennial hostile relations between 
the two. m Susumu Awanohara 
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One for security, but another for trade 


Double standards 


President George Bush will 
be asked on his Asian tour 
how developments in the 
Soviet Union and the Phil- 
ippines may affect the US 
defence posture in the Pacific. Asian lead- 
ers may also press Bush to explore more 
collective arrangements for regional secu- 
rity, despite the traditional US aversion to 
such arrangements. On the economic front, 
Asians will want Bush to dispel fears that 
the US is about to turn away from their 
region to build an economic bloc in the 
Western hemisphere. 

Given Asia’s expanse and diversity, 
many Asia hands in Washington argue it 
is virtually impossible to have an Asia 
policy that is more than a collection of bi- 
lateral policies and goes beyond platitudes. 

Nevertheless, two Asiawide policies 
have emerged under Bush. The first was 
enunciated in a 1990 Pentagon report to 
the US Congress, “A Strategic Framework 
for Asia: Looking into the 21st Century,” 
and the second is Washington's support for 
the ministerial-level Asia Pacific Economic 
Cooperation (APEC) forum. 

According to Assistant Secretary of 
State for East Asian and Pacific Affairs, 
Richard Solomon, US policy in Asia is to 
continue relying on diversified bilateral 
defence ties, while supporting economic 
integration of the Asia-Pacific region by 
promoting APEC. 

The Pentagon report on strategic frame- 
work is a three-phased plan for reducing 
US military presence in Asia while pre- 
serving deterrent capability. Arguing that 
the end of the Cold War had not quite 
reached Asia and that there were many 
potential threats other than the Soviet 
Union, the report stated that key elements 
of US strategy in Asia — forward deployed 
forces, overseas bases and bilateral security 
arrangements — would remain un- 
changed. The report stressed that the US 
had its own vital interests in Asia, its de- 
ployment there was relatively small, and 
Asia was sharing the burden. Because of 
these reasons, the report maintained that 
the region should not be subjected to the 
same degree of reduction in US forces as 
Europe. 

The study more or less convinced US 
legislators that there was not much of a 
peace dividend to be gained in Asia and 
relieved many Asians who had feared that 
a vacuum would develop if the US were to 
disengage precipitously. In 1989 there were 
135,000 US troops deployed in Asia. By the 





end of the first phase of the strategic 
framework plan in late 1992, these troops 
will have been reduced by 12%. 

The big question now is what will 
happen in Phase II (1993-95) of the US Asia 
strategy. For the moment, top Pentagon 
officials say the adjustment resulting from 
changes in the Soviet Union and the Phil- 
ippines should be minor since the plan had 
already anticipated some of them. A senior 
Pentagon official says a sequel to the stra- 
tegic framework is now being prepared, 
which will look not only at the forward 
deployed US forces but will examine the 
totality of US Pacific forces, including those 
deployed in US territories. 

There are signs that in Phase II, the US 
could become better disposed towards re- 
gional forums or institutions for maintain- 
ing security. So far the US Government has 
responded negatively to most such ideas, 
claiming that security challenges in Asia 
do not lend themselves to regionwide so- 





lutions and that it is better to use proven 
bilateral mechanisms to meet specific 
challenges. Thus the Americans have 
quashed an Australian proposal to estab- 
lish a regionwide security conference and 
reacted coolly to a similar proposal by Ja- 
pan recently. 

But now US officials seem more recep- 
tive to Asians' desire to have more regional 
arrangements, which is based on the as- 
sumption that the US presence in the re- 
gion will continue to decline. Some backers 
of regional arrangements stress the need to 
check Japan and China, much as Germany 
is checked by Nato and the EC. 

A related view is that Asia's regional 
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security should not rely as heavily as 
does on continued good US-Japan rel 
tions, which cannot be taken for grante 
Some US isolationists even contend that tl 
US military should pull out of Asia ra] 
idly, because maintaining regional stabilil 
only helps Japan increase its econom 
domination of Asia. In Southeast Asi 
some still see China as a threat and sma 
states surrounding Indonesia must desi 
multilateral constraints on that regioni 
power as well. 

On another front, US officials have a 
ready been addressing criticisms that the 
Asian economic policy, centred on suppo: 
for APEC's consultative forum, is frau 
with contradictions and double standard: 

It is true that, despite following Au: 
tralia’s lead, the US has been an activ 
player in the APEC process, encompassin 
the US and Canada, East Asia's mark 
economies as well as Australia and Ne 
Zealand. Most recently, the US was instru 
mental in inviting China, Taiwan anı 
Hongkong to attend APEC's coming meel 
ing in Seoul in November and it is prepar 
ing to use the weight of the forum to pus! 
the stalled Gatt negotiations forward. 

But the US is also pursuing the Nort 
American Free Trade Agreement (NAFTA 
with Canada and Mexico and, all disclaim 
ers notwithstanding, the US seems inten 
on using NAFTA in part t 
compete with Japan and Eu 
rope, and on keeping NAFT; 
more or less closed. Under 
secretary of State Rober 
Zoellick, who is involved witl 
both APEC and NAFTA, sur 
prised many when he argued 
"Japanese firms increase thei 
competitiveness and Кее 
high-paying jobs by sourcing 
components in Asia. EC firm: 
are doing the same with in 
puts from southern Europe 
NAFTA is likely to channel any 
additional shifts of lowe: 
wage, low value-added . . 
jobs to locations in Mexicc 
that would be integrated уу 
higher wage US manufactur 
ing operations . . . [which are 
then] likely to be better positioned to take 
on competition from Europe and Asia." 

While pursuing NAFTA, the US reactec 
strongly against Malaysia's proposal tc 
create an East Asia Economic Grouping 
(EAEG) whose exact nature was not definec 
but which Prime Minister Datuk Ser 
Mahathir Mohamad said was a reaction tc 
the EC and NAFTA. It was not surprising 
that the US did not like the EAEG idea, since 
it pointedly excluded the US from pro 
spective membership. But Washington ha: 
responded less coolly to a diluted versior 
of EAEG that was agreed upon by Asear 
economic ministers in Kuala Lumpur ir 
early October. п Susumu Awanohare 
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US feels Cambodia, Korea policies are vindicated 


Slow but sure 


Washington officials say 
that the US approach to 
actual or potential conflicts 
in Asia — in Cambodia 
and Korea, for example — 
is proof that the US is not the high-handed 
and self-righteous “world policeman” that 
some leaders, including those in Asia, think 
it is. 

While the predominant Asian concern 
is that the US is drawing back from the 
region, there are those who express the 
opposite fear — that the US, now the sole 
superpower, might seek to impose its will 
on others through unilateral actions. 

But on Cambodia, US officials say, 
Washington has been a constructive par- 
ticipant in the so-called “P5 process” — 
efforts by the five permanent members of 
the UN Security Council to bring a peace- 
ful end to the conflict. On Korea, while 
insisting that the North-South dialogue 
must be the main forum for reducing ten- 
sions and moving towards reunification, 
the US says that at the right time, the US, 
Japan, the Soviet Union and China can all 
play an important role in supporting the 
reunification efforts. US officials stress that 
they are not opposed to a process of re- 
solving conflicts that has been fashioned to 
fit the character of each particular problem. 

Domestically as well as internationally, 
the US administration has been criticised 
as being the laggard in dealing with Cam- 
bodia and Korea. Some congressional 
Democrats began arguing a few years ago 
that a lingering anti-Vietnamese feeling 
harboured by key members of the admi- 
nistration had prevented Washington from 
admitting that Prime Minister Hun Sen — 
installed in Phnom Penh by Hanoi — was 
the only realistic alternative to the Khmer 
Rouge faction. The same feeling might 
have prompted the US to help the Khmer 
Rouge through support of the disorganised 
non-communist factions. 

Critics also say that the US has been too 
slow in normalising US-Vietnam relations. 
While arguing that China must not be iso- 
lated if it is to reform, the US has insisted 
that Vietnam remain isolated even after it 
withdrew troops from Cambodia, the cri- 
tics say. Republican politicians speaking for 
business interests have also criticised the 
administration’s refusal to lift the trade 
embargo against Vietnam. They feel this 
helps the Japanese who, unlike the 
Americans, have a long-term strategy for 
doing business with Vietnam. 

Until President Bush unveiled his global 
nuclear arms reduction initiative in Sep- 





tember, critics said that the US was the 
dawdler in Korean affairs as well. Moscow 
had already established diplomatic rela- 
tions with South Korea, and Peking was 
suggesting it would do the same soon, 
while Tokyo was discussing normalisation 
of ties with North Korea. Only Washington 
was failing to move forward, critics said. 
To nudge the Bush administration, 
several groups of eminent US foreign 
policy experts outside government, in- 
cluding recently retired top military men, 
have suggested that the US remove what- 
ever nuclear weapons it may have in South 
Korea to pave the way for pressure on 
Pyongyang to subject itself to international 
inspection and halt its suspected nuclear 
weapons development. But publicly link- 
ing inspection of North Korea's nuclear 
facilities and withdrawal of US nuclear 


weapons from South Korea has to t 
avoided because Washington will nev 
retreat from its position that Pyongyang 
obligated to undergo inspection as a par 
to the Nuclear Non-proliferation Treat 
unrelated to US weapons deployment : 
South Korea. 

By promising to withdraw all grount 
launched tactical nuclear weapons work 
wide as part of his nuclear arms initiativ 
Bush has deprived Pyongyang of an excu: 
for not complying with the internation 
inspection of its facilities. And by stressin 
that his was a global policy and not or 
devised with North Korea in mind, Bus 
can deny having made concessions t 
Pyongyang. 

After the Bush nuclear initiative an 
with the Cambodian peace accord about t 
be signed, the administration's Asia hanc 
feel their policies towards Cambodia an 
Korea have been vindicated. One offici; 
says that at times US firmness with Phnor 
Penh, Hanoi and Pyongyang has produce 
results which other countries in Asia hav 
appreciated, even though some of ther 
have publicly dissociated themselves fror 
US policy. п Susumu Awanohar 





Policymakers bypass Asia 


RELATIONS 5 


A question of style 


The international environ- 
ment as well as domestic 
pressures and constraints 
have naturally coloured 
President George Bush’s 
policy towards Asia — or what there is of 
it. No one blames Bush for devoting much 
time to the world’s flashpoints or nuclear 
disarmament, but some feel that his Asia 
policy is weak, attributing this to his and 
Secretary of State James Baker’s diplomatic 
styles. 

Bush’s interest in China, where he 
served in 1974-75 as the head of the US 
liaison office — before full diplomatic re- 
lations were established — is obvious. But 
that aside, neither Bush nor Baker, nor for 
that matter Defence Secretary Richard 
Cheney, is particularly interested in Asia. 
The fact that the only major contact with 
Asia that National Security Adviser Brent 
Scowcroft has had was the bitter experi- 
ence of negotiating peace with the Viet- 
namese in the early 1970s also works as a 
negative influence, some suggest. 

Asian diplomats sometimes accuse 
Baker of being Eurocentric. Since becoming 
Secretary of State, Baker has made one 
major speech on Asia and spent just one 
night in Tokyo, the capital of his “global 
partner.” 
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The present administration, Washing 
ton’s Asia watchers point out, is in contras 
to the team that former president Ronak 
Reagan brought into government fron 
California — on the Pacific rim. Bot] 
Reagan's secretaries of state and defence 
George Shultz and Casper Weinberger 
were Californians, and though they oftei 
disagreed, they shared an interest in Asia 

Bush and Baker are described by ana 
lysts as crisis managers and deal makers 
rather than visionaries. This is not neces 
sarily a bad thing, particularly to Asiar 
leaders who are afraid of Washingto1 
adopting the wrong visions, but it doe 
mean that regions without crises or deal 
to work out tend to be put on the bacl 
burner. 

Apart from these limitations, Bush anc 
Baker like to deal directly with foreigr 
leaders rather than operate via diplomati: 
intermediaries. Baker obviously does no 
think much of the State ent’s ca 
reer officers and does not delegate to then 
authority to generate policy. 

Instead, Baker has surrounded himsel 
with a tight inner circle of loyalists, in 
cluding former political under secretary 
Robert Kimmit (now ambassador to Ger 
many), Economic Under Secretary Rober 
Zoellick, policy planning chief Dennis Ros: 
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Know us 
byour works. 





Komatsu makes many things. Construction machines such as excavators, bulldozers, 
dump trucks, and wheel loaders. Industrial machines such as presses and robots. 
Tough, reliable technology built by local communities for global needs. 

Advanced tools for a better life and a better world. As we mark our 70th birthday, 
we're working to extend the hand of man in the service of the planet. 

Komatsu. Just call us the earth company. 


KOMATSU 


The earth company, unlimited. 
Head Office: 2-3-6 Akasaka, Minato-ku, Tokyo 107, Japan Phone: (03) 5561-2617 Facsimile: (03) 3505-9662 


REGIONAL AFFAIRS 


and spokeswoman Margaret Tutweiler. 
These are bright and capable people but 
are, like their boss, problem-oriented — 
and there is a limit to the number of world 
problems they can handle and few of them 
involve Asia. 

Some State Department officials recall 
with nostalgia how Shultz and the Reagan 
administration generally tapped the pro- 
fessional Asia hands in the bureaucracy. A 
group of eight to 10 dynamic Asia special- 
ists at the sub-cabinet level (centring on 
Paul Wolfowitz at the State Department, 
Richard Armitage at the Pentagon, Gaston 
Sigur at the National Security Council and 


Carl Ford at the CIA) originated the Reagan 
administration's Asia policies. 

This second-echelon team took credit 
for, among other things, enhanced US se- 
curity cooperation with allies and friends 
in Asia in the 1980s as well as US support 
for the change of government in the Philip- 
pines in 1986. Some of these players have 
left the policy mainstream under Bush 
while others have remained. One interpre- 
tation is that alleged Japanophiles, such as 
Armitage and Sigur, were squeezed out 
under pressure from Congress. 

Policymaking has been repossessed by 
the president and key cabinet officials, but 





FOREIGN 


RELATIONS 6 


US probes China's import barriers 


Trade on our terms 


Continuing his tug of war 
with the US Congress over 
China's trading status, 
EVA President George Bush on 
10 October rejected Pe- 
king's import liberalisation proposal and 
announced that he was starting wide-rang- 
ing investigations into China's import bar- 
riers that could result in severe sanctions 
within a year. 

While Washington's frustration at Pe- 
king appears genuine and the Chinese are 
deeply upset at its unilateral move, some 
see the US action as a necessary measure 
to stave off Congressional pressure and 
continue granting China most-favoured- 
nation (MEN) trading status. 

Bilateral trade talks in recent months 
have focused on US access to Chinese mar- 
kets and Chinese violation of US intellec- 
tual property rights (IPR). In arguing 
against revoking or attaching conditions to 
China's MEN status, which the Democrat- 
dominated US Congress is calling for, Bush 
promised in July that he would take firm 
action if the Chinese failed to respond to 
specific US grievances in market access and 
IPR areas. When bilateral talks failed to 
produce results desired by the US in Au- 
gust, US officials set an arbitrary 30 Sep- 
tember deadline for China to suggest a 
plan to improve US market access. 

On IPR, Peking faces a 26 November 
deadline, derived from the so-called Spe- 
cial 301 provision of the 1988 Trade Act, to 
propose satisfactory remedies or face re- 
taliation. The US is accusing the Chinese of 
violating patents and copyrights. 

On 30 September, Peking submitted a 
programme to the US that included tariff 
reductions on a number of foreign-made 
goods, elimination of some import taxes 
within six months and reduction of the 
number of goods requiring import licences 


by two-thirds within three years. US offi- 
cials rejected this package as being too ten- 
tative and not specific enough. 

While acknowledging some progress, 
US Trade Representative Carla Hills said 
in a statement: "China's proposal . . . does 
not measure up to the standards that we 
expect and insist upon." Hills thus invoked 
what is known as Section 301 of the 1974 
Trade Act to investigate Chinese practices 
in four areas: import bans and quantitative 
restrictions; import licensing requirements; 
technical barriers including certification re- 
quirements; and failure to publish import 
laws and regulations. 

There are indications that opinion 
within the administration was split on the 
Chinese proposal of 30 September. Some 
felt that Peking was about to make a major 
concession and that it would be counter- 
productive to hit it with Section 301. Others 
were convinced. 

China is quickly gaining an image as a 
low-technology predatory trader. In early 
September, US Customs Service agents in 


a complaint is often heard that various as- 
pects of the Asia policy are not well coor- 
dinated. For example, China policy is 
Bush's own preserve as is Japan policy 
whenever there are Washington-Tokyo 
summits. But at other times, second-rung 
agencies such as the US Trade Representa- 
tive's Office or the Commerce Department, 
appear to be leading Japan policy while 
the Pentagon is the key player on Korea. 
Some Asian diplomats sense that what 
they are discussing with their counterparts 
in the State Department is not reaching the 
top levels of the Bush administration. 
m Susumu Awanohara 


New York and Los Angeles raided 23 
Chinese companies suspected of illegally 
transhipping Chinese-made clothing in to 
the US, mislabeling it as manufactured 
elsewhere. In October, the Customs Service 
banned the import of wrenches and steel 
pipes made by four companies in China 
that were identified as using prison labour. 
This move followed allegations in the 
Congress and the media that Peking made 
wide use of prison labour to manufacture 
cheap exports. 

Bush had no choice but to appear firm 
with Peking but he may also have bought 
time by initiating Section 301 investiga- 
tions, some feel. If he is lucky, Bush can 
focus US public attention on specific trade 
issues — rather than human rights, wea- 
pons exports and Tibet. And if China 
makes significant concessions before its 
MFN status comes up for renewal again in 
mid-1992, next year's MFN debate can be- 
come easier than the last two. 

Hills sounded an optimistic note on 11 
October: “I am very hopeful that we will 
have a fruitful resolution, and sooner 
rather than later." Some wonder, however, 
how much longer China would acquiesce 
in US policies which are increasingly seen 
as intrusive. Even Bush has defended hi: 
approach, saying it has a better chance ol 
"changing Chinese behaviour." 

m Susumu Awanohara 





Baker and China's Foreign Minister Qian Qichen: trade issues not human rights. 
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OPPORTUNITIES ABOUND 
FOR FOREIGN INVESTMENT 


Pakistan offers 
probably the most 
attractive terms to 
foreign investors and 
entrepreneurs anywhere 
in the developing 
world. It leads the rest 





of South Asia in: 

* Denationalization of industry and 
privatisation of public sector enterprises; 
* Removal of all restrictions on 
dealings in foreign exchange, including 
banking for both individuals and 
companies, foreign or local 

* Dismantling of state control. 


Backing up the economic reform programme, 
popularly dubbed the 3Ds — Disinvestment, 
Deregulation and Denationalization — is a myriad 
of incentives to attract foreign and overseas-Paki- 
staniinvestment, technology andmanagementskills. 
There are tax holidays for foreign investors and a 


privatisation programme involving more than 115 
of the country’s industrial units. In Pakistan today, 
every industry, business or service enterprise is 
open to foreign private investment. 

Foreign investors will find the country both 
willing and able to absorb technology and adapt it 
to local needs. Pakistan is rightly proud of a highly 
skilled and experienced national workforce. The 
contribution of Pakistani workers, technicians and 
engineers to the phenomenal economic and indus- 
trial development of the Gulf region and the oil- 
endowed countries of the Middle East in the last two 
decades is a matter of international record. 

Pakistan enjoys unlimited market potential and 
is ajump-off point for the growing markets of China 
and the Gulf and Asian region. 

Pakistan has a sizeable money market. There 
are stock exchanges at Karachi and Lahore and 
four government-sponsored development finance 
institutions which provide Pakistan rupee and 
foreign-exchange loans required by industry. 

Pakistani commercial banks have a nationwide 
network of 6,000 branches. They also operate in the 
credit market and advance funds to industry and 


business. Major US, European, Middle and Far 
Eastern banks are functioning in all principal cities. 

Pakistan is also poised to become a base for high- 
value industries such as electronics and computer 
software. 

There is no discrimination between domestic and 
foreign investors for taxation purposes. Foreign 
technical and managerial employees no longer re- 
quire any work permit for Pakistan. 

Complementing this rich and exciting invest- 


Investors Conference 


in Islamabad 


With help from the World Bank subsidiary, the 
Multilateral Investment Guarantee Agency (MIGA), 
the government has convened a three-day confer- 
ence in Islamabad from 18-20 November this year. 
It is expected that the gathering will bring together 
a large number of domestic and overseas investors 
who will explore ways of setting up joint ventures 
or 100% equity projects in various sectors. 

For its part, the Government of Pakistan is 
determined to offer every encouragement and pro- 
vide every reasonable facility to foreign investors 
because it believes that the kind of rapid economic 
and financial development that the country seeks 
will need extensive foreign participation. 





* Foreign investors can now own 100% equity 
in any industrial or business venture on a repatri- 
able basis. 

* Remittances of dividends and privatisation 
proceeds can be repatriated — and without Central 
Bank permission. The profits earned by banks, 
insurance companies, airlines and shipping firms, 
however, remain subject to certain special but 
simple procedures. 

* Foreign-currency accounts can now be opened 
by resident individuals and firms, both Pakistani 
and foreign, including investment banks. 

* Banks are now allowed to reconvert into 
foreign exchange the unspent amount of Paki- 
stani currency without original encashment re- 
ceipts. 

* Resident Pakistanis are now allowed to 
maintain bank accounts abroad. 

* Licences are being issued to operate author- 
ised money changers within the country. 


Key Points for Investment Decisions 


ment climate are Pakistan's ample water resources, 
excellent agro-processing facilities, a solid agricul- 
tural base and sufficient infrastructure facilities, 
something which is lacking or in short supply in most 
developing countries. 

With the help and cooperation of its friends and 
given the government's commitment to industrial- 
isation and economic growth, Pakistan is hopeful of 
turning the corner to become one of Asia's most 
rapidly industrialising democracies. Bi 








* Foreign currency deposits maintained in 
Pakistan carry an interest rate, ranging from 
0.375% for three-month term deposits to 1.625% 
above the Barclay’s rate for three-year deposits. 

* US dollar-denominated bearer certificates 
are also available with a rate of return a 0.25% 
over the relevant London Interbank Offered Rate. 

* Foreign loans can be negotiated by investors 
without the permission of the Government. 

* Foreign-exchange payments for a number 
of purposes, including advertisements, education 
expenses, membership fees of professional insti- 
tutions and excess baggage may be freely made. 

* An Act of Parliament fully guarantees and 
protects foreign investment. 

* Foreign companies operating in Pakistan 
can determine without interference the mode 
and level of transfer of technology. 

* Foreign trading houses can be established 
freely to engage in the export trade. 
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Bold and far-reaching reforms 


The invitation extended by Pakistan 
to the outside world to invest in its econ- 
omy and share in its growth and develop- 
ment is backed by a bold package of 
measures tailored to bring about rapid 
privatisation, deregulation and denation- 


alization. 


In a series of radical fundamental 
reforms, the government of Prime 
Minister Nawaz Sharif has put Pakistan 
firmly on the road to progress by freeing 
the system of debilitating state controls, 
providing unprecedented incentives to 
private foreign and domestic enter- 
prise, guaranteeing investment security, rolling 
back nationalisation, privatising state-held busi- 
ness and industry, including banking, on a massive 
scale and allowing the private sector complete free- 
dom to realise its full potential. 


These revolution- 
ary steps are without 
precedent in the Third 
World, which is why 
the Pakistan experi- 
ence is being followed 
with such interest in 
many developing coun- 
tries. 

Policies aimed at 
easing bureaucratic re- 
straints on entrepre- 
neurial activities and 
attracting foreign in- 
vestment were unveiled 
by Prime Minister 
Nawaz Sharifless than 
a year ago. 









* А agreement has been reached in principle 
with South Korea’s Daewoo Group to invest in 
а 500,000 telephone line project on a build-lease- 
transfer basis. The group has also shown inter- 
est in the 315-km Islamabad-Lahore highway. 

* Along with local venture partners, foreign 
investors are to take part in the US$1.5 billion 
Hub River project near Karachi. The 1,292 MW 
scheme will be the largest of its kind in the 


“The job of the 
government is to 
formulate policies. 
It is not its job to 
run industry, 
commerce or 


hotels.” 
Prime Minister 
Nawaz Sharif 


Already, almost 80 inves- 
tors from various parts of the world, including 
Pakistanis settled overseas, have established con- 
tact with the government in a bid to take advantage 
of the wide range of facilities on offer. Foreign in- 
vestment has more than doubled in the last 6 
months. 

Outgoing US am- 
bassador to Pakistan 
Robert Oakley said 
in Islamabad on 17 
August that a number 
of American compa- 
nies had expressed 
keen interest in work- 
ing in Pakistan as a 
result of the newly in- 
troduced liberalised 
economic and financial 
policies of the Nawaz 
Sharif government. 

Oakley was of the 
view that these poli- 
cies, which he de- 
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country and is a crucial link in the government’s 
efforts to enlarge the existing infrastructure. 
The project has been put together with the assis- 
tance of the World Bank. 

* Dubai’s Crescent Petroleum Company has 
agreed to invest in a $300-400 million hydro- 
cracker project being undertaken by the Paki- 
stan State Petroleum Refining and Petrochemi- 
cal Corporation. 














scribed as “positive”, had strengthened the 
current international investment trend in Paki- 
stan. 


A wide range of investors... 

The prospective investors come from countries 
across the globe, including Japan, Saudi Arabia, 
the United States, the United Kingdom, France, 
Canada, Australia, Germany, Norway, Sweden, 
Switzerland, South Korea, Hong Kong, Singapore, 
the United Arab Emirates and Bahrain. 

The main areas in which these international 
investors have shown keen interest are: private 
banking, agro-based industry, steel engineering 
and manufacture, sugar and cement plants, 
petroleum exploration and research, commercial 
vehicle manufacture, computer and computer ac- 
cessories, cargo handling, electrical goods manufac- 
turing, processed food packaging, fishing and shrimp 
processing, poultry farming, advanced fibre and 
plastics technology, gemstones and fashion clothing 
and garments. 


... are supported by economic 


reforms... 

Against an agenda of fast-moving reforms in the 
economic sector, all lights are now green for foreign 
investment. The gross domestic product (GDP) rose 
by 6.5% in 1990-91, despite the adverse impact of the 
Gulf crisis. In the same year, exports recorded a dra- 
matic growth of 23% in US dollar terms compared 
with a 9.6% increase in imports. 


... and a booming stockmarket 


Major foreign banks and international mutual 
fund operators and investors are showing great in- 


IET 


gram as si as on ag Nepal drawals of 
funds from the oil ‘window’ of the Contin- 
gency Compensatory Financing Facility. The 
SAF program, now in its third year, was 
jointly negotiated by the IMF and the World 
Bank with the government of Pakistan. 





terest in the far-reaching economic changes which 
are taking place in Pakistan. 

The new openness of the economy has revitalised 
the stock exchange and created much enthusiasm 
among financiers. New stock offers now tend to be 
10-20 times over-subscribed, while the Karachi Stock 
Exchange Index has risen by about 500 points in the 
last six months and appears to be headed for a point 
twice its original value base. 

The Hong Kong-based $20 million Pakistan Fund 
has been heavily oversubscribed. It was floated by 
the Citicorp Investment Bank and jointly under- 
written by Morgan Grenfell and Merrill Lynch. For 
the first time, Pakistani securities are to be traded 
on international stock exchanges. Wi 


Privatisation programme makes 
impressive progress 


The Privatisation Commission set up by the 
government is working to dispose of a vast range of 
state-run enterprises from banks and insurance 
companies to textile mills, cement manufacturing 
plants, hotels and telecommunications facilities. 
Thirty of these units are already up for sale, includ- 
ing the telecommunications network. 

Two banks held in the public sector have 
already been privatised. While the Muslim Com- 
mercial Bank, the fourth-largest in the country, 


has been sold to a private consortium of 12 entre- 
preneurs, the ownership of the Allied Bank, a com- 
paratively smaller entity, has been sold to its 
employees. More than 7,500 of them have thus 
become shareholders in a unique arrangement 
which has all the elements of success. 

Next to go will be two of the country’s largest 
banks, United and Habib. Dennis Armstrong, 
General Manager of ANZ Grindlays in Pakistan 
is ofthe view that the “privatisation programme is 


opening up the market to enable business to grow 
without interference from the government”. 

In the aviation sector, the old debate over an 
airline in the private sector to compete with the 
state-owned Pakistan International Airlines came 
to an end in June this year when the Paris-based 
Aga Khan Fund for Economic Development was 
chosen from a host of foreign and domestic bidders 
to set up an airline in Pakistan. 

Nor does another major state-run organisation, 
the Pakistan National Shipping Corporation, any 
longer enjoy a total monopoly. Twenty-two private 
shipping companies have already been granted op- 
erating licences, with the number expected to grow. 

Licences have also been issued to 19 payphone 
card-operating companies, thus opening the tele- 
phone network to the private sector. Two cellular 
mobile telephone companies are working in the 
private sector. Bl 





Fast paced 
economic reform 


For years, banks had remained captive lenders 
to the government as they were obliged to invest in 
Treasury Bills at 6%, while the cost of money to 
them was higher. Now the government has made 
a move to open auctioning of Treasury Bills which, 
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in turn, has 
increased the 
banks’ prof- 
itability. In 
addition to 
that, the 
banks have 
been pro- 
vided with a 
long-term 
investment 
avenue in the 
shape of 
Federal In- 
vestment Bonds. Foreign-owned banks are among 
those listing themselves as primary dealers. 

The Nawaz Sharif government is committed to 
reducing the budget deficit from more than 6% of 
the GDP to around 4% in the next couple of years. 
Similarly, it expects to reduce the current-account 
deficit to below $1 billion in this period. Thisis a part 
of the government's stabilisation programme under 
which inflation is to be brought down and govern- 
ment's bor-rowing at home and abroad reduced. 
This programme is being followed meticulously 
because the government appreciates that the suc- 
cess of its policies of liberalisation and industrialisa- 
tion will depend largely on a stable macro-economic 
environment. B 
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Domestic Appliances 
Sugar -- Cotton Ginning 


For sale details contact: 
Privatisation commission, 

5-A Constitution Avenue, 
Islamabad. 

Telephone: (92-51) 823881, 817197 
Fax: (92-51) 822108 

Telex: 5746 EAC PK. 
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A lively market and generous 


tax concessions 


The vast majority of the 114 million Pakistanis 
is less than 30 years old. Apart from Pakistan itself 
being a lively market for consumer goods and 
services, because of its geographical location and 
historical ties with neighbouring states, it is an 
unmatched supply base for the entire region. 

Foreign investors are free to choose sites for the 
location of the industry they wish to set up, as long 
as the decision is environmentally acceptable. 

The government offers a generous package of tax 
concessions to new industries. If the unit is located 
in an urban centre, it enjoys a three-year tax 
holiday. If it is based in a rural area, it can benefit 
from the concession for five years. In the country's 
less developed region, an industry will be free from 
taxes for as long as eight years. 

Industrial machinery required in rural or less- 
developed areas, if not manufactured in Pakistan, 
will be allowed to be imported free of customs duty, 
sales tax and other normal import tariffs. 

Completely exempt from all duty and sales tax 
also is machinery required for units involving 
bio-technology, electronics, fertilisers, fibre-optics 
and solar energy. These industries can be set up 
anywhere in Pakistan and are to enjoy a tax holiday 
of four years in all cases. @ 
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For further information on foreign exchange 
reforms and investment opportunities in Paki- 
stan, please contact: Deputy Secretary, Ministry 
of Industries, Block A, Pakistan Secretariat, Is- 
| lamabad, Pakistan. 

Telex: 5774 MIND-PK Fax: (92-51) 825130 
Tel: (92-51) 823214 
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Traveller s Tales 


This week, some horizontal humour. First, an appealing wrapper does not only welcome fair-weather browsers: 
to be found in Hongkong's Commercial Press bookshop, which | 


Rainy Day, Reading Day. 


Thanks for your coming in such a rainy day ...... Î 5 Î 





Nothing really extraordinary about this label from a packet of Chi- prints, after it starts off so well: 
nese tea, spotted by John Hassall; it's just the charm of the mis- 








A completely inexplicable entry under “Help Wanted" in the clas- Бег, spotted by Bill Liesman: 
sified advertisements section of Taiwan's China Post of 3 Septem- 


Hula Dancer Trainee With Garden Worker wanted for Recreational Parks at 
Kaohsiung & Tainan, 3 males, 2 females for each. We need Ghana, Nigeria and 
Filipinos. Good salary, free food and lodging. 


| suppose the garden worker could mow the dancer's grass skirt, ised an inter-varsity visit to the National University of Singapore | 
but what are those Filipinos going to do in Africa? Last July, the to promote cultural contacts and friendship. The poster advertis- | 
English Society of Hongkong University's Student Union organ- ing the expedition ended with the following challenge: 


If you are SOCIABLE, OUTGOING, PLEASANT and 
willing to EXPOSE yourself, then we sincerely hope that 
you can join us. 


Finally, a van in Hongkong's Waterloo Road photographed by W. products if it called itself “Dick Development Unlimited": | 
А. Т. Crawley, who believes the company would see more of its 
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YOUTH 


Solo concert-goers and their hero-rock star, Iwan Fals. 





Indonesian youth play hooky from politics but revel in pop culture 


orn to be meek 


By Margot Cohen in Jakarta 


nside a colonial-era building, in a 
room ringed with portraits of Imam 
Bonjol, Tjoet Nja' Dien, and other his- 
toric figures who resisted the Dutch, 
a meeting of the recently founded Demo- 
cracy Forum was in full swing. Amid the 
hum of voices and the haze from kreteks, a 
university student rose from his seat. "The 
heroes on the wall would cry if they could 
see the situation of youth today,” he said. 

Never before have young Indonesians 
been so detached from the political life of 
the nation. As the generation gap widens, 
the youth of Indonesia, raised to be politi- 
cally passive, seem to have taken this habit 
to heart. And with parliamentary elections 
around the corner, those who grew up in 
the lap of the New Order — the name 
given to the Suharto era which began in 
1966 — are not likely to sit up and take 
much notice. While voters under the age of 
30 will account for more than a third of the 
107 million electorate next June, their gen- 
eral distaste for politics cancels out their 
potential clout as a voting bloc. 

For many of the 13.5 million first-time 
voters — the 17 to 21-year-old crowd — 
Indonesia's three political parties form a 
blur. On his way home from school in Ja- 
karta's middle-class Pejompongan district, 
17-year-old Hendri had no trouble reeling 
off the government's perennial election 
slogan: "direct, general, free, secret." But 
he and his six high school chums drew a 
blank when asked to distinguish between 
Golkar, Parti Demokrasi Indonesia (PDI) 
and Parti Persuatuan Pembangunan (PPP). 
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Giggling nervously, they confessed that 
they rarely read newspapers, never talk 
politics with their parents and have no idea 
for whom to vote. 

This phenomenon is partly the natural 
result of more than two decades of political 
stability and economic growth. It is also 
the result of the government's “floating 
mass” policy which allows for social engi- 
neering so that the masses concentrate on 
development rather than daily political 
activity. Under the rubric of the floating 
mass, high school student groups, which 
flourished in the 1950s and 1960s, were 
dismantled and replaced with apolitical 
school organisations controlled by the 
principal in each school. 

Similarly, the government's “Campus 
Life Normalisation" policy in the late 1970s 
swept universities clean of political activity. 
Obstreperous student councils eventually 
were replaced with student senates closely 
supervised by university rectors. In 1989 
and 1990, three young men in Yogyakarta 
who were active in off-campus study 
groups were sentenced to either seven or 
eight years in jail for selling banned books; 
the harsh sentences served as a warning to 
would-be student activists. Earlier this 
year, state university rectors decided once 
again not to allow campus rallies, and most 
private universities are expected to follow 
suit. Muslim boarding schools have also 
been declared off-limits. These days, major 
“youth” organisations are run by people 
over 40 years old. 

"Politics is forbidden," says 25-year-old 
novelist Hilman Hariwijaya. “If we don't 
feel invited, we don't want to join." 
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What's left for Indonesia's young peo 
ple? To some extent, materialism withou 
apology. “We just want to make our for 
tunes," says Mohamad Syarif Bustaman 
vice-president of the Indonesian Studen 
Association for International Studies. Sucl 
values provoke growls from professors 
especially former youth leaders. 

"They are bourgeois brats. I hate then 
to their bones," says Dorodjatun Kuntjoro 
Jakti, associate dean for academic affairs a 
the University of Indonesia. "They are jus 
like tourists. Less than 10% are intereste 
in what's going on in Indonesia." 

But materialism is not the whole story 
While young Indonesians shy away fron 
institutionalised politics, their music, lan 
guage and nostalgia for an imagined pas 
offer important clues as to how they viev 
society and themselves. 

Perhaps only a political vacuum couk 
produce the brand of fanaticism sur 
rounding 30-year-old rock star Iwan Fal: 
“God is number one, and Iwan is numbe 
two!" blurted one of the 25,000 youn; 
spectators at a 14 September concert ii 
Solo, featuring Fals and his group Kantat 
Takwa, which, roughly translated, mean 
song of the spirit. Son of a retired Abri ol 
ficer, Fals has built a nationwide followin; 
with straightforward lyrics that attack th 
insensitivity of the rich, the hypocrisy c 
the media, the blindness of parents, and 
society that leaves no room for idealism — 
all backed by driving rhythms and catch 
melodies. 

In Solo, Fals had the entire stadiur 
singing along to his 1990 hit, “Demolish’ 
“Oppression and abuses of power/ Are to 
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numerous to mention/ Stop, stop, don’t go 
on/We're fed up with greed and uncer- 
tainty." A cassette featuring the song has 
sold more than 1 million copies, according 
to producer PT Airo Swadaya Stuba. 

By articulating what they are afraid to 
say themselves, Fals gives his fans a sense 
of power and achievement, argues Elena 
Zachnas, a University of Indonesia psy- 
chology graduate who wrote a thesis on 
the Fals phenomenon. Every day, 25 to 30 
kids ranging from elementary school to 
college show up on the singer's doorstep 
in Jakarta, many of them sporting the long 
hair and bandanas their idol favours. Their 
"need for affiliation" runs deep, Zachnas 
adds — some kids bring knives and ask 
Fals to inflict scars, "so they can have 
something from Iwan." (The singer does 
not oblige.) 

Fals says he takes time to talk to all his 
visitors. “I'm looking for emotional inten- 
sity," says the thin Fals, wearing his signa- 
ture tight jeans and his scraggly hair loose 
during a recent practice session with his 
band. "I want to merge with them." 

Sometimes the emotions can get out of 
hand. Stone-throwing and other violent 
acts marred a Kantata Takwa 
concert in June 1990, when 
more than 100,000 fans 
crammed into  Jakarta's 
Senayan stadium during 
school vacation. In Solo, more 
than 1,600 police and soldiers, 
aided by attack dogs and a 
squadron of Indonesian karate 
experts in blue jogging outfits, 
made sure the night passed 
without incident. 

While the authorities barred 
Fals from touring Sumatra in 
1988 following a riot, they ap- 
parently no longer consider 
him a threat; in November, 
Kantata Takwa will play in the 
troubled province of Aceh, on 
an invitation from Governor 
Ibrahim Hasan and sponsored 
by Mobil Oil. Another test will 
come at the end of the year, 
when directors Eros Djarot, 
Slamet Rahardjo and Gotot 
Prakosa will try to get their film about 
Kantata Takwa past the censors. 

In addition to music, language has 
proven an important refuge for Indonesian 
youth. Jakarta high school and college stu- 
dents have adopted a form of slang called 
"Bahasa Prokem" for more than a decade. 
Variations are appearing elsewhere as 
young people look to the capital for guid- 
ance in what is fashionable. Scholars trace 
Prokem to a code used by hoodlums in the 
1950s, with today's youth becoming ever 
more creative in inventing new words that 
will escape comprehension by their elders. 
A series of light novels for teenagers writ- 
ten in Prokem by Hilman Hariwijaya have 
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proved a runaway success, with more than 
900,000 copies sold so far. 

"Prokem is a reaction to the conformity 
that is enforced in all areas of life," says 
Vedi Hadiz, the 27-year-old director for the 
Jakarta-based Society for Political and 
Economic Studies. “It creates a realm of 
autonomy in which people outside your 
age group can't interfere." 

Other analysts take a darker view. 
"Prokem is a symptom of a generation gap 
that is widening due to disappointment, 
dissatisfaction, and pessimism," writes 
French scholar Henri Chambert-Loir, in his 
introduction to a dictionary of Prokem 
terms. 

One of the most striking aspects of the 
generation gap is the lionisation of former 
president Sukarno by youth who know 
very little about him. In opinion polls and 
press interviews, high school and college 
students talk of the former president's cha- 
risma, his bold revolutionary stance, his 
riveting speeches and the "freedom" he af- 
forded to various political parties. Mean- 
while, their parents remember Sukarno's 
ruinous economic policies and the restric- 
tions on anti-communists imposed during 
his tenure. 





'God is number one, dnd Iwan is number two.' 


In Blitar, the East Java site of Sukarno's 
tomb, the former president shares 
superhero status on T-shirts also printed 
with Batman. Students surreptitiously 
trade old recordings of his speeches and 
look for old textbooks describing his ex- 
ploits. The trend saddens some political 
observers. “It only proves that the political 
culture here is very poor," says Marsillam 
Simanjuntak, a founder of Democracy Fo- 
rum and formerly an anti-Sukarno student 
leader. "Youth are denied the ability to 
have a forward-looking imagination. The 
only way to avoid what is given to them is 
to look back." 

In the wake of accusations from Golkar 
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and PPP that PDI is manipulating 
"Sukarnoism" among youth to attract sup- 
porters — the former president's son and 
daughter are prominent PDI candidates — 
the government banned photographs of 
Sukarno from the campaign trail. 

In fact, all the youth groups associated 
with Indonesia's political parties are an- 
gling for that crucial slice of the electorate. 
The parties agree on the critical issues fac- 
ing young people: access to higher educa- 
tion and jobs. In Indonesia, only 9% of 
university-age students are enrolled in 
public or private universities; while the 
percentage is growing, it remains among 
the lowest in Asean. In a country where 
half the workforce is between 15 and 34 
years of age, underemployment stands at 
44%. Roughly 20% of high school and 
college graduates in urban areas are unem- 
ployed, compared to 3% of the general 
workforce. 

Aris Ananta, chief of the research divi- 
sion of the university's Demographic Insti- 
tute, predicts that youth unemployment 
will worsen in the future. "Young, better- 
educated unemployed in the cities can be 
more politically sensitive than youth with 
little schooling in rural areas," he warns. 

AMPI, the youth group 
i linked to Golkar, is offering 
coaching sessions for univer- 
sity exams, computer courses, 
and help with job placement, 
among other activities. Major 
corporations and local govern- 
ment officials make generous 
funds available for such initia- 
tives. AMPI chairman Widja- 
narko Puspoyo says the or- 
ganisation managed Rps 40 
billion (US$20.3 million) worth 
of projects during the 1990-9] 
fiscal year. 

Pemuda Persatuan, linked 
to PPP, is also offering compu- 
ter courses, but the party looks 
to be promising a lot more. 
"We're going to fight for free 
tuition from high school to 
university,"says Muhammad 
Buang, PPP deputy secretary- 
general. 

While such illusory carrots will likely 
go unheeded, there appears to be a grow- 
ing chorus in favour of youth participa- 
tion in politics. On 17 September the 
teenage magazine Hai, which normally 
focuses on Western pop icons and fashion 
trends, ran a five-page story titled "Youth 
Also Need Politics." It includes an ar- 
ray of experts advising youth to recognise 
politics as an obligation, and calls for 
greater freedom within student organisa- 
tions. 

“I think we have to educate them. We 
have to make them political" says psy- 
chologist Sarlito Sarwono. "It can only be 
done if they have more chance to get di- 
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rectly involved in political life.” 
Sarlito, a founder of a peer-counsel- 
ling telephone service for teenagers, 
sees danger down the road. “At the 
moment, they just think of what is 
good for themselves. It will create 
chaos in this country one day.” 

The enormous growth of non- 
government organisations (NGOs) 
staffed by young people is generally 
seen as a hopeful sign, but some 
fear the trend may lead to the 
marginalisation of youth from 
mainstream political life. 

Among the most marginalised 
are small bands of students in Yog- 
yakarta, Bandung and Surabaya, 
linked in a loose NGO network that 
encourages them to get involved in 
land disputes. The strategy has 
stirred media attention, but resulted 
in little concrete improvement for farmers. 
University students have been helping to 
organise farmers who are upset over land 
problems. With student assistance, farmers 
have come by the busloads to Jakarta to 
complain to Parliament members about in- 
sufficient land compensation and forced 
relocations. 

High school principal Arief Rachman 
believes parents should start talking poli- 
tics with their kids and teachers should 
start discussing newspaper articles in class, 





Anti-establishment anthems. 


before it's too late. "The danger will be if 
there is a political party trying to manipu- 
late the situation," he says. "I don't think 
the students are prepared to react prop- 
erly. They don't have the power of analys- 
ing where to side, what to say." 
Government officials, however, do not 
perceive any pressing need for change. 
"The awareness of the young people about 
politics is very high," Minister of Youth 
and Sports Akbar Tanjung says in an inter- 
view. "Especially university students. They 


are very critical." Some officials hav 
warned students against abstainin 
in the elections, after polls showe 
that the idea was catching on in un 
versity circles. 

The government prefers to spt 
youth participation in national de 
velopment through programme 
such as "Kirab Remaja," a three 
month walkathon organised by Si 
Hardiyanti Rukmana, Presider 
Suharto's daughter. On 1 Octobe 
student teams drawn from aroun: 
the archipelago began trudging 4 
km a day through each provinc 
helping local youth build bridge: 
construct toilets and other public 
works projects. Some 1.4 million Ir 
donesians between 13 and 25 year 
old are expected to take part. Or 
ganisers are reluctant to discuss th 
budget for this event, but projections indi 
cate the minimum costs will amount to Rp 
2 billion, collected from the private sector 

Dressed in red-and-white uniforms, th 
teenagers join discussions on how to mak 
youth more nationalistic, proficient ir 
bahasa Indonesia, and respectful of thei 
parents. The meaning of the upcomin; 
elections is also on the agenda. Not t 
worry, says Central Java coordinator Ted 
dy Kharsadi: the walkathon shall be 
"completely free from politics." 
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The messiah of left field 


Slugging It Out in Japan by Warren 
Cromartie with Robert Whiting. Kodansha 
International, Tokyo and New York. ¥3,000 
(US$22.50). 


When Warren Cromartie, a 29-year-old 
African-American major leaguer from Mi- 
ami stepped off the plane at Narita in 1984 
to join the Tokyo Giants, he was greeted — 
literally — as the messiah. After one sea- 
son of batting a respectable .280 with 35 
home runs, not enough to carry the luck- 
less Giants into the pennant race, “Cro” 
had metamorphised into a bum. 

Slugging It Out in Japan is the story of 
how Cro eventually won the respect of his 
teammates, his legendary coach Sadaharu 
Oh, and the legions of diehard Giants fans 
during his six-season stint in Japan. It is 
also a tale of how this 
good-natured, plain- 
spoken outfielder came 
to eventually under- 
stand and even like the 
Japanese and their way 
of life, of how Cro 
“learned the meaning of 
being a team player in 
Japan, a group person.” 

Much of this breezy 
277-page baseball bio 
covers the same ground 
as You Gotta Have Wa, 
the wonderfully ribald 
potted history of Japan- 
ese ball written by Cro’s 
co-author, Robert Whit- 
ing. But Slugging It Out 
in Japan is a worthwhile 
read for the extra human 
dimension it brings to 
the subject. Alongside the anecdotes of 
drop-dead fielding practices, long rides in 
smoke-filled buses and run-ins with the 
suits in the Giants front office are affecting, 
sometimes angry, tales of the racism Cro 
encountered in both the US and Japan and 
the loneliness and alienation he struggled 
to overcome. 

“Someone once wrote that if white 
Americans wanted to understand the black 
experience in the US, they should try liv- 
ing in Japan,” writes Cro, summing up the 
problem he faced, being non-Japanese first 
and foremost and black second. “I think he 
knew what he was writing about.” 

Cro is a child of Liberty City, the tough 
ghetto of Miami. He grew up in a broken 
home, with a step-brother who did time 
for armed robbery. Following in the foot- 
steps of his neighbour Cassius Clay, Cro 
parlayed his athletic skill into a ticket to a 
better world. By the time he was 20, he 
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had been drafted by the Montreal Expos, 
and spent a few years kicking around their 
farm teams in Memphis and Denver before 
hitting the big time in 1977. 

Cro had a pretty good seven years as an 
Expo player, but clashed frequently with 
his coaches and some of the other players. 
He was let go in 1984 and was made an 
offer by the Giants, Japan's “premier team, 
with thirty-three league pennants and a 
stack of Japan series championships to 
their credit. They were like the Yankees, 
and the Dodgers, and the Mets — all put 
together. And then some." More to the 
point, the Giants offered Cro a good sight 
more money than any American team 
would. He went. 

Soon Cro was stuck in a cramped apart- 
ment in Tokyo, zoom-lensed photo- 
graphers ever ready 
outside his window, his 
days made up of end- 
less, exhausting prac- 
tices and long, slow 
games where he would 
be subjected to taunts 
from the grandstands. 
"l'd come to Japan to 
play baseball, and dis- 
covered l'd joined the 
marines instead," 
writes Cro. 

More than any other 
Japanese team, the Gi- 
ants put a premium on 
team harmony and 
mental training as an 
antidote to physical 
shortcomings. Young 
pitchers would be 
forced to throw fast- 
balls for hours before a big game. The same 
training films would be shown, day-in, 
day-out. Batting and fielding coaches 
would repeat identical homilies before 
every game. Although Cro and other gaijin 
were allowed some slack, their tolerance 
was lower. And when they failed to per- 
form, they suffered indignity different from 
that of a Japanese player in a slump. 

“If you smiled while sitting on the 
bench, someone would criticise you for not 
being serious enough," Cro says of Japan's 
hyperactive sports press. "If you scowled, 
some writer would attack you for disrupt- 
ing team harmony. God forbid clowning 
around." 

But Cro did clown around a bit, yelling 
"Banzai" when he hit home runs and 
pumping his fist as he rounded the bases. 
He got fined over ¥1 million for leaving 
Japan early one season. And he punched 
out a pitcher who refused to tip his cap 
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after drilling Cro in the back with a fastball. 

But in the end, Cro became a team 
player, winning plaudits not only for help- 
ing the Giants attain a couple of pennants 
but for becoming well attuned to Japanese - 
mores and attitudes. Much to his own 
surprise, he felt like he had learned to fit 
in, and the Japanese had learned to respect 
him. “I got the impression that now that I 
had endured six years in Japan, taking 
everything that had been thrown my way, 
the Japanese had finally decided to adopt 
me,” he says. 

“People back home have told me that I 
have a different attitude than I used to. 
Mind, you, I'm still not the type of person 
to hold everything in. I express emotions. I 
bitch a lot. I say it like I see it. And I'll still 
tell the next guy to fuck off it the urge 
strikes me, which is something the Japan- 
ese never do. But living in Japan, I’ve tried 
to tone it down,” writes Cro. 

Slugging It Out in Japan nicely combines 
a treatise on personal growth and interna- 
tional understanding with a slew of amus- 
ing stories straight out of Jim Bouton's 
classic Ball Four. Cro and Whiting bring the 
Giants, and particularly the quietly distin- 
guished Oh to vibrant life. And they pro- 
vide keen insight into both the way the 
Japanese play baseball and the way they 
treat outsiders. Cromartie may never have 
turned out to be the messiah, but he's 
turned out a baseball book with a differ- 
ence. m Jonathan Friedland 





Law vs state 


Human Rights in Korea: Historical and 
Policy Perspectives edited by William Shaw. 
Harvard Law School and the Council on East 


alien concept in East Asia? To what extent 
has the US policy of speaking out on hu- 
man rights violations in South Korea been 
successful? 

In the past two decades, no other issue 
has soured the relations between South 
Korea and the US as human rights, with 
the American press and Congress churn- 
ing out sustained criticism of former presi- 
dents Park Chung Hee and Chun Doo 
Hwan. As South Korea embarks on a seri- 
ous course of political reform after three 
decades of hamfisted military rule, Kore- 
ans both in and out of government 
acknowledge that without US intervention, 
quiet or otherwise, South Koreans would 
not have achieved the open government 
they have today. 

During five centuries of Choson rule, 
political reformers in Korea found the 
weight of Confucianism the biggest obsta- 
cle in their attempts to create a benign form 
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of government with respect for individual 
rights. As in China, radical reformers were 
constantly tempered with the threat of 
foreign intervention or conquest in their 
quest for more liberal government. Among 
the reformers themselves, the power of 
Confucianism with its hierarchical political 
and social structures proved too heavy to 
dislodge. In the end, nationalism (the idea 
of preserving the state and making it 
strong enough to deter foreign aggression) 
dominated the reform movement in the 
late 19th century, not the promotion of 
concepts of natural law and individual hu- 
man rights. 

It is fascinating to discover how this 
tension between nationalism and political 
reform continues in modern-day Korea. 
Despite the many lives the democracy 
movement has claimed in South Korea, the 
issue of human rights is still constrained 
by the greater consideration of national 
interests. The late President Park justified 
his infamous Yushin (Revitalising) consti- 
tution in the name of preserving the South 
against North Korea and the need for eco- 
nomic development. Thousands of people 
— politicians, students, intellectuals, 
workers, the clergy — trooped to prison 
challenging this premise during his 18 
years of rule. 

Given the background of a sustained 
fight for participatory politics, what per- 
plexes students of South Korean affairs is 
not so much the failure of early reformers 
as the momentum of modern-day protest. 
What elements in Korea’s political tradition 
provide such energy? For the ability of 
South Korean students to sustain their ac- 
tivism is unique in modern history. 

The essays and epilogue in this book do 
not directly address this question, but they 
do provide insight into the development of 
the legal tradition over the past century. 
The book’s focus on contemporary deve- 
lopments makes it an arresting read, and 
there is detailed coverage of such infamous 
cases as the 1973 kidnapping of opposition 
leader Kim Dae Jung by agents of the Ko- 
rean CIA and the mysterious deaths of 
Chang Chun Ha and Seoul National Uni- 
versity professor Choe Chong Gil. 

Of special interest is Gregory 
Henderson's chapter on the poor record of 
the US military government in steering the 
new South Korean Government towards 
genuine reform. With facts and figures, 
Henderson demonstrates how ill-prepared 
the US occupational authorities were dur- 
ing the crucial first three years of post-co- 
lonial Korea. General John R. Hodge, pre- 
occupied with the short-term goal of 
maintaining law and order, resorted to a 
haphazard policy of rehiring the Japanese- 
trained police force that had harassed the 
indigenous independence movement. “In 
this way . . . unlike the North, no clear 
break occurred in the systems of security, 
arrest, imprisonment, torture and legal 
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process in South Korea despite the com- 
plete departure of the Japanese,” writes 
Henderson. 

The tragedy of lost opportunity was 
ominous: shortly after Hodge invested au- 
thority in the first independent South Ko- 
rean government in 1948, prisons over- 
flowed with 58,000 people, over half of 
whom had been charged as communist 
sympathisers under the National Security 
Law. Among them was an army officer 
named Park Chung Hee, who was to stage 
a coup 13 years later and use the same law 
to harass his political oponents. Not only 
was Henderson barred from visiting South 
Korea for a long time; Park's reign of terror 
left a whole generation of South Koreans 
traumatised. m Shim Jae Hoon 





Chinese cradle 


The Land Within the Passes by Zou Zongxu, 
translated by Susan Whitfield. Viking Penguin, 
London and New York. £60 (US$75). 


Chinese history was born and weaned 
in a huge valley, now roughly coinciding 
with Shaanxi province, an area referred to 
by scholars through the ages as 
Guanzhong, or “the land within the 
passes.” It was home to the legendary Yel- 
low Emperor, the pre-imperial Zhou and 
Shang dynasties, the first emperor of a 
unified China (a mega- 
lomaniac who burnt 
books and buried scho- 
lars alive), and served as 
the site of the capitals of 
the Qin, Han, Sui and 
Tang dynasties. It is a 
land rich with symbol- 
ism and history; the 
original fount of 
"Chineseness." 

The Land Within the 
Passes is an elegant pic- 
ture book that does jus- 
tice to this grand subject. 
More than 500 illustra- 
tions of mountains and 
rivers, tombs and tem- 
ples, jade pigs, winged 
ox-head cups in agate, 
gilded silkworms and bronze imperial 
chariots serve as an excellent introduction 
to the drama and excitement of a high 
point in human culture. 

While the sparse, dry text accompany- 
ing the photos provides a context for these 
natural and man-made masterpieces, no 
conclusions are drawn as to the effect of so 
many centuries of graven images and 
bronze cauldrons on the Chinese psyche. 
This is unfortunate, because any attempt to 
decode Chineseness must also begin here, 
along the banks of the Yellow River, under 
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the eyes of stone bodhisattvas and gro- 
tesque tomb-guarding beasts. 

Perhaps it is not the role of a coffee- 
table book to provoke or speculate, but it is 
impossible for anyone concerned with the 
plight of China today to leaf through these 
pages and avoid considering the implica- 
tions of what has gone before. 

Consider, for example, the tombs. The 
land within the passes boasts some 70 im- 
perial tombs, along with thousands more 
attendant tombs — the resting places of 
lords and ladies, generals and officials. The 
most famous, and the largest, is of course 
the first — the tomb of Qin Shihuangdi, 
who unified six kingdoms in the 3rd cen- 
tury BC. His subterranean army of larger- 
than-life-size terracotta soldiers a mile tc 
the east of his tomb is one of the archaeo- 
logical wonders of the world, even though 
his dynasty barely outlived his own death 

Even more astounding is the tomb о! 
the Han-dynasty Emperor Wen. The text 
notes that Wen ruled for 54 years, and for 
the last 53 one third of all annual tax reve- 
nues went towards the building of his 
mausoleum. The echoes of such imperial 
self-absorption resound through the ages, 
not least in Tiananmen Square, where 
Chairman Mao's Mausoleum, completed 
in nine months, glowers at the Forbidden 
City's Gate of Heavenly Peace. 

The aggrandisement of death in China 
has bequeathed many marvels to our mu- 
seums. But from the May 4th movement ol 
1919 to the 1988 television series "River 
Elegy," Chinese intel- 
lectuals tormented by 
their nation's failure to 
modernise have repeat- 
edly concluded that the 
weight of their incre- 
dible history may be a 
millstone around Chi- 
nese necks, rather than 
a monument to be 
proud of. Over the cen- 
turies there has been toc 
much inventory-taking, 
too much looking in- 
ward and rejecting the 
outside, too many walls 
and burial mounds. 

Not everything ir 
the land within the 
passes was buried in 2 
tomb. Buddhism and Taoism left behind 2 
multitude of temples and pagodas. The 
Tang saw an extraordinary flourishing о! 
the arts and literature. Can one look un 
kindly on an age that produced the 
drunken poet Li Bai? 

Yet as we view examples of the firs! 
paper ever manufactured, smile at ceramic 
camels, contemplate feats of irrigation anc 
construction, the question remains — wha 
happened? Where did China go wrong: 
How did past glory become present grin 
reality? m Andrew Leonarc 
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Italian exporters offer more than Ferraris and fashion 


HALY IN ASIA 


hen Italian banker Giovanni Sanavia gazes into 
his crystal ball, he sees a glittering future for Ita- 
lian traders in the Asia-Pacific region — if they 
are willing to grasp the opportunity. “The Italian 
market is small and costs are increasing,” he 
explains. “So you have to look at new markets and places where 
you can produce at lower cost. Asia is the ideal place to do this.” 

A small group of Italian companies has already realised the 
truth of that, and has started to lay down roots in the region. 
Trade with Asia is slowly becoming a significant factor in the 
Italian economy. According to current figures, 55% of Italian exports 
go to Europe, and 25% to North America; at present, Asia ac- 
counts for just under 10%, but that figure is growing. 

The exports to Asia consist of more than fashions and Ferraris. 
Machinery and equipment, chemicals and pharmaceuticals, leather 
and leather products, marble and marble-cutting machinery, ceramic 
tiles and equipment for making them, and family sedans join 
glamorous items such as high-performance cars and brand-name 
fashions on the list of major Italian exports to the region. In 
return, Asia supplies Italy with such items as textiles, electronic 
and computer parts, toys, watches, and raw materials such as 
timber, rattan, rubber and tin 

There is a growing awareness among Asians that the stamp 
“Made in Italy” stands for both quality and status. Increasing 
travel, within the region and beyond, is playing a major role in this 
new perception. "When people travel and see the developing 
trends they can associate with, it creates a lot of brand awareness, " 
says Sharon de Alwis, the Asia-Pacific merchandising manager for 
Ferragamo, manufacturer of upmarket fashion accessories. "Asians 
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are becoming very status-orientated and sophisticated.” 

Chinese cadres seem as impressed by Italian imports as their 
fashion-conscious Hongkong cousins. Italian companies have de- 
veloped strong relationships with China, frequently beating off the 
tough challenge posed by Peking's major trading partner, Japan. 
Italian engineering and technology companies, in particular, have 
created a strong presence in China — which appears to have 
survived even the commercial chaos that followed the suppression 
of the students’ revolt on 4 June 1989. 

Just as in Hongkong, Singapore and Taiwan, the backbone of 
the national economy is based on small and medium-sized firms, 
often run by families. However, Italian firms have often failed to 
show the entrepreneurial flair so evident in their Asian counterparts 

Italian firms, large and small alike, are relatively conservative in 
philosophy, and tend to wait for overseas markets to develop 
before they move in. That often means entry to emerging markets 
at too late a stage to benefit fully from rapid growth. “Asia is still 
an open market and a developing area," said Marco Ferrario, the 
Hongkong-based representative of three Italian banks. "But we 
feel we've been left behind by not getting in earlier." 

For example, Italian makers of garment machinery failed to 
notice any opportunities in Indonesia. Only when Hongkonq's 
garment manufacturers moved some of their operations to the 
archipelago did Italian machinery move in — taken by the 
Hongkong customers. According to Ferrario, the reluctance to 
move quickly into new markets causes Italian companies to miss 
another type of opportunity: Italy is not taking advantage of Asia's 
pool of cheap, but often skilled labour, by investing in local 
production plants. 
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1,800 correspondent banks. If you have a problem or just want advice, you can always count on Cariplo. 
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There are exceptions. Clothing manufacturer Stefanel, for in- 
stance, has reached an agreement to start manufacturing in China 
with a local partner. One of the reasons is to be able to take 
advantage of cheap Chinese labour to produce garments at a price 
that Chinese customers can afford. Trudi, a soft toy manufacturer 
in northern Italy, recently entered a joint-venture agreement to 
produce soft animals with a company in the special economic 
zone of Shenzhen that initially served merely as its supplier. 

Such companies have taken a long-term perspective on Asian 
prospects. They have needed to, because the past year has not 
been a golden one for Asian trade generally, including that between 
Italy and the region. The global recessicn was already taking its toll 
by late last year, even in Asia, when the outbreak of the Gulf War 








made a bad situation even gloomier. Travel to Hongkong anc 
similar tourist destinations slumped, and with it the sale of Italiar 
luxury items such as high-fashion clothes and accessories. 

Fortunately, the worst effects of the double blow seem to have 
passed. The tourists are returning and, in Asia at least, the reces 
sion has bottomed out. 

Italian companies still face a chronic problem. With a feu 
exceptions, they have not sold themselves and their capabilitie: 
very effectively in Asia. “We are not that experienced in interna 
tional exposure,” lamented Sanavia. But overall, prospects appear 
bright. “Italians are good businessmen who overcome their lack o 
experience with flexibility and fantasy,” added Sanavia. “We Italians 
have a lot of defects, but we always manage to come through. "4 





Time to cultivate the 
China connection 


he recent visit to Peking by Italian Prime Minister Giulio 

Andreotti, and the acceptance by Chinese Prime Minister Li 
Peng of an invitation to make an official visit to Italy, exemplified 
the good trade relations that exist between the two nations. Italian 
companies, particularly in the fields of civil engineering and tech- 
nology, have long-established trade connections with China — 
connections that continued even after the events of 4 June. “The 
PRC has good relations with Italy,” says Giovanni Sanavia, a 
Hongkong-based representative of seven Italian savings banks. 
“China, despite the political facts, still represents a very interesting 
country from the economic point of view.” 

Now, with international political pressure on China easing, 
Italian companies should be able to benefit from the continuing 
relationship. Certainly, the Andreotti visit to Peking represented 
an opportunity for Italian companies to strengthen their links with 
the largest potential market in Asia. 

Even during the dark days after 4 June, representatives of 
Italian companies did not lose sight of the China market's poten- 
tial. Sanavia, for example, came to Hongkong early in 1989, 
preparing to set up the regional office for his savings banks. 
Shortly after the Tiananmen incident, representatives of the banks 


asked him whether Singapore would be a preferable location. 


Sanavia took the long-term view — that China would eventually 
find its way back into the commercial world, and represent a huge 
market for the future. He opened the office in Hongkong in 
October 1989. 

That decision is now paying off, for 
Sanavia's banks and other ltalian compa- 
nies that have retained their links with the 
Middle Kingdom. Italian and Chinese 
companies are forming joint ventures and 
similar partnership arrangements at a 
growing rate. According to the Italian In- 
stitute for Foreign Trade, the new partner- 
ships cover a range of products and in- 
dustries. For example, Italmacchine Plants 
S.P.A. of Milan has a 40-60 equity venture 
with the Hefei No. 6 Plastic Plant in Hefei 
to produce synthetic leather; Sover S.P.A. 
of Soverzene has arranged a 50-50 equity 


Agriculture, forestry, fishi 
Manufacturing | 


the Hangzhou Wine Factory 75% of a joint venture to produce 
wines; and Impexital Far East Ltd, the Hongkong arm of an Italiar 
company, is involved with the Hangzhou Instrument Factory in г 
venture to produce copper clad laminate. 

Such ventures represent only part of Italy's commercial pre 
sence. Italian civil engineering companies have built roads, bridges 
electricity generating plants and other large infrastructure projects 
in China for several years. According to Sanavia, Italian compa: 
nies have high hopes of winning a contract to build a major tol 
road in the province of Xian. 

There is also a large sector made up of Italian companies too 
small to enter joint ventures and other partnership arrangements. 
"A lot of business is done by medium-sized companies that just 
supply technology and equipment to China, very often through 
agents in Hongkong,” explains Marco Ferrario, the Hongkong- 
based regional representative of Banco Ambrosiano Veneto. 

According to some estimates, as much as 9096 of Italy's exports 
to China consist of technological products, including such items as 
specialty steels and chemicals. China has manifested a "huge 
demand for personal computers," according to Cheung Kam-wah, 
marketing manager of Olivetti (HK) Ltd, the East Pacific head- 
quarters of the Italian technology giant. 

The Hongkong connection is critical because of the problems 
of doing business with China. “For medium-sized companies, it's 
still very difficult to negotiate with China directly," says Ferrario. 
“I feel that for a long time we'll see negotiations go through 
Hongkong agents." 

However, China doesn't always need to use countertrade and 
similar indirect methods of payment. “China hasn't had real prob- 
lems with hard currency," said Ferrario. “It has strong reserves, 
isn't heavily in debt, and has a good commercial trade balance." 
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joint venture with the Suzhou No. 1 Metals 





Spectacles Factory to produce sunglasses Engineering 








and spectacles; Maddalena S.P.A., based in Chemicals 








Udine, has 28% of a joint venture with the 
Lianungang Water Meter Factory to manu- 
facture water meters; Impexital International 
Ltd Co. of Viareggio has a 25% share and 
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"ON THE SPOT" 
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Banco Ambrosiano Veneto was formed in We have full-service branches in some 380 locations. 
December 1989 by the merger of two important И . . | | EM О 
Italian banks ~ Nuovo Banco Ambrosiano Their number is continually increasing as we progress in — 


and Banca Cattolica del Veneto : В S t 
our research for areas of good business potential. In fact, we 


will have opened a further 20 branches by the end of the 
current year. NO 


Expansion of our network is only part of our strate. 
Quality and variety of service are just as important, for us 
and for our clients. In Italy we are among the leaders in : 
universal banking. Our Ambroveneto Group covers all 
services from leasing, insurance brokerage, merchant 


banking to investment management, 


Modern banking and financial services call for staff who : 
are professionals, who are up-to-date in techniques and: Uus 
who are supported by the latest in electronic equipment. А 
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strongly committed in these areas. 


Our international activity is in expansion. We have 
made co-operation agreements with several major European 
banks who will ensure "on the spot" services for our clients. 





In London we are opening a representative office which will 
subsequently become our first foreign branch. 


Our representative offices in New York and Hong Kong 


NADA 


continue their important work and, of course, we enjoy good: 





relations with some 4,000 correspondent banks 
throughout the world. 
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Italian companies selling to China face other problems, though. 
One is the lack of technical sophistication in their Chinese 
counterparts. “I'm not sure the Chinese really understand technical 
advances,” says Ferrario, who has a PhD in chemical engineering. 
“The Koreans and the Taiwanese will look at a whole package 
from the economic point of view. The Chinese try to save money 
— correctly — but on the way, sometimes they make mistakes. 
They might end up with high technology at the start and end of 
a plant, but low technology in the middle. The know-how that 
Italian companies can provide is not fully appreciated in China 
yet." 

The result is frequently poor efficiency. For example, Chinese 
companies have occasionally bought very high quality marble tiles 
processing machines, but they still feed them with small cracked 
marble blocks from poorly developed quarries. 

Nevertheless, the promise of the Chinese market is sufficient to 
entice Italian companies to the region in increasing numbers. Even 
4 June did little to dampen enthusiasm. In fact several China 
hands regard it as easier to deal with China now than before the 
Tiananmen incident. 

“Economically,” says Ferrario, “China has become a much 
better partner, because you know who you are dealing with. Trade 
with China is on a much more stable footing.” — 





Banking potential in 
Asia’s economies 


E banks, like Italian traders, were slow in turning their 
attention towards Asia. In the immediate aftermath of World 
War II they were hampered by antiquated banking laws and there 
were strict foreign-exchange controls. Only a few looked beyond 
their own borders. And even as Italy's foreign trade built up they 
concentrated their overseas efforts first on Europe and North 
America and on countries that had attracted substantial numbers 
of Italian immigrants. The fact that Italy was not among the Eu- 
ropean powers that established colonies in Asia also played a role. 

It was only in the early 1970s that Italian banks started estab- 
lishing a presence in the region, 
and most did not start opening 
offices until the 1980s. Since 
then the extent of their presence 
in Asia has grown slowly but 
steadily in line with the expan- 
sion in trade. But Italian bank- 
ers agree that the full benefits of 
their move into the region will 
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chief manager of Credito Italiano, says that he expects no dre 
matic pick-up in the near term, but looks at the longer term wit 
considerable optimism. “We are talking about a steady increas 
over the years,” he says. 

The bank opened a representative office in Hongkong in 1978 
which was transformed into a branch office in December 1989 
it also has a branch office in Tokyo. With the exception of sucl 
companies as Olivetti and chemicals’ conglomerate Montedison 
there has so far been very little high-profile investment in Asia bı 
big Italian groups. Yau believes such investments will take time t 
materialise. 

Claudio Marchiori, deputy chief manager of Banca Commercial 
Italiana (BCI) in Hongkong, agrees, though he says it is probabh 
only a matter of time before big Italian companies start looking 
seriously at the Asian region with a view to investing. He point 
out that the region still has considerable advantages in terms o 
competitive salaries and the availability of labour. The genere 
stability of the region also makes it an attractive alternative t 
Eastern Europe, he says. 

BCI was one of the first banks to move into Asia, and now ha: 
the widest network of Italian banks in the region. The bank re 
cently opened a branch in Seoul to add to those it already has ir 
Singapore, Tokyo and Hongkong. The bank also has representa 
tive offices in Sydney, Peking, Shanghai, Osaka and Bombay. 

Another early arrival in Hongkong was Banco di Roma, whicl 
opened a branch office in March 1980. The bank's Tokyo office 
became a full branch from 1 October this year, and it has rep 
resentative offices in Peking, Singapore and Sydney. 

Not all of Italy's more than 2000 banks are in a position tc 
open their own offices in Asia. Instead, some have opted tc 
participate in joint representative offices in Hongkong. 

Giovanni Sanavia, for instance, heads an office in Hongkone 
which looks after the Asian interests of seven Italian banks — 
Banco di Santo Spirito, Cassa Centrale di Risparmio V. E. per le 
Province Siciliane, Cassa di Risparmio di Firenze, Cassa Risparmic 
di Genova e Imperia, Cassa di Risparmio di Modena and Cassa 
di Risparmio di Verona, Vicenza, and Belluno di Ancona — which 
joined together three years ago to enter Asia. 

The savings banks have a dual objective in Asia: to persuade 
their Italian customers, who tend to be small to medium-sized 
businesses, of the possibility of doing business in the region; and 
to serve local companies in Asia 
who want to do business in Italy. 
“I think that in the next 10 years 
there will be a lot of happenings 
here in Asia — much better than 
in other parts of the world,” said 
Sanavia. “We have to be here 
to serve the best interests of our 





only emerge when far more 
Italian traders and industrialists 
start recognising Asia's full po- 
- tential. They believe that this 
trend has already started and that its momentum can only increase. 
Hongkong has emerged as the major regional centre for Italian 
banks, with the city state of Singapore running a close second, 
especially for those banks with strong links to Southeast Asia. 
The importance of Hongkong is reflected in a recent move 
made by the Banca Nazionale Dell ‘Agricoltura (BNA). BNA chose 
Hongkong as the site of its only branch office in Asia in 1987, 
and the branch has recently been upgraded into a regional office. 
"We are now ready to expand not only in Hongkong and 
China, but throughout the Asia-Pacific region in general," says 
Paola Dorsa, BNA's Hongkong-based general manager. 
Dorsa is not alone in his bullishness about the long-term poten- 
tial for trade between Italy and Asia. Terence Yau, the deputy 





FAR EASTERN ECONOMIC REVIEW 


customers." 

Marco Ferrario performs 
similar services as the 
Hongkong-based regional rep- 
resentative for three banks: 
Banco Ambrosiano Veneto, Banca Popolare di Milano and Banca 
San Paolo di Brescia. He provides direct assistance to customers 
for commercial requirements in Hongkong and China, works with 
banks' correspondents in other parts of Asia, and views and screens 
Asian projects that local companies see as investment opportuni- 
ties. 

The activities of Italian banks within Asia remain small when 
compared to those overseas in Europe and North America. But 
with economic expansion in the region, it appears inevitable that 
the Italian presence in Asia will continue to grow. How rapidly this 
will occur is still uncertain. But the optimism of the Italian bankers 
who have already established themselves in the region about the 
longer-term prospects appears to be well justified. ¢ 
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20th century traders 
realise region’s promise 


t is 700 years since Marco Polo, his father and an uncle made 

their pioneering trek from Italy to China, to return with won- 
drous tales of the exotic cultures and splendours of the Orient. 
This first contact between Europe and the East helped inspire the 
Roman Catholic Church to send emissaries to China. But when 
it came to commerce, it was the Dutch, the Portuguese and the 
British who pioneered the trade in spices and other commodities, 
and established colonies in Asia that helped this trade prosper. 
The Italians were never part of this colonial process and to this 
day have still to realise their true potential when it comes to 
participating in the commerce of the East. 

Late starters though they may be, there is a sense now that 
Italy is beginning to recognise the potential of a region where 
economies continue to expand at a rate which is the envy of 
European states and those in other regions of the world. Those 
Italian traders who have ventured into Asia are finding it a reward- 
ing market with tremendous potential, and as a result more and 
more Italian companies are 
venturing into the region. The 
initial trickle has yet to be turned 
into a flood, but there is no 
doubt that the momentum is 
building up. 

Trading conditions over the 






Density (per km?) 


The Italian economy 





sge annual rate of increase (since 1970, %) — — 


Western manufacturer to produce clothing for the domestic mai 
ket and for export. With its partner, it is planning to open 2! 
stores around the country which will sell clothing that is bein 
specifically designed to meet the requirements of the Chines 
domestic market. “These are no longer the golden days,” say 
Vizzotto, referring to the recession, “but we are quite happy wit! 
what we have achieved in the region and have every intention c 
continuing our expansion.” 

The impact of the recession and the Gulf War has been mos 
pronounced in the regional market for Italian high fashion good 
and other luxury items such as jewellery and perfume. The Gu 
War hit tourism and recession has cut the spending power c 
those who have ventured abroad, including the all-important Je 
panese. "We're surviving, but it has certainly not been easy gc 
ing,” says Sharon de Alwis, the merchandising manager Asia, 
Pacific for Florence-based Ferragamo. “It has been the same fo 
everyone in the industry.” 

Ferragamo's name is synonymous with high-quality ladies shoes 
but its product line also includes such items as belts, knitwear an 
leather goods and accessories for both men and women. It ha 
franchises and duty-free operations in 12 Asia-Pacific states: Je 
pan, Hongkong, Taiwan, South Korea, the Philippines, Singe 
pore, Malaysia, Indonesia, Guam, Saipan, Australia and Nev 
Zealand. The region account 
for 15% of the company’ 
worldwide turnover. 

To combat the fall in tour 
ism, Ferragamo has bee 
putting the emphasis on prc 
moting its products in individu: 
domestic markets, rather thai 
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past year have been far from 
ideal, partly as a result of the 
Gulf War and, in the case of 
China, because of the aftermath 
of the bloody suppression of the 
students' rebellion of 1989. But 


the commercial impact of both Public sector current revenues ( + · 







Gross fixed capital formation (as a % of GDP) 


the region as a whole. It ha 
been running strong local ac 
vertising campaigns in newspe 
pers and other publications ii 
an effort to develop its clientel 
in all the domestic market 








these events is now fading fast, — кез iii 
and the worst of the world re- id: 
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where it has a presence. Thi 
change of emphasis, says d 





cession now appears to be over. 
Most ltalian traders in Asia are 
now cautiously bullish about the 
medium-term future. 

Even when the going was 
rough, as it has been for luxury 





Unemployment 
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Alwis, is starting to pay divi 
dends. 

Another Italian luxury good: 
manufacturer that has also bee 
changing direction is Gucci. Kei 
Yasui, Gucci's general manage 
in Hongkong, says that th. 
company is in the process c 








items such as jewellery and the Overall balance ( « » ) 
high-fashion designer clothes Lira/US$ exchange rate 
and their accoutrements for Lira/DM exchange rate — — 


which the Italians are famed, 

some companies have continued 

their programmes of rapid ex- 

pansion. A good example is Stefanel, whose retail clothing stores 
are rapidly spreading through the region, though it only started its 
operations in the Far East some two years ago. 

Stefanel, says Mario Vizzotto, the export manager for the Far 
East, was founded 30 years ago near Venice in the northeast part 
of Italy. Until 12 years ago, it dealt exclusively in knitwear as a 
wholesaler. Then it started opening its own retail stores and fran- 
chise stores that offered not only knitwear, but a full range of 
other clothing items. It now has 1,300 stores around the world, 
including 100 in Asia. These are to be found in Japan, China, 
Hongkong, Taiwan, Singapore and South Korea, and soon in the 
Pacific island of Guam. The company sells 12 million pieces of 
ана a year worldwide, and has a turnover of around US$415 
million. 

Stefanel is involved in a pioneering joint venture in China 
where it has a store in Peking. The company will become the first 
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altering its image, with the inten 
of giving its goods a more sc 
phisticated sheen that will pusl 
them up market. It is gradual} 
reducing the use of large logos on its products in favour of fa 
more subtle labelling. 

It is discovering that these new products appeal to Japanes 
and European customers, while the more garish logos are sti 
popular among its customers in the nations of Southeast Asie 
Asia is an extremely important market for Gucci, accounting fo 
about half of worldwide sales. But Yasui says that recession аги 
the Gulf War mean that sales in Hongkong are 5-10% down thi 
year on 1990. He expects sales in the coming year to be at abot 
the same level. 

Regional trading has also been pretty static for Benefashio 
Holdings of Hongkong which runs Benetton-licensed outlets i 
Taiwan, Singapore and Thailand as well as Hongkong. The gener: 
gloom of the past year, however, is not preventing Benefashio 
from pursuing an aggressive programme of expansion. In th 
current year it has undergone a major expansion in Thailanc 
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the Bank’s 125th anniversary year. 


The AGM of Banca Popolare di Milano, chaired by Prof. Piero Schlesinger, was 
held on April 20, 1991. The meeting approved the financial statements for 1990, 


Satisfactory growth was confirmed by the performance of leading aggregates: 





The rise in lending was also reflected in 
the results of operations. The interest 
margin rose more than 13%, while the 
contribution margin was up 15.2% at 
US $ 1,021 million. Operating income, 
US $ 182 million (+11.3%), is stated 
net of depreciation totalling US $ 68 
million and provisions for loan losses of 
US $ 114 million (+41%). 

In the absence of substantial exceptional 
charges, net income amounted to US $ 
134 million after taxation of US $ 48 
million. 

As aresult of progressive expansion, the 
Bank had 212 branches throughout Italy 
by the end of 1990. 

Openings during 1990 involved the Ve- 
netian regions, Emilia and Lombardy, 
together with new branches in Bari, 


Banca Popolare di Milano 


US $ 11,102 million. 


Genoa and in the Roma area. 

In terms of international affairs, the 
highly active London Branch of Banca 
Popolare di Milano is now fully oper- 
ational alongside the well-established 
Branch in New York. 

A series of capital stock increases autho- 
rized in 1988 was completed in 1990 
with the injection of a further US $ 58 
million. As of year end, stockholders’ 
equity totalled US $ 1,295 million 
(+9.4%). A further series of increases 
was authorized at an extraordinary meet- 
ing held on February 5, 1991. 

The dividend for the year of US $ 0.41 
per share is unchanged, however the 
number of issued shares has increased to 
about 158 million (145 million at the 
end of 1989). 
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PIAL LUZASIA 


where it now has 60 outlets compared to the 30 of a year ago. 
Stephen Richardson, the company’s assistant managing director, 
says that some production is now being done locally, which keeps 
costs down and makes selling prices more affordable for Thais. 
Benefashion's next target is Indonesia, where it is planning to 
open 14 shops. 

Italy's reputation for producing stylish goods of high quality is 
not just limited to the area of fashion. Its craftsmen have been 
producing attractive furniture for generations, and there is a grow- 
ing demand for this within Asia. Cosmo Beatson has been running 
the regional agency for Metadesign for the past eight years and 
trades in Hongkong, Taiwan, Japan and Singapore, selling im- 
ported Italian furniture on a wholesale basis. 

Sales for the current year are 40% up over last year, showing 


the resiliency in the demand for top-quality Italian furniture in th 

region. The demand comes from the top end of the residentie 
market, and from new developments such as hotels. "The Gu 

War hurt us, with fewer people being willing to spend," saî 
Beatson, "but we are now back into boomtime again." 

Luxury Italian cars, too, are still very much in demand. Andrew 
Turner, a director of Italian Motors (Sales and Service) Ltd, ir 
Hongkong sells Ferraris among its other Italian brands. He say: 
the company's sales for Ferraris in Hongkong and Thailand are 
ahead of target. Recession and the Gulf War, though, have not lef 
the company untouched. When the going was good, all the staf 
had to do to secure sales was to show potential customers a glossy 
photograph of the desired car. Now, invariably, customers want г 
test drive as well before they pull out their cheque-books. Ф 





Technology companies 
tout their expertise 


t doesn't have the same image as food, football and fashion, but 

technology is a major Italian product that's making it in the Far 
East. Italian engineering and technology companies have estab- 
lished their presence in the region with a variety of products and 
services, from personal computers to steel mills and from textiles 
to medical prostheses. "Our production is good, our technology is 
good, and our style is appreciated all over the world," says Giovanni 
Sanavia, the Hongkong-based regional representative of a group 
of seven Italian savings banks. 

The combination of science and style shows up strongly in the 
production of ceramic tiles. In Italy, the business has long been 
rooted in the northem city of Modena. 

Locals boast that, if they were to stack up all the tiles they 
make in one year, the pile would reach to the moon twice. Now, 
Asia has learned to make tiles the Modena way, taking advantage 
of local clays that resemble the type used in Modena. 

Italian experts have helped to develop plants 
for tile-making in China, Malaysia, the Philip- 
pines, Singapore and Taiwan. All that's miss- 
ing at the moment is design of Italian quality 
— but since Asia has plenty of excellent de- 
Signers, that won't be a problem for long. 

Will the technology transfer rebound on 
Modena by cutting into its market for tiles? 
That's unlikely, say analysts, because of the 
huge and growing worldwide demand for tiles. 

Another pursuit that combines art with 
technology — marble-cutting — hasn't ad- 
vanced quite as fast. Italian marble from 
Tuscany graces several new buldings in 
Asia, and particularly China. In addition, 
Italy exports marble-cutting equipment 
to Asia. But so far, the quality produced 
by local cutters does not yet match that 
available in Italy. 

If Italian ceramics and tiles are famous 
worldwide, so is the name Olivetti. The US 
magazine Datamation ranked the company 
as the ninth most important information tech- 
nology company in the world in terms of 1990 
revenues. And in recent years, Olivetti has 
been raising its profile in the Far East. Last 
year, Olivetti's sales in the East Pacific region, 
which includes China, Hongkong, South Ko- 
rea and Taiwan, totalled about US$30 mil- 


Selling style 

















lion. 

Those revenues were based predominantly on sales of per- 
sonal computers and banking systems. The computer business has 
shown particularly strong growth in China, where Olivetti started! 
selling eight years ago. So far, according to marketing manager 
Cheung Kam-wah, the company has sold more than 6,000 per- 
sonal computers in China. 

In banking, meanwhile, Olivetti offers such devices as branch 
terminal systems and automated teller machines (ATMs). That's aw 
market that contains tough competitors; such US multinationals as 
IBM, NCR and Unisys and Netherland-based Philips. Olivetti ss 
advantage in Asia, according to Cheung, is its commitment tos 
“open systems" — computer architecture that can hook up мі 
components from a variety of manufacturers rather than relying 
strictly on proprietary hardware. 

In light of that success, Olivetti is diversifying its Asian offer- 
ings. One new product is an image processing system. New Zea- 
land Insurance has already bought one version while, according tos 
Cheung, other major deals have almost reached the concluding 
stages. Another promising product is a super server for computer 
networks. Olivetti has recently set up a US$500,000 installation: 
at the Shenzhen Stock Exchange. 

Another technology-based company that 
has never regretted moving into the region iss 
Marposs Far East Ltd. The company manu- 
factures sophisticated electronic measuring 
equipment that is widely used by car-makers, 
machine tool manufacturers and companies 
that build electrical appliances. Marposs estab- 
lished its first Asian office in 1970, in Japan; 
since then, it has opened other regional of- 
fices in South Korea, Hongkong and Peking 
and, this year, Singapore. 

"We have experienced substantial growth 
in sales year by year, and have been develop- 
ing the market as we go,” says Alberto Melloni, 
general manager for the Far East, who is based 
in Hongkong. "Demand is increasing for our 
sophisticated equipment. This is because of 
the use of more advanced technology and 
automation processes in factories around the 
region, as their production moves upmarket." 

Work still remains to be done in Asia to 

convince purchasers of the availability of 
Italian technology. Berry Leung, director of 
Trade Promotion at the Italian Trade Com- 
mission in Hongkong, has a long-range plan 
to launch a promotion in 1993 to introduce 
Italian technology to the region. Plainly, the 
hi-tech promise of Italian companies has so 
far exceeded their ability to market it. € 
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Exporters survive the 
Japan slowdown 


A exports to its biggest trading partner Japan began slowing‏ ا 
in August 1990 as world trading conditions worsened. Despite‏ 
the downturn, Japan remains by far the Italians’ major market,‏ 
and in the current year the guarded Japanese response to the Gulf‏ 
War has made an already difficult situation worse.‏ 

According to Aristide Martellini, the assistant Italian trade com- 
missioner in Tokyo, the Japanese reacted with great caution to 
the conflict in the Gulf and cut back on imports. “Imports have 
been going down, and it is the same 
for everybody," he says. “The Ja- 
panese are very wary of bad times 
and tend to stop everything." This 
resulted in a reduction of about 2096 
in the level of Japan's imports from 
Italy in the first six months of the 


year. 

But Martellini has hopes that this 
situation is starting to be reversed 
and that trade will bounce back to at 
least 1990 levels. He expects Japan 
to start pushing up imports again in 
an effort to redress the large surplus 
in its trading account with the rest of 
the world that has grown with the 
imports’ cutback. The first signs of 
recovery for Italian traders started 
showing through in July and August, 
and there are hopes that overall exports to Japan in 1991 will end 
up about the same as the previous year. 

According to Japanese trade statistics, imports from Italy in 
1990 were worth ¥726.8 billion (US$5.4 billion), compared with 
¥524.5 billion in 1989. Japanese exports to Italy were worth 
¥491.8 billion compared to ¥382.8 billion the previous year. 
However, Japan includes re-exports via other countries as well as 
exports direct from Italy. Italian statistics show a virtual balance in 

e. 

Italy's second-most important trading partner is China. In 1989, 
Italy's two-way trade with China climbed 11% to US$2.5 billion. 
But in 1990, in the aftermath of the suppression of the students’ 
revolt, trade declined. Now, however, trade is expected to expand 
again following the visit to Peking earlier this year of the Italian 
prime minister. More than 90% of Italy's exports to China consist 
of technological items such as specialty steels, chemicals and 
computers. Machinery for cutting marble and preparing ceramic 
tiles also feature on the list of Chinese imports. 

Hongkong remains the most important gateway to China for 
Italian traders. Hongkong's imports from Italy totalled US$1.4 
billion in 1990, an increase of 10% over 1989, but less than the 
27% growth recorded in that year over 1988. Italy is now ranked 
as the third-biggest exporter to Hongkong from among the EC 
nations, lagging behind only Germany and Britain, Italy is now 
also Hongkong's 10th-most important trading partner worldwide. 

Of the major items imported from Italy in 1990, apparel and 
clothing accessories led the field. These were worth US$234 million. 

The value of re-exports of Italian goods to China through 
Hongkong decreased in 1990 due to a stringent monetary policy 
and the economic slowdown in China. The total value of re- 
exports was US$181 million, or 1396 of the total imports 
o ind to Hongkong; this represented an 896 decrease over 


After Japan and China, Australia is Italy's third-most important 


Japan’s imports from Italy 
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trading partner in the Asia-Pacific region. Two-way trade in the 1: 
months ending June 1991 was worth A$2.3 billion (US$1.8 bi 
lion). Italian exports to Australia were marginally down to A$1.3: 
billion from A$1.63 billion in the previous 12 months. Export 
from Australia to Italy amounted to A$919 million, down fron 
A$1.03 billion. Furniture, ceramic tiles, machinery, tanned skin 
and pasta were among the major products that Italy exported t: 
Australia. The trade in the other direction was dominated by pri 
mary products such as coal, skins and finer wools. 

Total trade between Italy and Thailand during 1990 amounte: 
to US$894 million, a 35.696 increase over 1989. Italian export 
to Thailand, led by non-electrical machinery and equipment, ros 
to US$420 million from US$299 million, or an increase of 40.1% 
Italian imports from Thailand in 1990, led by frozen seafoo 
products, amounted to US$47: 
million, a 35.696 improvement ove 
1989. 

Elsewhere in Southeast Asia, Ir 
donesia's trade with Italy also showe 
an improvement in 1990. Import 
from Italy rose to US$409 millioi 
from US$348 million the previou 
year, while Indonesian exports to Ital 
rose to US$276 million fron 
US$234 million in 1989. 

Malaysian imports from Italy ros 
by 6696 to reach M$1.08 billioi 
(US$401 million), while Malaysia: 
exports to Italy were up by 5.69 
over 1989 to M$727 million. Me 
laysia's main imports from Italy ar 
machine tools, while its export trad: 
is dominated by rubber and timber 
Overall trade with the Philippines topped the US$1 billion mar 
for the first time in 1990. Imports from Italy were up to US$61t 
million compared to US$464 million in 1989, and exports to Ital 
rose to US$564 million from US$457 million. € 
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OUR INTEREST IN THE ITALIAN MARKET 
STARTED 300 Years Aco. 


We are a bank whose origins date back 
to 1459 and of course we are proud of our 
centuries of active presence in banking. But 
to be equal to our history and tradition, we 
are also aware of the continuous need for 
development and innovation. 

Banco di Sicilia today operates as a 
diversified group, being in a position to offer, 
directly or through a network of associated 
companies, a wide range of banking products 
and financial services: from mortgage loans 
to leasing, from factoring to unit trusts, from 
banking to countertrade transactions. 

In particular, we operate through our 
network of over 350 branches in Italy and 
seven branches abroad (London, Pans, 
Frankfurt, Münich, Lyon, New York, Los 
Angeles), plus four representative offices 
(Brussels, Budapest, Chicago, Singapore) 
and a wholly owned subsidiary (Banco di 
Sicilia International S.A., Luxembourg). 
Through this network, we aim at providing 
comprehensive services to the business activity 
of foreign companies in Italy, as well as of 
Italian companies abroad. 
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>. BANCO di SICILIA 


MORE EXPERIENCE 
In ITALIAN BANKING. 
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—. From cash to bonds to stocks 














SIGNS ARE GROWING in much of the developed world that interest 
rates are bottoming out and that it is time to make selective pur- 
chases of equities again. Bonds have also enjoyed an excellent six 
months, buoyed by cheaper money and falling inflationary ex- 
 pectations. The potential for further improvements on both these 
scores, however, is limited. i 
. The most spectacular interest-rate declines have occurred in 

Australia, where the short-term cost of money has fallen by nine 
_ percentage points since the beginning of 1990. US and British rates 
. have also shown significant drops, and concomitant improve- 
. ments in their bond markets. Canada, too, has watched bond 
. yields drop, and the Canadian dollar is remarkably stable against 
the US currency even though it is overvalued on a purchasing- 

. power-parity basis. — 


membership of the European exchange-rate mechanism (which it 
joined a year ago) is likely to mean that British interest rates will 
closely track Germany's. In the run-up to a general election in 
Britain some time before next June, the ruling Conservatives will 
not want to raise rates. 

Inflationary expectations may decline further, but not enough 
to give a big boost to bonds. Over the past year, consumer-price 
rises have been gently declining in the US and in Britain and more 
sharply in Japan. But in Germany, annual inflation has almost 
doubled to 6.7%, on a comparison of the past three months against 
the previous quarter. 

Germany is one of the major economies that has bucked the 
trend towards lower interest rates because of the cost of unifica- 
tion and political instability in Eastern Europe, which has had a 
dampening effect on the Deutschemark. A slowdown in the Ger- 
man economy might cause the Bundesbank, the central bank, to 
ease monetary policy soon. 

Germany came under renewed pressure to lower its interest 
rates from other members of the Group of Seven rich nations, 
meeting in Bangkok in mid-October. But overall, the series of 


Risky Japanese warrants are a selective buy 


Betting on a bumpy rise 


in Japanese warrants that began in 

August appear to have anticipated a 

recovery on the Tokyo Stock Ex- 
change (TSE). With the Nikkei Stock Aver- 
age closing in on 25,000 again, it is tempt- 
ing to believe that good times are back at 
the exchange. 

But the recovery in warrants has been 
selective, and though there are opportuni- 
ties for investment in longer-dated issues, 
the sheer size of the market points to big 
problems for the TsE. Alan Livsey of 
Kleinwort Benson in Tokyo refers to this as 
the stockmarket's “US$100 billion dollar 
headache," describing the amount of war- 
rants hanging over the equities market. 

To put this into perspective, Japanese 
companies procured ¥70 trillion (US$520 
billion) of capital through equity-linked 
financings between 1986 and 1990, of 
which most were warrants. This sum is 
equal to the combined capitalisation of the 
German and French stockmarkets. It is also 
five times larger than total capital raisings 
by Japanese companies in the previous five 
years. 

Some of the warrants have been con- 


I NVESTORS PUSHING the vigorous rally 


By Anthony Rowley in Tokyo 


verted into equity, but many of them have 
expired worthless. This presents a poten- 
tial headache for companies that were re- 
lying on investors to convert their warrants 
into equity. They will now have to dig 
deep into their cash reserves or raise new 
money in order to refinance debt. 

Moreover, of the 750 US-dollar warrant 
issues — of which around 450 are actively 
traded — some 70% are “out of the 
money," meaning that the price at which 
they can be converted into equity is above 
the underlying stock's market price. So it 
can be assumed that many of these will 
expire worthless, too. 

And once the Nikkei Stock Average 
reaches a certain level of recovery, some 
warrants will come back into the money, 
and investors will probably rush to sell 
them. Not only will this tend to dampen 
the TSE, it will also dilute the earnings of 
companies with large warrant obligations. 

It is impossible to list companies whose 
shares and earnings face the biggest threat 
from this direction, but contrary to popu- 
lar belief, the big-capitalisation companies 
face a smaller threat than the many small 
and medium-sized companies that were 
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profligate in issuing equity derivatives. A 
large volume of warrants in issue implies 
heavy potential earnings dilution for the 
underlying stock. It may also dilute the at- 
traction of the warrants themselves. 

Investors tend to dump old warrants 
once a company issues new ones. This can 
leave the unwary locked into issues that 
are no longer generally attractive. None- 
theless, there are still attractions in certain 
sectors of the Japanese warrant market. 

The market is usually defined with ref- 
erence to the US-dollar sector, which is split 
nearly equally between Tokyo and Lon- 
don. This market is considerably larger and 
more liquid than the ones for warrants 
denominated in Swiss francs, Deutsche- 
marks and yen. 

Most of the recent excitement in the US- 
dollar warrant market has centred on 
Japanese oil companies. During the Gulf 
War, the Japanese Ministry of International 
Trade and Industry permitted oil compa- 
nies to pass on increased oil costs rapidly, 
creating great flow-through benefits when 
the crisis ended. Warrants of companies 
such as Mitsubishi Oil, Cosmo Oil, Showa 
Shell and General Sekiyu surged as a re- 
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meetings held in the Thai capital to discuss the future of the world 
economy was dominated by the Soviet Union's plight. 

Western nations and Japan are wary about handing over huge 
sums of money to Soviet officials, but the scale of Moscow's prob- 
lems threatens to take resources away from needy developing 
nations. This is another reason for thinking that interest rates have 
limited downside potential. 

Of the big economies, Japan's is most likely to see a further fall 
in interest rates, because it is slowing down fastest. The monetary 
squeeze has been tighter there than anywhere else, with the an- 
nual growth of M2 plus certificates of deposit dropping to 2.5% 
from 12.5% in the year to mid-1991. 

Foreign investors have taken this as the cue to buy Japanese 

ities in record amounts, even though price-earnings ratios on 
the Tokyo Stock Exchange are at an exorbitant 45 or so. The argu- 
ment is that while share prices are high by international stand- 
ards, they are low in comparison with where they were at the end 
of 1989. Japanese shares may rise further than they have done in 
recent weeks, but are unlikely to approach the levels seen two 
years ago, making them a short-term buy. 

British and US shares should probably be avoided because 
they have already attained historic highs and there is little further 
upside potential. Also, earnings recoveries look patchy at best. 
The same holds true for Australia, though the market appears to 
have shrugged off gloomy profit forecasts. 

Smaller stockmarkets appear the better bet, especially South 
Korea and Taiwan in Asia and Mexico and Argentina in Latin 
America. South Korea is likely to receive a further fillip as it opens 
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up to direct overseas investment in January (convertibles can be 
reinvested in equities from this month). Hongkong deserves a 
second look by virtue of the industrial recovery in China. 
Andrew Freris, a director of GT Management in Hongkong 
who watches Latin America, is bullish on Mexico, Argentina and 
Chile. He insists their outstanding share performances in the past 
year or two is not a flash in the pan because economic reforms in 
these countries remain in place. m Nigel Holloway 


sult. 

Today, the market's attractions lie in 
longer-maturity issues. These warrants 
tend to be attractive in a situation where 
the stockmarket appears certain to rise in a 
reasonable period but where there could 
be some bumps. 

Such a situation exists on the TSE. Ana- 
lysts who argue that an impending cut in 
Japan's official-discount rate would 
prompt a surge in share prices are ignoring 
the latent selling pressures in the 
stockmarket and the fact that Japanese cor- 
porate profits are set to decline by about 
10% in the fiscal year ending on 31 March. 

Warrants, which are given maturity 
dates of between one and seven years, are 
usually issued in denominations of 
US$5,000, with the price being expressed 
as a percentage of that. A warrant priced at 
20 means it is being sold for 20% of its 
value, assuming that the market price of 
the underlying stock comes into line with 
the exercise price. The subsequent value of 
the warrant depends on how the market 
value of the underlying stock moves in re- 
lation to the exercise price. 

Often, investors will pay large pre- 
miums in a fast-rising market, though the 
reverse applies currently. Hankyu Corp. 
has six-year warrants outstanding, of 
which a 33% share-price increase between 
now and their redemption date would 
double their price. 

Toshiba Engineering & Construction's 
1996 warrants recently moved up very 
rapidly to 25 from 15.5. Investors appa- 
rently like this company's long-term pros- 
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pects in nuclear-plant contracting for Ja- 
par's electric-power programme. 

Kurito Water, which specialises in wa- 
ter-treatment and sewage plants, has Au- 
gust 1995 warrants that are regarded by 
many analysts as attractive plays on Ja- 
pan's impending increase in public-works 
spending. Certainly, that is what the share 
price has been signalling. And Hokkai Can, 
a Hokkaido-based beer-can maker, recently 
issued 1995 maturity warrants at the rela- 
tively cheap price of 13 — only to see the 
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price double within a couple of months. 

Still, investors should not assume that 
because warrant issuers have been forced 
to raise initial yields on the bonds — to 
between 4.5% and 4.75% from under 1% at 
the height of the TSE boom — that war- 
rants are automatically more attractive. A 
warrant's value is linked not to bond-mar- 
ket primary yields but to secondary-mar- 
ket share values. 

Because a single warrant trading at, say, 
20% of USS5,000, or 20, is priced at 
US$1,000 and because brokers will not 
usually deal in fewer than five warrants — 
a minimum board lot on the TSE over-the- 
counter market is 50 warrants — the 
minimum outlay can be quite substantial. 

Swiss franc warrants are priced in lower 
denominations — anything between 100 
and 400 Swiss francs. But what this market 
gains in accessibility to smaller investors it 
loses in restricted liquidity, especially when 
prices are falling. 

There is also a yen-denominated war- 
rant market on the TsE where the mini- 
mum denomination is Yl million. This 
market has the advantage of enjoying tight 
spreads between bid and offer prices, 
bearing no exchange risk for yen investors. 

Warrants such as those issued by Oji 
Paper at the time of the Soviet coup should 
make good gains. Initially hit by nervous- 
ness in pricing immediately after the po- 
litical attention arose in the Soviet Union, 
the warrant has risen to 16.9 from 7.1 and 
should reach at least 20. Sekisui House 
warrants issued around the same time 
have jumped to 23.5 from 9. " 
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Conservative types 


By N. Balakrishnan 


ITH 38 LOCAL NEWSPAPERS, two in 
English and the rest in Chinese, 
Hongkong’s newspaper market 
is one of the most competitive in the world. 
Singapore, with a single company owning 
all titles of significance in English, Chinese 
and Malay, is free of such cut-throat ri- 
valry. Both centres, however, offer inter- 
esting equity plays. E: 
The newspaper companies of both cities 
operate in lucrative but mature markets. 
As stock investments, therefore, they are 


_ for the conservative investor who prefers a 


secure yield to the riskier prospect of big 
capital gains. 

Among other similarities: both cities are 
compact and have good transport net- 
works, so newspaper distribution is both 
easy and cheap; both centres are also re- 
lentlessly commercial and trade-oriented 
— meaning that they generate high vo- 
lumes of advertising, the lifeblood of 
newspapers (typically, papers make more 
money from ads than from their news- 
stand prices). 

The potential for circulation growth is 
limited in both places because readership 
is already high. In Hongkong, newspapers 


. are read by 76% of the population, ac- 


cording to one industry estimate, while 
Singapore's monopoly, Singapore Press 
Holdings (sPH), distributes 850,000 copies 
(counting all languages) to 700,000 house- 
holds. Given this level of saturation, profit 
growth will necessarily be gradual rather 


_ than explosive. 


Only five of Hongkong's newspaper 


. companies are listed on the stockmarket. 


YR 


On 


Foremost are SCMP Holdings, publisher of 
the leading English-language daily, the 
South China Morning Post, and Oriental 


_ Press, whose Oriental Daily News is the top 


Chinese-language paper in terms of circu- 


. lation. The others are Ming Pao Enterprise 


- Corp., the Hongkong Daily News and Sing 
. Tao, which publishes three Chinese papers 
. às well as the English-language Hongkong 
_ Standard, a distant second to the Post. 


Sing Tao is not a pure newspaper play. 
It derived only 42% of its turnover in 1990 
from publishing — about 25% came from 
more volatile sectors such as property. 
More importantly, Sing Tao made a loss of 
HK$58.8 million (US$7.5 million) for the 
year to March 1991 and did not declare 
any dividends. It is best avoided by those 
seeking a safe, newspaper investment. 

SCMP and Ming Pao, however, are pro- 
viding good yields, at 9.8% and 8.0% re- 
spectively at current prices. Oriental Press 
provided a lower, but still respectable, 7.9% 


^ 


yield in the year to March. 

In Singapore, the Hobson's choice of 
SPH is currently yielding 2.3%. Although 
this seems measly compared with the 
Hongkong counters, it is high for the Sin- 
gapore market, which trades at an average 
yield of about 2.1%. Moreover, the stock 
Offers better prospects for capital appre- 
ciation than those in Hongkong. 

This is because, as an effective mo- 
nopoly, SPH serves as a proxy for the entire 
economy of Singapore in a way that no 
single newspaper can in the highly com- 
petitive market in Hongkong. 

SPH publishes the English-language 
Straits Times, Business Times and Sunday 
Times, as well as the afternoon tabloid the 
New Paper. It also publishes Lianhe Zabao, 
Lianhe Wanbao and the 
Shin Min Daily in Chi- 
nese and the Berita Harian 
in Malay. 

With the spinning-off 
of the group's non- 
newspaper activities into 
Times Publishing, SPH is 
almost a pure newspaper 
play, except for a 59 
stake in a Canadian pa- 
per mill, bought to en- 
sure a stable newsprint 
supply. (SPH also comes 
with a small stake in the 
Hongkong newspaper 
industry, through a 5% 
shareholding in SCMP.) 

The New Paper, start- 
ed three years ago, was 
until this year the only 
SPH title not making 
money. That has now 
changed, with the pa- 
per's circulation increas- 
ing to 65,000 from 48,000 
a year ago. The group as 
a whole should have no 
trouble increasing its 
profits by a steady 10% 
for the next three years. 

In Hongkong, the 
South China Morning Post 
has a circulation of about 
96,000. While its domi- 
nance of the English-lan- 
guage market is not un- 
der threat, its circulation 
grew by only around 
1.3% in 1989 and 1990 
and is unlikely to expand 
much faster. 

But it is in advertising 


FAR EASTERN ECONOMIC REVIEW 


Press gang : 








where the money is: more than 809; o 
SCMP’s revenue in the past two years ha: 
come from this source. According to Pete 
Rice of PBI Securities, the company take: 
in more classified advertising than all the 
other papers in Hongkong put together 
More than that, the Post can also charge 
higher ad rates, since the English-language 
literacy of its mainly Chinese readers 
broadly coincides with greater affluence. 

Investors in SCMP, therefore, can count 
on a steady income — not least because 
the main shareholder, Rupert Murdoch’s 
News Corp. (with 51%), needs the divi- 
dends to prop up debt-burdened opera: 
tions elsewhere. There are also perennia 
rumours that SCMP may be taken over 
which might give the shares a boost. One 
of the bidders cited is sPH, but it is more 
likely to increase its stake in small amounts 

SCMP also publishes several magazine: 
and has its own chain of bookshops, bu! 
these contribute only a small proportion o! 
total revenue. The company has been ru- 
moured to be seeking ownership of a Chi- 
nese-language paper, but given the rivalry 

in that market, an acqui- 
sition is unlikely to make 
= quick profits. 

The Oriental Daily 
News, meanwhile, seems 
to have reached satura- 
tion point in circulation 
and may find it difficult 
to maintain growth or 
even keep its top rank- 
ing. Its net profits fell in 
1991 despite higher sales. 
The group is diversifying 
into property. 

Rival Ming Pao offers 
better growth prospects. 
At 125,000, its daily cir- 
culation is the fourth- 
largest in the colony (it 
also publishes a weekly 
edition). The paper is 
generally seen as more 
professional in its re- 
porting and has been at- 
tracting a more affluent 
readership, which in 
turn helps win adver- 
tising. 

Chinese papers in 
Hongkong raised their 
news-stand prices on 1 
October, which should 
boost Ming Pao's income 
by 15% in the coming 
year. Growth in advertis- 
ing revenue could see net 
income rise by 30% in 
1992. Moreover, the 
company has cash to 
play with, having issued 
new shares in March and 
kept itself free of long- 
term liabilities. 5 
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Share scoops 


By Paul Handley in Bangkok 


IRCULATION AND ADVERTISING 
C revenues for Thai newspapers 

have soared during the eco- 
tomic explosion of the past five 
years. But only about 1.5 million 
1ewspapers а day are sold to a 
»opulation of 56 million, half the 
»er-capita consumption of Malaysia. 
fhailand's high literacy rates and 
‘ising incomes suggest there is 
;lenty of room for expansion for as- 
ute publishers. 

Advertising income grew 30% in 1990 
tgainst the previous year, according to 
Sarclays de Zoete Wedd (szw), and the 
irst half of 1991 saw a 26% expansion over 
he same six-month period in 1990. But a 
slowdown in economic activity leads some 
ınalysts to question whether such a per- 
ormance can be sustained. Display adver- 
ising for residential condominiums and 
»ew golf clubs has fallen sharply, while 
'evenue from classified advertising, espe- 
‘ally the “situations vacant" columns, is 
ikely to remain static. 

But BZW's James Russell-Stracey be- 
ieves the big property developers, espe- 
"ally homebuilders, and consumer-prod- 
acts manufacturers will continue to see the 
value of newspaper advertising. Another 
analyst points out that Thai print media 
zan hope for a bigger slice of the advertis- 
ing pie; last year, newspapers and maga- 
zines accounted for only about 35% of the 
Baht 13.5 billion (US$530 million) spent. 

Six print-media groups are listed on the 
Stock Exchange of Thailand: the publish- 
ers of the two English-language dailies, the 
Bangkok Post and the Nation, and the Chi- 
nese-language daily, Ton Hua; and three 
Thai companies, Matichon, Phoojadkan (or 
Manager) and Wattachak. Ton Hua and 
Wattachak both listed recently and analysts 
regard them as too small to be worthy of 
much attention. 

Matichon, the third-largest of the Thai 
newspapers with a daily circulation claim- 
ed at 150-170,000, is regarded as having the 
best growth potential among the listed 
newspapers. Scott Klimo of Smith New 
Court points out that it is the only serious 
general-interest newspaper in the Thai- 
language sector. 

Rising standards of education and a 
greater hunger for reliable information 
promise a bright future for Matichon, ac- 
cording to Klimo. With a low proportion 
of rural readers compared with its two 
main rivals, there is largely unexploited 
market to target. The major worry, points 
out one analyst, is that Matichon has an 
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Thai newspaper groups 





over-dependence on property advertise- 
ments, though it is believed to be seeking a 
broader stable of advertisers. 

The Manager group is analysts’ second 
favourite, though they keep a watchful 
eye on the ambitions of publisher Sondhi 
Limthongkul. A bid for wire-service 
agency United Press International was an 
ostentatious failure, a printing house and a 
magazine in southern California have been 
bought, an Asian regional business 
monthly is being planned in Hongkong, 
and a commercial-printing business is be- 
ing set up in Bangkok. 

Sondhi picked up a somnolent stock- 
market tabloid, Hoon Thai, and turned it 
into Manager daily, the most popular pa- 
per with investors. The group also includes 
a business daily and monthly, and an Eng- 
lish-language business monthly. 

Analysts like his link-up with telecom- 
munications giant Shinawatra to provide 
electronic information services. They worry 








that his many new ventures might be capi- 
tal hungry over the next 18 months, and 
that his management team might be too 
thinly spread. If Sondhi's gambling in- 
stincts do not rebound on him, the rewards 
for the Manager group could be head- 
turning. 

The Bangkok Post and the Nation 
carry more weight among educated 
Thais than their Thai-language 
equivalents, but their positions may 
be eroded by the marked improve- 
ment in the editorial quality of the 
Thai papers. The Post's circulation is 
estimated at 40,000, 10,000 more 
than that of the Nation. 

The staid Post group has long 
been an investor's favourite for its 
conservative management and 
steady profit. Its image and readership al- _ 
low it to charge high advertising rates. But _ 
it is expected to record profit growth of | 
only 7.7% this year, according to BZW, be- 
cause of costs and writeoffs associated with 
the building of an office. Next year, pre- 
dicts BZW, profit growth could rebound 
back over 20%, healthy enough but a long 
way short of the 54% rise recorded in 1990. 

Bangkok analysts are wary of the Na- 
tion, not for its publishing business but for 
a 40-storey office tower which it is deve- 
loping in the Thai capital. The company 
has just completed its own smaller tower 
on the same site, and does not itself need 
the new space. Analysts point out that the 
bulding will be completed in 1993, in the 
midst of an expected glut in office space in 
Bangkok. Nation managing director Tha- 
nachai Theerapatvong says the financing is 
not a problem: it was booked last year and 
is only now being slowly drawn down, he 
Says. п 
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UTILITY 


STOCKS 


. Power and property 


By Michael Taylor in Hongkong 


HEN WIDOWS AND ORPHANS get 
W financial advice, the scrupulous 
adviser usually points them to- 
wards the stolid virtues of utility stocks. 
Investing in utilities that provide electric- 
ity and gas is not intended to stir the blood, 
though in Hongkong the utility scrip avail- 
able offers a play on the booming property 
market as well as the uncertainty of a 
changing regulatory environment. 
Utilities are capital-intensive companies 
whose tangible assets will generate largely 
predictable flows of income so long as 
people need electricity or gas. So the first 
consideration for investors is the longer 
term prospects of the various utility stocks. 
Among Hongkong's three major utility 
stocks — China Light & Power, Hongkong 
Electric and Hongkong & China Gas 
(HKCG) — China Light and Hongkong 
Electric are governed by the colony's 
Schemes of control, which provide guar- 
anteed profit margins but at the same time 
put a statutory cap on profit levels. 
Hongkong Electric is the sole provider of 
electricity to Hongkong Island, while 
China Light has the franchise for Kowloon 
and the New Territories. Both are allowed 
to make an annual return of 13.5% on av- 





erage net fixed assets. 

Because of this, the two companies have 
reported steady increases in profits of 10- 
15% a year. HKCG, whose profits are not 
curtailed by law, has tended to produce 
profits growth of well over 20%. The result 
has been that the Hongkong stockmarket 
has tended to rate the unregulated HKCG 
much higher than Hongkong Electric or 
China Light. That rating was reflected in 
HKCG's price-earnings (p/e) ratio, which in 
June 1990 was some 137% higher than 
Hongkong Electric, though by mid-Sep- 
tember that premium had fallen to only 
around 30% against Hongkong Electric 
and 12% against China Light. 

The two companies' schemes of control 
last until 1993, after which new (possibly 
stricter) controls are expected to be put in 
place. Announcements on the replacement 
schemes are not expected for another three 
to six months, according to Amy Wong, an 
analyst at broker Smith New Court. 

But if the expiry and renewal of the 
schemes of control add an unfamiliar ele- 
ment of risk to Hongkong Electric and 
China Light, property development 
projects add a potential element of reward 
outside the scheme of control for all three 
utilities. Non-electricity related profits, 
such as property development profits, or 
money made on projects outside 
Hongkong, are not regulated by schemes 
of control. 

So far, Hongkong Electric has been the 
company which has had the most active 
interest in property development — per- 
haps not surprising, considering that Li Ka- 
shing holds 34.6% of it through Cavendish 
Holdings and 21.6% through Hutchison 
Whampoa. Hongkong Electric in turn has 
a 20% stake in Li's massive residential de- 
velopment at Ap Lei Chau. 

Profits from this project will be booked 
from 1991 through to 1994. Warburg Secu- 
rities Wong Kam-ming has estimated that 
the profit on the project for Hongkong 
Electric will total HK$1.9 billion (US$244 
million), and allow the utility company to 
report the sharpest profits increase of any 
of the utilities in 1991-93. 

China Light has already invested heav- 
ily in China to circumvent the restrictions 
of the scheme of control. It has a 25% stake 
in the Daya Bay nuclear plant near 
Hongkong, though investors should ques- 
tion whether the commercial disasters 
which have followed nuclear power 
around the globe will be replicated in 
China. The utility also holds 49% of a joint 
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venture to build a massive pumped st 
age station in Guangdong province. 
China Light also is turning its attenti 
, to the potential of property developme 
as a source of extra profits. A joint vent 
to redevelop its largest site in Hongko 
has already been arranged with Cheu 
Kong. The details of the developme 
project are not yet available, though Smi 
New Court estimates that gross procee 
from the project should total son 
HK$13.5 billion, of which HK$2.75-3 billic 
is envisaged as profits, with the earnin 
being booked around 1994. 
In addition, China Light has more thi 
30 substations that can be redeveloped in 
residential property; the company has ¿ 
ready identified three sites which analys 
say could yield redevelopment profits 
HK$100 million. It has redeveloped o: 
such site, booking HK$35 million dev 
lopment profits in its 1991 interim result 
Since HKCG is not regulated under а! 
scheme of control, it has not previous 
attempted to exploit its latent property a 
sets, despite ultimately being a part of tl 
Henderson Land empire. Although it hi 
not formally announced its developme 
plans, Warburg Securities believes it mz 
be able to generate the most significa 
property development profits proportio 
ately per share of all three utilities. 
These potential property profits rela 
to the exploitation of a single large sit 
which will be available for redevelopme: 
in 1992. This means, however, that the d 
velopment profits are unlikely to t 
booked until 1994-95. 





PROPERTY 


Buy the 


ANK DEPOSITS ARE one of the safe: 


bank! 
B forms of investment, but the pric 
paid includes forgone capit: 


growth and possible tax advantages eve 
as lower interest rates erode returns. But i 
Australia there is one way of puttin 
money in the bank which overcomes thes 
problems — buy a bank branch, and the 
lease it back to the bank. 

The major banks in recent years hav 
sold off hundreds of their branche: 
ostensibly to manage better their propert 
portfolios. The so-called Big Four — Nz 
tional Australia Bank, Commonwealt 
Bank of Australia, Westpac Banking Cory 
and ANZ Banking Group — had abou 
A$7 billion (US$5.6 billion) in property a: 
sets as of fiscal 1990, which ended on 3 
June. 

The sale of bank branches has booste 
the banks’ bottom line at a time when bac 
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Joe Matsau и Lesotho Electrical 
Company is bringing power to the villages 
of his country. 





Joe Matsau 





In the mountainous African kingdom of Lesotho, gene- 


1S bringing electricity rations of villagers have lived off the land for fuel to 


cook and heat their homes. Joe Matsau of the Lesotho 


Electrical Company is directing a long-term rural electrification program 


to the oe K i n dom which will change that. 
g Hydro-electric power is the key, with transmission lines reaching 


in the Sky”. 


ABB Asea Brown Boveri Ltd 


Reader Services Center 
PO. Box 822 
CH-8021 Zurich, Switzerland 


up over 2,000 meters into the “Kingdom in the Sky” as it is known locally. 

Village by village, Lesotho is switching from dependency on the 
earth’s fragile resources to the fruits of man’s ingenuity. 

“We have a long way to go,” says Mr. Matsau, “but we're making 
good progress in a programme that would never have seen the light of 
day without ABB's help — not just their technology, but their skill in 
identifying cruical aid and loan sources for us.” 

A hundred years of expertise in 

© Power Generation, Transmission and Distribution rm! 
e Industrial Automation € Transportation 

e Environmental Systems | | 
makes ABB the world leader in electrical ' | 74 
engineering. SEA BROWN B 
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loan write-offs are ballooning. ANZ, for in- 
stance, netted A$89.2 million profits in fis- 
cal 1990 from the sale of property — in- 
cluding bank branches — against A$67.2 
million the previous fiscal year. 

The latest offering of branches is being 
made by the Commonwealth Bank, which 
recently was partly privatised by the fed- 
eral government. The bank is selling 20 
buildings in a variety of city, suburban and 
country locations in the sixth such auction 
it has conducted in the past 18 months. 

But the attraction is not necessarily in 
the branches themselves, but in the ac- 
companying lease-back deal, which is ex- 
pected to return between A$200,000 and 
A$1 million per branch for Common- 
wealth. These packages are specifically 
targeted at the private investor, and have 
proved popular even in today’s tough 
property environment. 

Yields are expected to range from 7- 
10%, which stacks up favourably against 
current bank bill yields of 9.25% and 


10-year bond yields of 10.1%. Common- 
wealth is also offering to lease the branches 
for five years, and buyers can expect to 
be given options to renew the leases 
for a further three five-year periods after 
that. 

Further, a blue-chip tenant such as a 
bank is unlikely to welsh on its rent or go 
broke. That is important in a country 
where property investments have been 
among the worst performers. The security 
of tenancy also provides comfort when 
gearing the purchase. 

Commonwealth is offering to advance 
85% of the purchase price against the se- 
curity of the property, and will go to 100% 
if top-up security is offered. It will also 
organise fixed-interest packages. 
Leveraging of this type gives tax advan- 
tages because the interest charges are fully 
deductible against the rental income or 
other forms of taxable earnings. 

Not all banks, however, offer their own 
finance packages to assist the auctions. ANZ 





SOUTH KOREAN 


EQUITIES 


Hidden strengths 


By Mark Clifford in Seoul 


ITH THE OPENING of the Korea 
W Stock Exchange (KSE) to limited 

foreign investment in January, 
an examination of how South Korean scrip 
compares with rivals in other Northeast 
Asian markets has taken on a new urgency. 
Simple market comparisons tend to cloud 
rather than clarify the picture for equity 
investors, but a look at the hidden quality 
of earnings growth in South Korea yields 
some surprising results. 

For years, South Korean authori- 
ties have been touting an alleged 
stockmarket price-earnings (p/e) ra- 
tio of 10-14 times as evidence that 
the bourse is underpriced. But that 
is an unweighted average. Because 
smaller companies on the KSE typi- 
cally carry a lower p/e than the 
larger ones, the weighted average is 
significantly understated. Stocks 
overall in South Korea sold at an 
average p/e of 18 times 1990 earn- 
ings, according to estimates by bro- 
ker W. I. Carr. 

South Korean shares, by this 
reckoning, do not look cheap. “[The 
South Korean market] is at the top 
end of the range of all the regional 
markets, excluding Japan and Tai- 
wan," says one European broker in 
Seoul. "Earnings growth for 1991 is 
at the bottom of the range. Only Ja- 
pan comes in below South Korea for 
earnings growth in 1991." 


POPES 


But implicit profitability in South Korea 
may be much higher than reported earn- 
ings, as companies have aggressive depre- 
ciation policies which allow them to sig- 
nificantly understate earnings. This sug- 
gests that some of the big, capital-intensive 
South Korean companies are selling at 
significant discounts to their regional rivals 
and could merit a re-rating. 

Analysts at James Capel's Seoul office 
have compared some of South Korea's 
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| S.Korea | Taiwan | Japan | 


completed a major sell-off 18 months agc 
but left the funding to individuals. Still, th 
income benefits of buying bank branche 
help offset any short-term doubts investor 
may have about capital growth. 

Chances are that by the end of the firs 
five-year lease some capital appreciation 
will have accrued. Certainly that would b 
the case after 10 or more years. With al 
tractive and secure yields, investors can ir 
dulge in a little bottom fishing. 

There is no shortage of experts who wi 
say that property is not a buy becaus 
capital gains cannot be expected for at lea: 
several years. One important factor to b 
aware of is that banks open and clos 
branches as retail trends change. ANZ cor 
cedes that it has sold some offices that ar 
expected to be shut. But the bank says : 
was careful to offer a package of branche 
that still gave an attractive mix to investor: 
Commonwealth says that none of it 
bank's cast-offs are to be closed. 

m Alan Dean 


best-known companies with their Japanes 
and Taiwanese peers by adding deprecia 
tion back into net income. The result is аз 
adjusted cash flow figure that is a prox 
for earnings. 

The results are striking. At Samsunj 
Electronics, reported net income of Wor 
73 billion (US$103 million) in 1990 is only 
10% of the adjusted figure of Won 733: 
billion. By comparison, at Toshiba 1990 ne 
earnings of ¥93.8 billion (US$648 million 
is 37.5% of the adjusted cash flow 
figure of Y250.1 billion, yet Toshiba anc 
Samsung are both selling at 23 times 199% 
earnings. 

In electronics, autos and paper, Soutt 
Korean companies are taking heavier de 
preciation charges than their Japanese o 
Taiwanese rivals, and thus cutting reportec 

earnings. 

{ Taken as a simple average, the 
= net income in 1990 of South Korea’: 
big three electronics makers — 

Samsung Electronics, Daewoo Elec 

tronics and Goldstar — as a per 

centage of adjusted cash flow wa: 
only 14.9%. In Japan the figure wa: 

29% for three major Japanese rivals 
| Toshiba, Sanyo and Sharp. And ir 
- Taiwan it was 39.6% for Tatung 
= батро and Teco. 

The difference is less pronouncec 
in automobiles, but here, too, бош 
Korean firms appear to be under- 
stating earnings by taking heavy 
depreciation charges. For two major 
automakers in each market, net in: 
come as a share of adjusted cast 
flow in 1990 was 18.7% in бош 
Korea (14% for Hyundai Motor anc 
23.5% for Kia), compared with 
36.8% in Japan (32.5% for Honda 
and 41% for Nissan). L| 
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MARKET INDICATORS 


Stockmarket, bond and currency trends 











Government Securities Stockmarket performance US Dollar 
Japan 13 Sept. 1991 11 Oct. 1991 13 Sept. 11 Oct. Local US$ 13 Sept. — 11 Oct. 
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TRADE 


_ Asean takes tentative step towards free-trade area 








he six members of Asean have 
taken what could be their most 
significant step towards closer 

z economic cooperation since the 
“> grouping’s inception in 1967. Economic 
,, ministers decided at a meeting in Kuala 


a Lumpur on a package of proposals to es- 
. tablish Asean as a free-trade area (called 


АРТА) within 15 years. But the agreement 
_ was hedged with so many qualifications 


` that serious doubts were raised as to 


T . whether rhetoric will be matched by real- 

у. 
|o. The new deal is being presented as 
_.. “bold” and "realistic" but could be watered 


_ down in the run-up to an Asean summit to 


(be held in Singapore at the end of January, 
_ when heads of government will be ex- 
ресей to sign the agreement. Thus far, so 
“much effort has been expended on fash- 
лопіпр a consensus among the six member 
-countries that the actual substance of the 
2 proposals has yet to be discussed. 
| Thailand revived the idea of a free-trade 
; area shortly before this year’s annual 
-= Asean foreign ministers meeting in Kuala 
_ Lumpur. The initial Thai proposal called 
i for the progressive elimination of all trade 
|, barriers over a 10-year period. But Indo- 
.. mesia and the Philippines raised objections 


to the speedy elimination of tariff and non- 
tariff barriers on the grounds that their in- 
dustries were less developed and required 
a longer period of protection than the rest 
of Asean. 

The modified AFTA which emerged ex- 
tends from 10 to 15 years the period during 
which barriers would be progressively re- 
duced. And it incorporates an Indonesian 
proposal for a Common Effective Prefer- 
ential Tariff (CEPT) during the transition 
period. Under the CEPT, tariffs on selected 
items would be cut to 0-5%. Members have 
not yet hammered out which items would 
be subject to the lower tariffs nor when 
they would be introduced. 

A more significant qualification is that 
member countries would be able to opt out 
of certain parts of the accord. Citing the 
need to be realistic, the ministers adopted 
а “6-minus-x” formula whereby individual 
members could decide not to lower tariffs 
in areas they felt would harm their indus- 
tries. In theory, this could mean as many 
as five countries could withdraw from 
certain parts of the agreement. 

The biggest loophole, however, was one 
left unannounced at the meeting. This is 
that agriculture and services are to be ex- 
cluded at this point from the scheduled 
tariff cuts covered by AFTA. Analysts say 
this reflects competitive pressures in the 
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US threat to 
pull the plug 


Malaysia's television networks are under 
pressure from US programme distribu- 
tors to limit their reception outside Ma- 
laysia. The move is principally to prevent 
Malaysian programming from being 
viewed in Indonesia, where the use of 
satellite dishes is widespread. 
Malaysia's three networks use two 
satellites to convey programming to the 
East Malaysian states of Sarawak and 
Sabah. These television signals, however, 
are widely received in countries as far 
afield as Vietnam and the Philippines. 
The US companies have invoked a 
clause under the Berne Copyright Con- 


vention stating that television signals 
picked up outside the country to which 
programme material has been sold must 
be coded. Malaysia became a signatory 
of the convention last year. 

According to Minister of Information 
Datuk Mohamad Rahmat, US pro- 
gramme suppliers have given the net- 
works until November to encode their 
signals or face the possibility of a cut-off 
in supply. With 80% of programmes on 
the government-owned TV2 bought 
overseas and about the same proportion 
of foreign material on the country's only 
private network, TV3, the impact on 
Schedules could be considerable. 

Diplomats say Malaysia has conceded 
its obligation by the Berne Copyright 
Convention, asking only for more time 
to organise the coding operation. But in 
public, government officials have been 
more strident. 

Information Minister Rahmat has 





The morning AFTA 


region's oldest and newest productive se 
tors. Together they comprise more tha 
half the grouping's output and at least 
quarter of its exports. mE 
The promotion of economic cooperatio 
has been one of Asean's biggest failure: 
largely because its members export th 
same type of commodities and thus corr 
pete with each other. The proportion c 
exports from countries in Asean to the re: 
of the grouping has never exceeded 205 
and is now around 10% — against a: 
equivalent figure of more than half for th 
EC. The deal announced in Kuala Lumpu 
recognises this by effectively excluding th 
most contentious trade areas. Althoug! 
services are not so heavily traded as agri 
cultural goods (except for Singapore), som 
of the heaviest protection in Asean is al 
forded to banks and insurance companie: 
Existing preferential trading arrange 
ments (PTAs) among Asean member 
which allow for cuts in tariffs on selecte 
products have never been extended t 
sectors of real significance such as cars anı 
textiles. Items covered by the scheme wer 
either not produced in Asean — snov 
ploughs being à famous example — or al 
ready enjoyed a zero tariff rating. In th 
case of Thailand, items excluded from th 
scheme amounted to 63% of all trade 
products. In 1986, of 12,000 separate item 


threatened to buy fewer US program- 
mes, saying the ministry is willing to buy 
more programmes from Europe, Latin 
America and even the Soviet Union. He 
adds that more Malaysian programmes 
could be used. Advertisers favour for- 
eign programmes but, according to Rah- 
mat, commercial interest in sponsoring 
locally made programmes is increasing. 

The chairman of TV3, Encik Noor 
Azam, admits that the standard of local 
programming lags considerably behind 
the entertainment appeal of US-made 
programmes. "We prefer American- 
made programmes," he says. "Our 
viewers like to see action." 

But the issue goes beyond the nature 
of television programmes. Rahmat says 
that the reception of TV3 and TV2 in 
neighbouring countries plays an impor- 
tant role in “propagating Malaysia and 
the free flow of information." 

E Michael Vatikiotis 
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2vered by the PTA scheme, only 5% were 
"tively traded by member countries. 

It was perhaps with this poor precedent 
t mind that the economic ministers at the 
teeting stressed the sectoral, rather than 
roduct-by-product, approach to be taken 
y AFTA. "This will involve big groups [of 
roducts] covering a multitude of items," 
tid Malaysian International Trade and In- 
ustry Minister Datuk Seri Rafidah Aziz. 

In order to strengthen Asean's commit- 
tent to closer economic cooperation, the 
ünisters borrowed from another contri- 
ution to the list of proposals. The Philip- 
ines suggested an economic treaty which 
rould legally bind the six countries to the 
ims they found so easy to discuss but so 
ifficult to implement. 

A formal treaty was rejected, however, 
3 too “legalistic,” Rafidah explained. In 
ny case, the process of ratification by each 
»untry would be complex and lengthy, 
ле said. The ministers settled on a frame- 
rork agreement to act as an "enabling 
techanism” for AFTA, the idea being that a 
gned framework agreement would make 

difficult for members to wriggle out of 
eir commitments. 

Ever-cautious Asean diplomats warned 
tat the framework should be seen as a set 
f recommendations that have to be agreed 
pon by all the Asean heads of govern- 
vent. Until then, the new framework has 
t least resolved differences within Asean 
ver what proposals for closer cooperation 
work on. 

Businessmen will also have to play their 
art. Malaysian Prime Minister Datuk Seri 
lahathir Mohamad urged the private 
xctor to do more by “fostering greater 
nkages and networking among them- 
alves.” He noted that the number of Asean 
int ventures is still small, and suggested 
iat the automobile industry might be one 
rea in which the development of an 
sean-wide industry serving an Asean 
ıarket might be considered. 

Calls for the private sector to be less 
arochial may sound less hollow once 
FTA receives official blessing at the sum- 
ut. But experts are also urging Asean 
overnments to recognise the importance 
f local firms, such as Indonesia's Salim 
тоир and Thailand's Charoen-Pokphand 
тоир, which are already forging ties 
rithin the region. 

The drive to attract non-Asean invest- 
vent has made governments over-sensi- 
ve to the needs of multinationals from 
utside the grouping, analysts say. The 
eed of multinationals to spread country 
sks and their desire to exploit the com- 
arative advantages of individual Asean 
conomies have caused members of the 
rouping to cut each other's throats in or- 
er to attract such firms. 

Issues such as this will make it difficult 
» work out the fine print of any frame- 
rork agreement. Nonetheless, Asean has 
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overcome one major hurdle and is at least 
talking the language of economic confed- 
eralism. Thai Commerce Minister Amarit 
Sila-On spoke of an aim to forge Asean as 
a single market which in 15 years' time 
might comprise 400 million people, each 
with an average annual income of US$2- 
3,000, compared with US$1,100 today. 
The agreement on the free-trade pro- 
posals stole the show from Malaysia's idea, 
first announced last December, of setting 
up an East Asian Economic Grouping 
(EAEG) that would exclude trade partners 
like the US and the EC. The economic min- 
isters watered down this proposal and, in- 
stead, agreed to form an East Asia Eco- 
nomic Caucus (EAEC) "to discuss issues of 
common concern to East Asian economies, 
and to meet as and when the need arises." 
The full membership of this caucus is as 
yet unclear. It is not known whether the 
US would still be shut out — or whether 
Japan, the most significant East Asian 





economy, would be prepared to partici- 
pate. Tokyo officials have declined to 
comment on the proposed caucus. 

The dilution of Malaysia's original 
proposal for a "grouping" to a "non- 
institutional entity" comes close to the 
compromise formula offered by Asean 
members which were opposed to the 
original idea. Both Indonesia and the Phil- 
ippines felt a formal grouping exemplified 
the regionalism Asean was criticising the 
US and Europe for nurturing. 

Instead, an informal structure in the 
form of a caucus, existing within the Asia- 
Pacific Economic Cooperation (Apec) 
framework, was proposed. Apec consists 
of Asean, South Korea, Japan, Australia, 
New Zealand, the US and Canada. China, 
Hongkong and Taiwan are due to join 
soon. Rafidah, however, who chaired the 
meeting in Kuala Lumpur, would only say 
vaguely that EAEC would "help Apec move 
forward," and that it was not related to 
any other group. One Asean diplomat said 


FAR EASTERN ECONOMIC REVIEW 


that EAEC meetings would probably be 
held either immediately before or immedi- 
ately after those of Apec. 

Disagreement over the Malaysian pro- 
posal generated an unusual degree of ill- 
feeling within Asean. Singapore and Thai- 
land signalled their qualified support for 
EAEG early on, but Indonesia sustained its 
reservations, allied with the Philippines. 

These objections had little to do with 
the idea itself, but centred on Malaysia's 
proposal of it before it had consulted with 
other Asean members. President Suharto 
was particularly annoyed by Mahathir's 
initial mooting of the idea at a speech in 
honour of Chinese Premier Li Peng. 

As it turned out, Mahathir professed 
satisfaction that his idea had survived, ar- 
guing that the change from "group" to 
“caucus” preserved the essence of what he 
had in mind. But some Asean officials were 
left with the feeling that Malaysia had 
come close to rupturing the Asean spirit of 
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harmony in order to ensure that EAEG sur- 
vived. One senior Asean diplomat con- 
fided that there would be a discussion of 
the caucus idea among officials to make 
sure that there was no possibility of a disa- 
greement among the heads of government 
at the January summit. 

If there had originally been some fric- 
tion between the US and Asean over the 
proposed EAEG, there was little sign of it at 
talks that Asean economic ministers held 
with the US trade representative, Carla 
Hills, in Kuala Lumpur just after Asean 
met together. 

After the discussions, Hills said her as- 
surances that the US was not seeking to 
erect a trade bloc had allayed fears in the 
region about the North American Free 
Trade Area currently under negotiation 
and composed of the US, Canada and 
Mexico. US officials were also noticeably 
restrained in their reaction to the EAEC. "A 
caucus is just a group for talking," said 
Hills, somewhat dismissively. " 
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AVIATION 


Asian carriers are target of engine-makers 


Revving up the rivalry 


By Michael Westlake in Hongkong _ 


ircraft and engine manufacturers 
A are entering the last round of in- 

tense battles for orders worth a to- 
tal of US$4-5 billion expected in the next 
few weeks. The orders being sought are 
for 20 new jets for Japan Airlines (AL) and 
25-30 for Hongkong’s Cathay Pacific Air- 
ways at about US$100 million each. 

Apart from the purchase price, the or- 
ders are expected to be worth a further 
US$3.2-4.3 billion to the aircraft manufac- 
turers and US$1.8-2.6 billion to the engine- 
suppliers for spare parts over the life of the 
aircraft, about 20 years. 

The battles are being fought between 
European consortium Airbus Industrie for 
its A330 airliner and the US's Boeing Corp. 
for its 777 aircraft. McDonnell Douglas 
Corp. of the US is also a con- 
tender for the JAL order with its 
MDI2X. Pratt & Whitney and 
General Electric (GE) of the US 
and Rolls-Royce of Britain are 
fighting an equally intense cam- 
paign to supply engines for 
what is viewed as the last major 
batch of orders from Asian air- 
lines in the near future. 

The efforts to win the JAL and 
Cathay aircraft orders are of 
major importance to the three 
aircraft makers, even though the 
numbers of airliners involved 
are small by the standards of the 
larger US airlines. 

The financial woes of many 
US carriers are making them 
slow to jump in with large or- 
ders for any of the three new 
aircraft, of which the A330 and 777 are due 
to enter service in 1994. The MD12X is 
awaiting a large enough order for it to be 
committed to production. 

But with all three major engine-makers' 
products being offered for each of the air- 
craft, the outcome of the airlines' delibera- 
tions is of vital importance. And the en- 
gine-makers' markets in Asia and else- 
where have fluctuated in the past few years 
as loyal customers have switched suppli- 
ers. 

Pratt & Whitney, for instance, went 
through a bad patch in its relationships 
with customers in the mid-1980s, and it lost 
long-term client JAL to GE for engines for 
the carrier's 40 ordered 747-400s — an or- 
der for about 175 engines at around US$6.7 
million each. 


With each engine earning roughly twice 
its purchase cost in spares in its life, the 
long-term loss of business to Pratt & 
Whitney from this switch was more than 
US$2.3 billion. JAL, however, switched back 
to Pratt & Whitney to power 10 ordered 
McDonnell Douglas MD11s, which are due 
to enter service in 1994, 

GE lost two battles in recent months in 
Asia. All Nippon Airways went to Pratt & 
Whitney to power its 15 ordered 777s, 
while Thai Airways International selected 
Rolls-Royce for its six 777s. GE, however, 
won what had been believed to be an im- 
possible battle in Europe by persuading 
British Airways (BA) away from Rolls- 
Royce on 15 firm orders and 15 options for 
777s. 

Rolls-Royce is looking beleaguered. Its 
share of the market for large transport air- 





Will brand loyalty last? 


craft grew to 17% last year from 10% in 
1980. By comparison, Pratt & Whitney had 
36% of the market last year and GE had 
14%. Also, Rolls-Royce has about 23% of 
the market for 747-400 engines. 

But Rolls-Royce's latest offering, the 
Trent engine, is lagging behind GE's GE90 
and new versions of Pratt & Whitney's 
PW4000 series for the 777. The company is 
also behind Pratt & Whitney on the A330, 
but it is slightly ahead of GE on this air- 
craft. 

Losing BA was a blow for Rolls-Royce 
in its home market. Like any engine-maker, 
it needs market share to generate an in- 
come stream in future years from spares. 
Observers believe that the pressure of 
politics surrounding the US trade deficit 
with Japan will force JAL into buying 
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American aircraft and engines. Cons 
quently, Cathay is the only immedia 
prospect for the British engine-maker. 

This year, Rolls-Royce won orders fro 
Garuda Indonesia for the first time on lar, 
aircraft, but it was for only nine A3X 
Apart from being in need of a major l 
airline as a customer — with only Del 
and American Airlines still uncommitte 
in the battle between the A330 and 777 - 
Rolls-Royce is hoping for further succe 
with Cathay. The Hongkong airline's enti 
fleets of 747s and Lockheed TriStars a 
Rolls-Royce-powered. 

But the outcome of the engine battle 
far from certain, even given Cathay’s lon 
standing loyalty to Rolls-Royce. The pro 
lems for any airline in choosing engin 
involve cost, reliability, fuel consumptic 
and retention of performance over tirr 
and availability of spare parts or ev 
spare engines at the end of routes. 

Ironically, Rolls-Royce is generally b 
lieved to have the best technical produ: 
The company has not had to pay any cor 
pensation to airlines under performan 
guarantees and, unlike both its major cor 
petitors, it has not had a failure involvir 
turbine blades punching through the sic 
of the engine since 1985. 

Pratt & Whitney is having 
problem with higher-than-e 
pected fuel consumption on i 
PW4056 engine, which has и 
set long-time customer Sing 
pore Airlines among other 
Pratt & Whitney aims to redu 
consumption by 5% by 199 
Its engine for the A330 an 
777 will be higher-powered d 
velopments of the PW4000 s 
ries. 

GE, having lost two potenti 
Asian customers on the 777 ar 
another on the A330, has ha 
three major engine failures 
recent weeks on older engin: 
from which its GE90 is beir 
developed. Confidence in tł 
new engine may therefore t 
difficult to establish. 

But Rolls-Royce, despite being we 
along with development and testing of tk 
Trent, faces the problem of supplying a 
engine in the minority. This means thi 
customers would have to park major su] 
plies of spare parts and entire spare eı 
gines at outstations instead of being able 1 
borrow from and pool spares with oth 
airlines. 

The logic of any of these major pu 
chasing decisions is convoluted, and n 
one is willing to predict the results of th 
JAL or Cathay deliberations. But with abou 
2,400 engines aboard 1,000 large aircra 
likely to be supplied to airlines in the Asi: 
Pacific region over the next 10 years, th 
sales battles will continue to be harc 
fought. 
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ECONOMIC RELATIONS 


EC-South Korea try to put ties on new footing 


Seoul mates 





By Shada Islam in Brussels and 
Mark Clifford in Seoul 


\ fter settling a festering four-year 





row over Seoul's "discriminatory" 

rules on intellectual-property pro- 
tection, the EC is moving cautiously to 
normalise its strained trade links with 
South Korea. European Trade Commis- 
sioner Frans Andriessen has promised to 
reinstate South Korea as a beneficiary of 
the EC's generalised system of preferences 
(csp). Work has also begun on a new ar- 
rangement to promote technological coop- 
eration between the two sides. 

Despite the thaw, however, Brussels 
continues to view many South Korean 
trade and financial practices with deep 
suspicion. EC industrialists warned visiting 
South Korea Trade and Industry Minister 
Lee Bon Suh in June that his country must 
“play fair" in international trade. “Getting 
South Korea to abide by the principle of 
non-discriminantion is crucial to the EC,” 
insisted T. P. Hardiman, president of the 
industrial affairs committee of the Union 
of EC Industrialists and Employers. 

The list of EC grievances against South 
Korea remains strikingly long. EC officials 
are seeking changes in South Korea's 
“protectionist” policies on imports of alco- 
holic beverages, better access to the South 
Korean market for financial services and 
more information on the country's latest 
decision to grant special lorry and rail 
services to the US. 

Seoul's latest crackdown on conspicu- 
ous consumption is also being watched 
closely by the EC. “We fear this is really an 
anti-import campaign,” admits an EC trade 
official. 

Still, South Korea has mahaged to score 
important points in Brussels in recent 
months by participating actively in the so- 
called Group of 24 nations — chaired by 
the EC Commission — which is working 
to prop up the crumbling Soviet and East 
European economies. 

The modest “relaunch in relations” with 
Seoul that the EC says is now possible fol- 
lows Seoul's decision at the end of Septem- 
ber to give European firms similar intellec- 
tual-property protection to that granted to 
the US in 1987. After four years of wran- 
gling, European makers of pharmaceutical 
and agrochemical products have been 
promised the same “pipeline protection” 
in South Korea as that granted to US 
goods. 

Under the new deal, products which 
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have secured patent protection in the EC, 
but are still pending marketing authorisa- 
tion, will also be eligible for protection in 
South Korea. Brussels will give the au- 
thorities in Seoul a list of 350 products that 
ought to be afforded this protection. Equal 
treatment has also been assured for pro- 
tecting European copyrights, especially for 
software. 

Seoul was eager to solve the dispute 
because the issue threatened to become an 
obstacle to the continued rapid growth of 
EC-South Korean trade. “Rather than 
talking about some minor issue which we 
[could] settle, we can move on to a more 
positive aspect of trade relations,” said 
Chang Sok An, director-general of interna- 
tional trade promotion at South Korea's 


South Korea’s trade with the EC 





Ministry of Trade and Industry. 

Exports to and imports from the EC 
rose about 20% to US$6.4 billion and 
US$6.5 billion respectively in the first eight 
months of this year compared with the 
same period in 1990, according to South 
Korean estimates. This is faster than the 
growth in trade with the country’s two 
other major markets, the US and Japan, 
and South Korea is eager to make further 
inroads into the EC. “It is a market where 
we have to exert more efforts,” said Chang. 
South Korea has less than a 1% share of the 
EC market compared with a 2% share of 
the world market. “We are not fully utilis- 
ing our potential in exploring the European 
market, especially at a time when the doors 
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lof Europe] are being closed,” he added. 
The EC has now promised to reinstate 


GSP benefits for South Korea. But, this — 


could prove to be little more than a sym- 
bolic move. As part of its plans to revamp 
its system of trade preferences, the EC is 
working on establishing new GSP criteria 
which would limit duty-free access to EC 
markets for Asia's most competitive na- 
tions. South Korea is likely to be the first 
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country to feel the impact of the new and 


more stringent conditions in the mid-1990s. 
In 1987, the last year that South Korea 
enjoyed GSP privileges, a little more than 


one quarter of the country’s US$8 billion in — 
exports to the EC were sold under the — 
scheme. Chang estimates that exports to — 


the EC will increase about US$100 million 
next year if the benefit is indeed restored. 
In addition, Brussels and Seoul have 


agreed to hammer out a bilateral scientific — 
cooperation agreement which officials say _ 


could help make up for Tokyo's reluctance 
to share its technological expertise with 
South Korea. 

But the potential for more trade friction 
remains high. The EC Commission has 
warned that it could initiate retaliatory 
trade action within the Gatt unless South. 


x 


Korea abolishes its high internal taxes im- _ 


posed on imported alcoholic drinks. 
EC officials will be in Seoul at the end 


of October to stress once again their frus- _ 


tration at the slow pace of financial reform. _ 


European Commissioner for competition — 
policy Sir Leon Brittan is unhappy with — 


Seoul's limited easing of restrictive rules 
for the establishment of foreign financial 
institutions. 

In what could prove to be another long 
and acrimonious squabble over "discrimi- 
nation," Brussels has written to Seoul com- 


plaining about the special facilities for lorry _ 


and train services being granted to US. 


firms. Under the scheme, US imports into 
South Korea can be moved by carriers ope- 
rating outside the local distribution net- 
work. EC officials claim the US is once 
again being given special privileges which 
are being denied to its European rivals. 
"We want clear and open rules," says an 
EC official. “Seoul must learn about the 
importance of non-discrimination." 

The community, however, shrugs off 
South Korean accusations that its exports 
to the EC face an unfair number of anti- 
dumping complaints and investigations. 
The EC's anti-dumping experts are cur- 
rently investigating complaints by indus- 
tries against seven South Korean export 
items, including car radios, small colour 
TVs and audio cassettes and tapes. Last 
year, the EC initiated five new anti-dump- 
ing inquiries against South Korea, while 
Japan was investigated for three alleged 
cases of dumping. As a result of earlier EC 
actions, South Korea has agreed to estab- 
lish minimum prices on four items in- 
cluding video-cassette recorders. " 
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COMPANIES 1 


Philippines power provider drains exchequer 


Days of darkness 





By Rigoberto Tiglao in Manila 
T he Philippines’ electricity-generat- 





ing monopoly National Power 

Corp. (Napocor) — the country’s 
largest enterprise with assets of P160 bil- 
lion (US$6 billion) in 1990 — is such a co- 
lossally unprofitable operation that it is 
threatening to scupper the country’s eco- 
nomic stabilisation programme. 

Multilateral lenders have warned Ma- 
nila that a continuing failure to tackle state- 
owned Napocor’s indebtedness could put 
at risk promised credit facilities. And while 
the firm battles political opposition to it 
being allowed to charge a cost-efficient rate 
for its output, the main island of Luzon 
and Mindanao are suffering power short- 
ages that are harming industrial produc- 
tivity. 

After posting net income of P1.7 billion 
in 1988 and in 1989, the company reported 
a P65 million loss last year. Estimates for 
this year put the loss at P4-7 billion. Despite 
its ostensibly respectable earlier perform- 
ances, the monopoly’s financial situation 
has been deteriorating during the past four 
years but has been masked by questionable 
accounting methods. 

What has brought Napocor to its knees, 
though, was its inability to raise power 
tariffs earlier this year by a proposed P0.17 
per kWh, equivalent to an average increase 
of 13.5%. It badly needed the extra revenue 
| to compensate for higher fuel-oil prices as 
. à result of the Gulf War and the devalua- 

tion of the peso in October 1990. 

But the tariff increases being sought by 
the company were frozen in March by the 
Supreme Court after a suit had been filed 
by a legislator. Six months of indecision 
later, the court ruled that the tariffs issue 
should be decided by the Energy Regula- 
tory Board (ERB), a government agency. 
The ERB’s decision is not expected to be 
imminent. 

The bail-out of Napocor will cost the 
government at least P17.5 billion, accord- 
ing to an "aide memoire" submitted by 
World Bank financial analyst Claudio 
Fernandez to the monopoly's chairman, 
Ernesto Aboitiz, on 2 October. 

About P13.5 billion of this has already 
been extended: P585 million in a cash 
equity infusion this year, P7.6 billion in ad- 
vances, and P5.3 billion in tax refunds. The 
other P4 billion will be needed in new 
equity financing in 1992-95. 

The World Bank believes this depen- 
dency is tantamount to a massive govern- 


ment subsidy scheme, in which the benefi- 
ciary is not Napocor but principally the 
shareholders of power-distribution mo- 
nopoly Manila Electric Co. (Meralco). 

Napocor's financial position is easily 
worse than that of the two biggest bank- 
ruptcy cases of the Marcos era. Construc- 
tion and Development Corp. collapsed in 
1981 leaving two state banks with non-per- 
forming loans of P12.3 billion. Marinduque 
Mining and Development Corp. at its de- 
mise owed P6.5 billion to the same insti- 
tutions. 

In 1990, 68% of Napocor's capital ex- 
penditure was financed from foreign loans, 
amounting to P7.7 billion. Outstanding 
loans at end-1990 totalled P77.3 billion. 

Napocor's parlous finances have had an 
enfeebling effect on the economy as a 
whole. "It has been a microeconomic 
problem that was left unsolved and now 
affects the entire macroeconomy,” accord- 
ing to Markus Rodlauer, who until last 
month was the IMF's resident representa- 
tive in Manila. 

The producer's financial distress has 
drastically weakened its capacity to solve 
the country's power shortages, which 
reached crisis proportions last year with 
available capacity falling about 260 million 
MW short of demand, representing direct 
losses to the firm of P1 billion. 

This has highlighted one of the Aquino 
administration's most glaring economic- 
management blunders: its failure to imple- 
ment an alternative power programme af- 
ter the mothballing of a 620-MW nuclear 
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Failure to solve deficiencies boosts crisis. 
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power plant at Bataan on Luzon’s wes 
coast. 

Installed electricity-generating capacity 
last year increased by an insignifican: 
0.52%, even though power demand hac 
been estimated to rise by at least 7%. A 
Finance Department official warns: "If the 
economy manages to take off next year, ii 
will have to crash-land because of powen 
shortages Napocor failed to alleviate." 

Napocor's losses will exacerbate Ma- 
nila’s fiscal crisis, already under severe 
pressure after P5 billion had to be found in 
the exchequer to help victims of the Mt 
Pinatubo volcanic eruption. The Treasury 
during the year has extended funds for the 
power firm amounting to P6.2 billion, 
nearly all of which fell outside the IMF's 
programme for reducing the budget deficit 
to P26.6 billion. 

The total bail-out costs to 1995 of P17.5 
billion will exceed the P11 billion deficit 
racked up by the Oil Price Stabilisation 
Fund in December last year, a drain on the 
economy that nearly threw the country into 
a hyper-inflationary spiral. 

So serious is the impact of Napocor's 
losses on the economy that the IMF is in- 
sisting that remedial action be taken as a 
requirement for the continuation of the 
Fund's standby-credit arrangement, which 
has been under review since August. The 
IMF facility has been called Manila's “seal 
of good-housekeeping,” which assures its 
international creditors as well as investors 
that it is putting its economic affairs in or- 
der. 

An increase in power rates by an esti- 
mated P0.27 per kWh is seen by both the 
IMF and the World Bank as the only way of 
straightening out Napocor without wors- 
ening the fiscal deficit. The World Bank in 
its aide memoire recommended that the 
rate increase should be introduced in early 
January 1992. 

It issued a virtual ultimatum to 
Napocor: “Lack of compliance with the 
above financial reform programme [which 
includes the rate increase] will be a serious 
default on [Napocor's] covenants with the 
bank and will result in the suspension of 
bank disbursements on existing loans. 
Other lenders also may follow and 
Napocor's financing may be ended." 

Finance Secretary Jesus Estanislao re- 
ported on 26 September that an agreement 
had already been reached with the two 
multilateral lenders over Napocor's reform 
programme which will clear the way for 
the IMF to be completed. 

REVIEW sources, however, say the IMF is 
sticking to its position that it requires con- 
crete assurances that the government will 
implement a P0.27 per kWh power rate in- 
crease in early January. The IMF's stance is 
similar to, and has even been bolstered by, 
the tough position it took in December re- 
garding the oil-price controversy, in which 
it gave its "good housekeeping" imprima- 
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ir only after the government raised do- 
restic petroleum prices by an average of 
0%. 

The Philippine regulatory framework 
n energy pricing, and in particular the 
upreme Court ruling in September, casts 

serious doubt over whether the Aquino 
pvernment will be able to raise power tar- 
‘fs by the IMF deadline. 

The irony is that 76% of Napocor's out- 
ut is sold to the non-government utility 
Aeralco, which in November 1990 received 
fficial approval for a P0.17 per 
Wh increase in its tariffs. As a 
esult, Meralco posted profit of 
'834 million in the first half of 
ле year, a 500% increase on the 
ame period the previous year. 

Under its charter, Napocor 
heoretically has the sover- 
ignty to determine what it 
harges customers. The World 
Sank mission has recommended that the 
irm withdraw its tariff-increase case 
vending at the ERB and simply implement 

new rate card. 

But ERB chairman Rex Tantiongco told 
he REVIEW that the board is bound by the 
iupreme Court order. He said the ERB was 
in independent body that would deter- 
nine the "legal and factual basis" of a 
»ower-rate increase after hearing the argu- 
nents of the relevant parties. "The two 
»arties, Napocor and Sen. Teofisto 
3uingona [who filed the court suit], have 
ilready asked for two postponements of 
he hearings," he explained. 

Although notionally independent, the 
iRB has usually taken its cue from the 
xecutive since it was set up during the 
Marcos years. This was shown during last 
rear's debate on whether to increase the 
»rice of petroleum products; the ERB pro- 
rastinated for months and only made a 
lecision (in December) when the de facto 
subsidy threatened to cripple the entire 
xonomy. 

Opposition to the December increases 
n processed products was muted because 
of the rise in world crude-oil prices due to 
he Gulf crisis. Now, with the softening of 
-rude-oil costs, it would be difficult to per- 
suade a suspicious public that Napocor 
was justified in raising its power tariffs. In 
luly, the government reduced by 27% the 
orice of fuel oil purchased by Napocor. 

Worse, with a general election sche- 
ішеа for May 1992, political pressures 
zould dissuade President Corazon Aquino 
from imposing unpopular power-rate in- 
creases. Aquino said two months ago that 
there would be no increases during the rest 
of her term. In a later statement, though, 
she modified that unequivocal pledge and 
said no increases would be introduced be- 
fore the end of the year. 

But Napocor's problems are not solely 
due to its low tariff rates. As the World 
Bank aide memoire put it: "Although the 
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key problem is to solve its serious financial 
crisis, sufficient attention should be given 
to restore the credibility and efficiency of 
the corporation, which is publicly pre- 
sented as wasteful, having insufficient 
controls, low efficiency and effectivity." 
The Commission on Audit (COA), an 
independent government body, reported 
early in the year that the "collective effects 
of illegal, irregular and unnecessary ex- 
penditures amounting to P741 million" had 
bloated Napocor's operating costs. In- 


Napocor on the blink 
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cluded among these were payments of 
P410 million in allowances and fringe 
benefits, mainly to top Napocor executives, 
that violated the salary standardisation 
law. 

The World Bank has raised doubts 
about the accuracy of Napocor's financial 
statements. The P65 million losses reported 
in 1990, it pointed out, did not include theft 
of the firm's equipment, mainly its cables, 
worth P852 million. 

Napocor's accounts for 1990 were also 
fudged by booking restructured loans as 
long-term liabilities and by failing to de- 
posit at the central bank P5.4 billion as the 
peso equivalent to payment of the original 
maturities. This failure to comply with the 
Central Bank requirement represented an 
unprogrammed increase in the money 
supply which the bank had to soak up by 
increasing the volume of Treasury bills 
sold. 

In order to ensure a reasonable level of 
efficiency, Napocor's foreign creditors, 
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who include the World Bank and the Asian 
Development Bank, have required a rate of 
return of 8% on the average value of its 
plants in service; noncompliance is 
grounds for calling a loan default. 

The World Bank now suspects that 
Napocor has been misleading its creditors 
by understating the worth of its power 


plants. The firm's annual reports suggested — 


that the rates of return had been just under 
the required 8% — 7.9% in 1988 and in 
1989. The rate was reported at 6% in 1990, 
during which year the World 
Bank and other principal credi- 
tors agreed to lower temporar- 
ily the requirement. 

World Bank calculations 
based on a new appraisal show 
the rate of return at 4.2% in 
1988, 3.2% in 1989 and 0.3% last 
year. On this performance ba- 
sis, the bank said, there were 
serious grounds for saying the power firm 
was in default on loans advanced by the 
development banks. 

Napocor chairman Ernesto Aboitiz, à 
member of the Cebu-based family which 


z 
E 
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owns a power firm in Davao, is widely | 


blamed for the monopoly's internal . 


problems. Aboitiz had been Napocor 


president from 1986 until June 1991, when | 


President Aquino appointed Pablo Malixi, 


a veteran oil industry executive, as chief — 


executive. 

This was in response to pressure in 
Senate and even within the cabinet to re- 
vamp the firm's management. (Apparently 


as а face-saving move, Aboitiz was given _ 


the figurehead position of chairman.) 
Finance Department officials, who were 


` e E nri 


clearly alarmed at the unreliability of a 


Napocor's financial reports, insisted as a 


condition of government cash advances - 


cial comptroller. De Vera is a former 


transport and communications undersec- | 


retary. 

The World Bank report lauded this 
managerial shake-up, pointing out: "The 
change in chairman, president and finan- 
cial comptroller represents a unique op- 
portunity to review and improve the or- 
ganisation of the corporation." 


that Romeo de Vera be appointed as finan- ae 
3 
x 


An official at the institution told the . 


REVIEW. "Aboitiz just didn't deliver, and 


we've always wondered why he had been — 


kept in the job for so long. He didn't have 
the skills at all to run a large government 
corporation." The REVIEW was unable to 
obtain an interview with Aboitiz. 

To emphasise the debilitating effect 
Napocor is having on the Philippine 
economy, the World Bank aide memoire 
noted: "If the tariff is not increased, 
Napocor will have a cash deficit of P6 


AS 


billion, which is 20% higher than the . 


total amount proposed in the budget for 
helping victims of the Mt Pinatubo [erup- 
tion]." LI 
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COMPANIES 2 


Meralco reaps big gains from Napocor plight 


Tale of two utilities 


hile National Power Corp. 
W (Napocor) is sinking in an ocean 

of red ink, its biggest customer 
is looking to treble its after-tax profit this 
year to P1.5 billion (US$55 million). But, 
according to the World Bank, distribution 
monopoly Manila Electric Co. (Meralco) is 
making its profit through exorbitant mar- 
gins on the electricity it buys from 
Napocor. 

The bank pointed out in a 2 October 
aide memoire that Meralco's margins 
would be need to be eroded to “reduce the 
impact to final consumers of an increase in 
Napocor’s tariffs.” Napocor sells 76% of its 
output to Meralco; in effect, a state-owned 
company is providing a subsidy to a highly 
profitable firm owned by its shareholders. 

A complicated share-dispersal scheme 
about to be implemented will allow two 
firms owned by the patrician Eugenio 
Lopez clan — a major ally of the Aquino 
administration — finally to cash in on the 
lucrative operations of Meralco. It will at 
the same time clear the firm of 
its debts to two government 
banks and ensure boardroom 
control for the Lopez family. 

According to the World 
Bank, Meralco's average tariff 
in 1991 is 76% more than the 
average rate it is charged by 
Napocor. In contrast, Meralco's 
counterpart in Bangkok enjoys 
only a 26% margin over rates 
charged by the Thai power- 
generating firm. 

The bank's figures show a 
sharp rise in Meralco margins 


` during the Aquino administration. From 


1980-85, they averaged 52%. They surged 
to 83% in 1987 and settled back to an aver- 
age of 70% in the years to 1991. Meralco's 
own figures show margins averaging 58% 
from 1987-91. 

(Meralco has reported that its net in- 
come in the first six months of this year 
has risen more than 500% to P834 million, 
from the same period last year.) 

The magnitude of Meralco's margins 
explains the changes in its operating in- 
comes in the past five years. A 17% in- 
crease in its margins in 1987 translated into 
a 51% surge in its operating income for 
that year; reductions in the power-rate 
spreads in 1988 and 1989 resulted in de- 
clines in its operating income for those 
years. For this year, estimates of the firm’s 
P2.7 billion operating income are the result 
of a rise in margins to 76%, by the World 
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Bank's estimation. 

A 1987 review of energy pricing kept in 
place guidelines favourable to Meralco, 
which the Energy Regulatory Board (ERB) 
cannot question. This happy position is 
justified by the fact that the firm's loan 
agreements with its creditors specify that 
its rate of return on its plants in service 
cannot go below 8%. 

The pricing policy allows Meralco the 
right to make automatic billing adjust- 
ments to recover increases in Napocor 
rates, in operating costs resulting from 
changes in the exchange rate and in debt- 
servicing expenses. These adjustments do 
not need the clearance of the ERB. 

This allowed Meralco president Manuel 
Lopez to state in the firm's 1990 annual 
report that the P0.17 rate increase in No- 
vember of that year “was the first after 
more than four years [with] the last rate 
relief [made] in July 1986." Meralco offi- 
cials, however, report that residential con- 
sumers have seen rates rise from P1.12 per 


Meralco's profit margins 


| 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 





kWh in 1987 to P1.48 in 1989 and to P1.91 
in 1990. 

The 29% rise in Meralco rates for the 
first half of the year was a major factor in 
the rise of inflation to 19.6% at end-June; 
the biggest component in the rise in con- 
sumer prices was "fuel, light and water" 
charges, which rose 34.2% over the period. 

In effect, Meralco's government-sanc- 
tioned pricing system shields it against 
nearly all increases in its costs of opera- 
tions, even its debt-servicing. Its perform- 
ance during the past five years indicates 
that whatever the rationale for the in- 
creases in rates, profit has expanded sub- 
stantially. 

The pricing mechanism even covers 
Meralco's losses arising from inefficiencies 
in its distribution system and from 
pilferages, together called “system losses." 
According to a 1988 World Bank study on 
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the nation's energy sector, an anomalot 
provision allows Meralco to charge tt 
costs of such system losses to customers. 

"Consequently, if system losses are hig 
in a given month, the rate charged the coi 
sumer the next month is increased so th; 
the consumer will reimburse to Merak 
the cost of the lost energy," the stud 
pointed out. For 1987, based on a 20.7 
system loss, 14% of a consumer's electri 
ity bill was payment for those losses. 

Meralco's margins have soared this ye: 
because of a Supreme Court case th: 
Short-circuited the link between its rate 
and those of Napocor. In the second half ‹ 
1990, Meralco asked the ERB to approve 
tariff increase of P0.17 per KWh. 

The petition was approved in Octolx 
1990 and implemented the followin 
month. Napocor, which officially does nc 
need ERB approval for rate increases, als 
ordered a P0.17 per kWh increase, to t 
collected gradually from February to Apr 
1991. But its attempt to drag itself out « 
the financial miasma by fudging its book 
has proved to be its undoing. 

Sen. Teofisto Guingona filed a suit г 
the Supreme Court on 7 March, asking th: 
Napocor's tariff increases be blocked a 
they would result in an unjustifiable winc 
fall profit for a government monopoly 
During this still-unresolved impasse, th 
rates Napocor has been able to charg 
Meralco have been frozen at 
level of P1.489 a kWh set i 
December. 

Manila's power-pricin; 
problems have worked out t 
the advantage of the Lope. 
family, which was forced to sel 
out of Meralco during the er. 
of Ferdinand Marcos am 
which has been battling to re 
gain control since his downfal 
in 1986. 

Since 1988, Meralco's profi 
has been captured on pape 
through stock dividends: 699 
in 1988, 25% in 1989 and another 50% et 
fective on 1 June this year. These hav: 
more than trebled the holdings of th: 
Lopez-controlled First Philippine Holding 
Corp. (FPHC) from 8 million shares in 198; 
to 26 million shares currently. 

Under the stock-dispersal scheme 
tranches of the equity will be sold at P130: 
share in a two-phase programme. FPHC 
which plans to sell only 5 million of it 
shares, would enjoy a windfall of at leas 
P663 million, and its remaining 21 millior 
shares would leave it with a dominant 245; 
stake. 

However, Napocor's financial crisi: 
could change that scenario. If Manila bow: 
to World Bank pressure to change thi 
power firm's pricing structure to one tha 
reduces Meralco's margins, the expectec 
per-share price of P130 would certainly be 
pushed down. п Rigoberto Tiglac 
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Australian Airlines: to be sold lock, stock and ticketing counter. 


POLICIES 


Australia offers mixed bag of assets for sale 


Jewels and junk 


By Alan Deans in Sydney 


he g great government jumble sale is 

i in full swing in Australia, and like 

many privatisation programmes 

there is an eclectic collection of treasures 

and junk on offer. The recent partial float 

of one of the gems, Commonwealth Bank 

of Australia, has buoyed hopes that invest- 
ors will clamour for more. 

Federal and state governments want to 
offload enterprises with assets worth in 
excess of A$50 billion (US$39.8 billion) 
during the 1990s, according to unofficial 
estimates, but there are doubts that the 
capital markets can swallow such a sell-off. 
In addition, behind-the-scenes politicking 
has delayed much of the process. 

Privatisation Australian-style has little 
of the structure apparent in programmes 
run by other countries. Many of the sales 
have been derailed, either through over- 
optimistic price expectations or due to 
barriers erected by bureaucrats. Yet, if the 
restraints are removed, there is the danger 
of it becoming a free-for-all because there 
are four owners currently putting assets up 
for sale — the federal government, and the 
states of New South Wales (NSW), Victo- 
ria and Queensland. 

Three of them are strapped for cash. 
This is demonstrated by the respective 
budget deficits for the current 1991-92 fiscal 
year. Canberra expects to be under water 
to the tune of A$4.7 billion compared with 
a 1990-91 surplus of A$1.8 billion. NSW 
expects a A$1.1 billion deficit and Victoria 
A$1.5 billion. These figures take into ac- 
count the proceeds of asset sales. 

Western Australia and Queensland 
have budgeted respectively for balanced 
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books and a small surplus, though both 
are dabbling in the privatisation market 
with electricity-generation deals. South 
Australia has a deepening deficit and could 
sell its stricken State Bank of South Aus- 
tralia, but the issue has yet to be discussed 
publicly. 

Many see the privatisation of utilities 
and infrastructure not only as a short-term 
financial fix but as essential for Australia’s 
future development. “It will drive Aus- 
tralia through the decade,” says privatisa- 
tion adviser Michael Fitzpatrick of CS First 
Boston. 

At this stage of the programme, how- 
ever, politicking has arisen because of the 
taxation and funding controls the federal 
government wields over the states. 


Major Australian hata i 

















FAR EASTERN ECONOMIC REVIEW 


SNn31 лүн 


Investment-bank advisers to various 
privatisation deals note that Canberra bu- 
reaucrats have kept a tight rein on all of 
the programmes, even those by the states. 
They are able to do this because state- 
government bodies pay tax to their owners 
but, upon privatisation, this income stream 
is diverted to the federal government in 
the form of company tax. The state au- 
thorities want compensation for the loss of 
income, but an agreement suitable to all 
parties has yet to be struck. A special deal 
was arranged to compensate Victoria last 
year when the Commonwealth Bank res- 
cued the State Bank Victoria, but that has 
not been applied universally. One adviser 
said the fault lay at the federal level be- 
cause of the government's refusal to issue 
guidelines. 

A resolution to the impasse is expected 
to have high priority at a meeting of federal 
politicians and the state premiers in mid- 
November. Until then, large-scale state 
privatisation is at a standstill. 

The taxation stand-off, contrived or 
otherwise, has given a window of oppor- 
tunity for the federal government to make 
the running before the market becomes 
swamped by the sheer volume of offerings 
from the states. 

Hot on the heels of the Commonwealth 
Bank float will come by year's end a deal 
which involves the sale of satellite operator 
Aussat combined with the granting of a 
telecommunications licence to break the 
present Telecom Australia monopoly. Two 
consortia, Kalori (involving Ameritech, Bell 
Atlantic, Hutchison Whampoa plus un- 
specified local equity) and Optus 
(BellSouth, Cable and Wireless, AMP So- 
ciety, National Mutual and Mayne 
Nickless) are expected to submit bids of 
around A$600 million. 

Then will come the float of 49% of the 
national airline, Qantas, and all of the do- 
mestic air carrier, Australian Airlines. Nei- 
ther are currently in a position to be pri- 
vatised. Qantas has been deprived of ade- 
quate capital for many years, and is suffer- 
ing a high debt burden after a fleet re- 
equipment programme. Several thousand 
staff have been sacked, but more rationali- 
sation is needed before the true value of 
the airline can be realised. 

The story at Australian Airlines is 
similar, though it has the added disadvan- 
tage of operating since last November in a 
newly deregulated domestic environment. 
Airfares have been slashed, and the group 
was able recently to report a respectable 
profit only because it brought to account 
the surplus from a staff superannuation 
fund. It has also attempted to shore up its 
position in the express freight business by 
combining with Australia Post in an en- 
deavour to win market share from the in- 
dustry majors, TNT and Mayne Nickless. 

Foreign capital could be attracted to 
both airlines, particularly Qantas, given 
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that alliances between regional operators 
have become fashionable. Japan Air Lines, 
Singapore Airlines and Northwest Airlines 
are among the possible suitors that could 
inject capital in an initial sell-off. 

Expectations are that Qantas will follow 
on with a public flotation. Australian Air- 
lines’ management is also pushing for a 
public issue, but the entire business could 
be sold to a rival if the right offer is made. 

Such public floats are expected to be 
open to offshore portfolio capital, unlike 
the Commonwealth Bank issue, which 
was restricted solely to Australian-domi- 
ciled investors. It is possible, also, that this 
process will involve listings in the US. 
CS First Boston's Fitzpatrick says Asian 
equity involvement will be crucial. "No 
one could pull off such a deal without talk- 
ing, for instance, to the Government of Sin- 
gapore Investment Corp., one of the larg- 
est players in the private-placement mar- 
ket," he said. 

If the upcoming floats were priced like 
the Commonwealth Bank, offshore invest- 
ors would clamour to buy. The bank's 
shares were initially slated at A$5.60 each, 
but were knocked down to an offer price 
of A$5.40 when local pension funds said 
they were too dear. The stock has since 
traded at more than A$7. There would 
have been less pent-up demand for the 
stock in the secondary market if some for- 
eign investment had been allowed and 
flexibility given to issue more shares. 

Politicians and their bureaucrats have 
privately expressed anger to the under- 
writers and to their advisers, but the fault 
more fairly lies with the system of pricing 
public issues. The shares must be priced 
when the prospectus is lodged with the 
regulatory authorities. This leaves a period 
of two months or more of uncertainty be- 
fore the shares come to the market. 

The two airlines, Aussat and the Com- 
monwealth Bank represent treasures in the 
federal government's holdings. But there 
have been a few embarrassing examples of 
offerings left on the table. 

The Department of Finance has had to 
consider splitting up its Housing Loans 
Insurance Corp. after a dispute which 
would have banned it from operating in 
Victoria unless it could win an AA-credit 
rating. Attempts to sell shipping concern 
Australian National Lines (ANL) have also 
hit the rocks after each of the bids was 
thrown out. ANL has modernised its fleet 
but is suffering from reduced freight reve- 
nues to service its increased debt. The lack 
of port reform has not helped. 

The states also have assets in the odd- 
ments bin. NSW has rejected as not com- 
mercially acceptable six bids received for a 
group of coal mines run by its Electricity 
Commission of NSW. While tenders have 
been re-opened, the tough times being 
faced by the coal industry could lead to a 
similar outcome. Inadequate bids are also 
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A gem of a partial float. 


understood to have been received for 
NSW's grain handling authority, Grain- 
Corp, though negotiations are continuing 
with two parties. 

A quandary for the politicians is how 
to dress up their authorities so they fetch 
top dollar. The State Bank of Victoria pur- 
chase involved the government in that state 
assuming ownership of a sizeable parcel of 
non-performing loans to strengthen the 
bank's balance sheet. The federal govern- 
ment has taken over A$600 million of 
Aussat's loans to make that deal work. 

The first significant privatisation 
planned by the NSW government is the 
A$1.1 billion float of the Government In- 
surance Office. While that business is prof- 
itable, investment banking sources say the 
government may have to assume control 
of funds raised with its backing. It may 
also have to bail out its reinsurance opera- 
tions, which are said to be undergoing 
tough times. 

Likewise, NSW's second proposed sig- 


TRADE 


Hongkong had a big cloud over its future 
lifted by the decision of US trade authori- 
ties to exempt the colony from most re- 
strictions imposed on non-Western im- 
porters of high-technology equipment. 
The 7 October decision to extend Coordi- 
‘nating Committee on Multilateral Export 
Controls (Cocom) licensing benefits to 
Hongkong effectively brings the territory 
the benefits of full membership in the 18- 
nation grouping. 

Cocom was established in the 1950s to 
control the export of sensitive technolo- 
gies to communist countries. The US is 
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nificant sell-off, the State Bank of NSW, ha 
not suffered the extent of bad loans re 
ported by its counterparts in Victoria anc 
South Australia but it has been starved o 
capital for many years. The governmen 
wants to float the bank during 1992-93 for 
a price in excess of A$700 million, but à 
may first have to tip funds into its vaults. 

The bulk of state-government sales in 
volve infrastructure projects, and the big 
gest potential single item is in electricity 
generation. The public purse can no longei 
fund its monopoly in power supply, wate: 
treatment, road and tunnel construction. 

In a report that has been widely criti 
cised, the Industries Commission early thi: 
year said that all existing power station: 
should be sold and private developer: 
employed to build new ones. Plans are wel 
advanced to privatise several of the 
largest stations, but the total sell-off of the 
industry in a short space of time is not pos: 
sible. 

Victoria wants to attract buyers for 40% 
of its giant A$3.4 billion Loy Yang B powei 
station so that the development can be 
completed. Agents for the government are 
currently overseas looking for experienced 
operators, and are said to have receivec 
strong interest from players in Japan anc 
Britain. 

One adviser said that the Loy Yang deai 
would involve documentation “three feet 
thick." The sale is complicated by arrange- 
ments for the cost and supply of coal, con- 
tractual arrangements with users and ac- 
cess to the transmission grid. The govern- 
ment again may have to compromise in 
some areas. 

Queensland has for some time been 
toying with the sale of its Gladstone power 
station, a facility which supplies electricity 
to the neighbouring Comalco aluminium 
smelter at Boyne Island. Comalco is the 
only bidder, but it is not offering enough 
money for the state government to sell. ш 


‘Trusted partner 


Hongkong's largest supplier of high- 
technology equipment. 

"This will be quite significant for us in 
terms of the ease of trade," says Kevin 
Ho, assistant director-general of the gov- 
ernment's Trade Department. Among the 
greatest beneficiaries will be Hongkong- 
based telecommunications companies, fi- 
nancial institutions, airlines and indeed 
any big companies requiring sophisti- 
cated electronic mail networks or com- 
puter systems. 

The move by US authorities followed 
a late-July visit by a fact-finding delega- 
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INDUSTRY 


Soviet technology salesmen find slim pickings in Asta 


From Russia with love 


By Nigel Holloway in Hongkong 
he restructuring of a Soviet 
economy that weakens by the 


T day has offered foreign coun- 


tries at least one potential bonanza: 
access to some of the highest technol- 
ogy in the world at the cheapest price. 
But Asian firms have been slow to 
capitalise on this opportunity, with 
only a meagre amount of investment 
flowing to the Soviet Union from Ja- 
pan and South Korea and tiny com- 
mitments from Taiwan and Southeast 
Asia. 

There are some good reasons for 
giving the Soviet Union a wide berth. 
Politics and business are in upheaval, 
annual inflation is running at 300% 
and hard currency is almost impossi- 
ble to come by. But there are some bad 
reasons too, in the view of two Moscow- 
based computer specialists who led a sales 
mission to a technology show in 
Hongkong in early October. 

The two specialists — Victor Zakharov 
of the Institute for Computers and 
Informatics Problems and Alexander 
Sapozhnikov of the Soviet Academy of Sci- 
ences — say that in the computer field 
Southeast Asian firms seem to think that 
the only way to do business with the So- 
viet Union is to sell them hardware for 
cash. But since there is hardly any foreign 
currency to pay for it, they almost invari- 
ably go away empty-handed. 

A Singapore trading firm's two-year 





Sapozhnikov and Zakharov: hi-tech salesmen. 


joint venture with Sapozhnikov's institute 
folded in September because it rejected the 
idea of selling systems along with the com- 
puters. The two Russians admit that the 
Japanese and the South Koreans have not 
made a lot of deals either, but at least they 
are taking a longer-term view of the Soviet 
Union's potential than other East Asians. 
There are three areas of information 
technology, they say, where Asian busi- 
nesses could make a profit: 
> Selling goods and services to the Soviet 
Union. There is, for example, a dearth of 
computers; only 1.5 million in a country 
that needs perhaps 25 million. 
> Purchasing Soviet technology. The con- 
version of much of the country's defence 


industry to civilian output has made 
available "hundreds of thousands" of 
skilled computer engineers and program- 
mers for employment on new tasks. 
Computer specialists with a PhD and 10 
years' experience can be hired by foreign 
firms for the equivalent of US$40-50 a 
month. 

> Original-equipment manufactur- 
ing for export. Production of per- 
sonal-computer power supplies or vi- 
deocassettes for shipment to Europe 
is thought to be viable, because 
Soviet labour and materials are so 
cheap. 

In Sapozhnikov's view, profitable 
ventures require a skilful combination 
of these three elements. His institute 
in the Academy of Sciences started a 
joint venture with San Diego-based 
Software Products International two 
years ago to supply an office-automa- 
tion computer package to the Soviet 
Union (operating systems throughout 
the country have been converted to 
international standards in the past 
five years). 

The institute translated the pack- 
age into Russian while adding some 
features and it was sold in the country for 
roubles that could be used to pay the pro- 
grammers' wages. The software specialists 
are then employed under contract to en- 
hance and adapt the Californian firm's 
programmes for use worldwide. 

Software specialists are leaving state 
organisations such as Zakharov's institute 
for higher salaries elsewhere. So he is keen 
to find new projects with foreign firms 
which can help to pay his people enough 
to persuade them not to leave. He argues 
that the much-derided state sector still has 
the contacts that are essential to do busi- 
ness in the Soviet Union. 

His most profitable joint venture is with 
an Austrian firm called International Mi- 
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tion from several US agencies, including 
officials from the departments of state, 
commerce and treasury. The US decision 
follows similar moves by Canada earlier 
this year and Britain last year. Other 
Cocom members are expected to follow 
suit. 

Local companies had been able to im- 
port most types of advanced technologies 
already, by virtue of Britain's member- 
ship in Cocom. The difference is that US 
exporters of all but the most sensitive 
technologies will no longer have to apply 
for specific consignment licences, once the 
US Government publishes the necessary 
announcement in the Federal Register. 

Supercomputers and crime-control 
equipment will continue to be exempted. 
But a wide variety of computers and 
other advanced technology equipment 
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will be eligible for licence-free importa- 
tion. 

There had been a great deal of concern 
that a post-1997 Hongkong would be 
lumped together with China, which re- 
mains highly restricted in the types of 
equipment it may import. The collapse of 
communism in Eastern Europe and the 
Soviet Union had led to heightened 
fears that China, and by extension 
Hongkong, would become the major fo- 
cus of Cocom efforts to limit technology 
transfers. 

The US decision, however, indicates a 
considerable degree of confidence in the 
integrity of Hongkong's export control 
system. A US statement following the 
visit to Hongkong by acting under-sec- 
retary of commerce Joan McEntee made 
the new privileges conditional on "the 
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continued effectiveness of the controls." 

The statement said the granting of the 
so-called "intra-Cocom" status was open- 
ended, with no "artificial" dates — read 
1997 — for reducing cooperation or li- 
censing benefits. The message was clear, 
however, that the move could be reversed 
if the export control regime of the post- 
1997 handover Hongkong Special Ad- 
ministrative Region were to show any 
signs of becoming porous. 

The new intra-Cocom status for 
Hongkong will also strengthen the terri- 
tory's position as the leading entrepot for 
China trade. Hongkong-based firms will 
be able to re-export a far wider range of 
goods to Chinese companies or govern- 
ment agencies without obtaining a licence 
from US authorities, sometimes a lengthy 
process. m Carl Goldstein 
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crocomputers, which started by selling 
computers but quickly branched out in two 
directions: desktop publishing and an au- 
tomated banking system using credit cards. 
The latter has been used in the Ukraine 
and will involve linking up 200 personal 
computers among bank branches in the 
republic’s capital, Kiev. Zakharov thinks 
there are hundreds of local banking net- 
works that could be set up in the same 
way. 
Out of a total of four joint ventures with 
a combined annual turnover of Rbl 500 
million (US$860 million at the official ex- 
change rate), along with 12 small 
enterprises created by his institute, only 
two are Asian. One is with a Taiwan firm 
called Ripe Hitek Corp., which makes fax 
cards for Soviet computers. "We talked to 
lots of companies," says Zakharov, "But 
they were the only ones prepared to do it." 

The other is Manutec Industrial of 
Hongkong, which assembles telephones in 
Minsk in Byelorussia. The firm is planning 
to assemble 12,000 sets in the year ending 
next April, but even to make this small 
number the company concedes that it faces 
an uphill struggle overcoming transport 
and communication problems. When it 
becomes easier to convert roubles into hard 
currency, the firm's business will improve, 
says K. W. So, a director of Manutec. 

The two Soviet computer specialists say 
that Asian firms should, in theory, be par- 
ticularly adept at turning Soviet technology 
into marketable products. At the Hong- 
kong exhibition, there were three ideas 
they were keenest to sell. One was a phone- 
and fax-scrambling technology used, until 
now, by the Soviet military. Another was a 
fingerprint-identification system used by 
the police and run on personal computers. 
Sapozhnikov thought the latter could be 
used as the basis for a door-security system 
or for validating banking transactions. 

The third was a single-layer printed-cir- 
cuit board that contained the equivalent of 
six to eight layers of conventional circuits. 
These were originally used for military 
rockets; now the Soviets are hoping to put 
them into mass production for peaceful 


rposes. 

According to Zakharov, the up-front 
investment required to set up a joint ven- 
ture would be "next to zero." Labour and 
office rents are negligible. The biggest costs, 
he says, would be communications and 
management time. Asian firms must have 
the patience, he adds, to learn how the 
Soviet Union works (or does not work). 

In the view of Sapozhnikov and 
Zakharov, there is only a limited window 
of opportunity for foreign firms to tap 
Soviet brainpower on such favourable 
terms. This is probably correct, analysts 
say. Either the best deals will have been 
snapped up by somebody else, or the So- 
viet economy will have completely col- 


lapsed. 
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Price of privilege 


South Korea's Ministry of Finance (МОЕ) is starting to sound almost proud of the 
sluggish pace of financial liberalisation. Kang Man Soo, director-general of the 
International Finance Bureau, contends that financial liberalisation has been a fail- 
ure not only in Latin America but in Australia, New Zealand and the US, too. 
Although Kang maintains that Seoul remains committed to liberalisation, he leaves 
no doubt that the ministry will remain cautious in its reforms. 

Worries about the consequences of rapid liberalisation are understandable. The 
cost of the savings-and-loan crisis will be paid for by US taxpayers for years to 
come. But South Korea's MOF is in danger of mistaking non-regulation for deregu- 
lation. 

For all their protestations of trying to help manufacturers, South Korean offi- 
cials are ignoring the costs of not having a more liberal, transparent system. A trio 
of seemingly unrelated events — a case of criminal fraud, the ministry’s stock- 
market opening plan and illegal currency transactions by foreign banks — illustrate 
some of these costs. 

At the beginning of October, several con artists were arrested after they posed 
as officials from the presidential Blue House. These tricksters promised to help 33 
firms borrow Won 4 trillion (US$5.4 billion) from local banks and overseas sources 
in exchange for a cut of the proceeds. 

It is little surprise that so many firms fell for the promise of cheap money. South 
Korea is a country where the Blue House has been known to squeeze donations 
out of business, and where who you know is often more important than a credit 
appraisal in getting a loan. 

This kind of event — and this is by no means the first — will continue as long 
as preferential credit is the cornerstone of the South Korean financial system. It 
simply makes it worse that the Blue House controls, or is believed to control, 
access to cheap money. 

The illegal foreign-exchange transactions of Banque Indosuez and Manufactur- 
ers Hanover were benign variations on this theme. The banks illegally brought 
capital into the country under the cover of forex trading to take advantage of the 
huge spread between domestic and foreign interest rates. The current domestic 
interest rate of around 20% encourages banks to break the rules. 

The grudging stockmarket-opening plan, which limits foreign investment to 
10% of most listed companies, is another, more puzzling example of the Finance 
Ministry's confusion. Foreign equity investment would seem to be just what the 
doctor ordered for South Korea's highly geared companies. 

Ministry officials claim to be worried that South Korean companies would be 
taken over by foreign predators. Given the special cultural environment of South 
Korean corporations, that fear seems far-fetched. The real motivation appears to be 
an official reluctance to relax the government's grip on the economy and a strong 
chauvinist streak. 

Last year, new "policy" loans for specific purposes accounted for nearly half of 
M2 monetary growth. The government is pumping large amounts of credit into 
farming, fishing and housing sectors, largely for political reasons. The MOF does not 
seem concerned about the fact that steering credit to politically powerful groups 
and pet projects is driving up borrowing costs for other firms. 

When pressed, ministry officials fall back on the old bugbears of excessive 
liquidity and speculative investment, which they say would be the result of al- 
lowing a freer inflow of foreign funds. With annual inflation already running at 
close to 10%, the ministry can hardly be proud of the monetary job it has done 
even without substantial capital inflow. 

If the ministry was really serious about doing away with speculative activities it 
might consider outlawing aliases in financial transactions. Moreover, credit can 
also be steered away from unproductive activities through tax policies. 

Ultimately, the problem seems to be a question of power. The government has 
controlled companies through the financial system and it is afraid to give up this 
power. But it seems to be asking the South Korean economy to pay too high a cost 
for this privilege. т Mark Clifford 
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PROPERTY 


Shenzhen takes steps to curb property speculation 


Through the roof 


Зу Elizabeth Cheng in Shenzhen 


fficials in Shenzhen's Special Eco- 
() nomic Zone (SEZ) are taking steps to 

cool a frenzy of property specula- 
ion that has been fuelled by inadequate 
upply, a flood of Hongkong money, rising 
ocal incomes and lax regulations. But 
inalysts doubt that the authorities have the 
ibility to arrest real-estate inflation without 
ignificant increases in supply and curbs 
эп liquidity. 

Before the SEZ's real-estate market was 
spened to foreign investors in 1988, pro- 

prices increased by no more than 
0% annually. But in 1989-90, values rose 
ty around 70% a year, according to official 
igures. This rate has abated somewhat 
ince then: low-rise apartment blocks rose 
it a rate of 45% in the third quarter of 1991 
ompared with the same period the previ- 
us year, the authorities say. But prices are 
inown to have tripled over the past couple 
if years for illegal unrecorded transactions, 
vhich observers say are common. 

A typical residential flat centrally lo- 
ated in the SEZ sells for about HK$7,300 
US$936) a т?, more than double the price 
n 1988 but still much lower than for simi- 
ar housing in Sheung Shui on the Hong- 
‘ong side of the border. If the SEZ's prop- 
rty prices continue to be linked to those in 
he colony, values in Shenzhen are likely to 
(0 on rising rapidly. 

Rises in Hongkong real-estate prices 
ave tended to have an immediate effect 
m prices in the SEZ. Recent pre-sales in the 
olony's New Territories near the China 
order averaged HK$30,000 a т, a 50% 
acrease from just six months ago. 

Poor coordination between central and 
xal government, as well as lax supervi- 
ion, have helped to encourage property 
peculation in Shenzhen. Last year, with- 
ut Peking's consent, SEZ officials ap- 
roved the establishment of 15 foreign 
roperty-development companies, mostly 
mall firms from Hongkong. Only two 
uch companies were approved in 1989. 

Peking might cancel these approvals, 
owever, and this could damage confi- 
ence in the property market. A team of 
#7. officials went to the capital in mid-Oc- 
yber to explain their decision in the hope 
f obtaining final approval. Analysts ex- 
ect Peking to delay a decision so as to 
ebuke the SEZ for exceeding its authority. 

Shenzhen officials are scrambling to 
ake charge of the situation. Despite strict 
egulations, including a 40-100% capital- 
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gains tax and a variety of other levies on 
property transfers, investors are able to buy 
without informing the local authorities. 
Rules on pre-sales have also been ignored, 
according to Chen Kwongyin, a director of 
the Shenzhen Property Valuation Depart- 
ment. 

In addition, property mortgages are 
easy to obtain in the SEZ because, in a ris- 
ing market, banks face low risks and make 


Plans go 
astray 


The Shenzhen Special Economic Zone 
(SEZ) is no longer content with being the 
sweat shop that is tucked behind 
Hongkong’s savvy store front. The SEZ 
aspires to be part of the Hongkong 
marketing network and has a blueprint 
to attain that dream within the decade. 

Shenzhen in September decided that 
the city would have to develop its 
services at the expense of the manufac- 
turing industry, which has been the 
SFZ's engine of economic growth for the 
past decade. Shenzhen's new blueprint 
acknowledges the SEZ's declining com- 
petitiveness in labour-intensive export 
industries and recognises the need to 
head upmarket. 

Rising worker expectations and es- 
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good profits. Although buyers can pay 
back their loans over 10 years, most pay off 
the mortgage within three years. Among 
Hongkong-based banks, the Bank of East 
Asia and the Nanyang Commercial Bank 
are the most active. 

Hongkong investors are counting on 
the eventual removal of border restrictions 
between the SEZ and the colony to allow 
people and goods to move freely between 
the two. Zone officials encourage this idea, 
and they are constantly pressing Peking for 
permission to ease border restraints. In- 
vestors are also betting on their property 
values being boosted by continuing im- 
provements in communications and trans- 
port links with Hongkong, such as a light- 
railway link from the SEZ’s newly opened 
airport and the colony. 

According to Chen, Hongkong inves- 
tors have accounted for about 60% of re- 
corded property transactions in the SEZ. But 
he says many of these investors are not 
qualified under SEZ rules to own property 
because they neither work in the zone nor 
own businesses there. If this trend was al- 
lowed to continue, he complains, it could 
prove socially disruptive. 

Chen points out that the SEZ's social 
amenities were designed to meet the needs 
of 1 million inhabitants and that its provi- 
sions are already stretched. The present 
population size was meant to be achieved 
by the year 2000. 

SEZ officials are particularly concerned 
that inflation resulting from uncontrolled 
buying by Hongkong investors could be- 
come a serious problem. Although much 
of the speculation in the zone's property 
market is limited to private-sector housing, 
officials fear that it is only a matter of time 


calating business costs are already forc- 
ing the SFZ to climb the lad- . 
der. Given the SEZ's limited area of 357 
km? and a population of only 1 million, 
city planners believe the answer to the 
future lies in boosting (already fast-ex- 
panding) services. 

But big obstacles lie ahead. The new 
policy poses a direct challenge to Pe- 
king's manufacturing-oriented deve- 
lopment plans, notes Wu Chuanshao, a 
spokesman for the Shenzhen Municipal 
Economic Development Bureau. 

Wu says the biggest drawback to the 
development of a broad range of serv- 
ices are national policy restrictions 
against foreign participation in domes- 
tic trade, finance and pro deve- 
lopment, and the sEZ's inability to ap- _ 
prove foreign investment in the services _ 
sector. Shenzhen also needs the support _ 
of a sophisticated financial network and _ 
an independent legal system. shies 

m Elizabeth Cheng _ 
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... before other types of housing become in- 
-v flated in value. 
In response to these worries, the SEZ in 
September introduced measures to curb 
Property speculation. It froze approvals on 
.. new real-estate companies and new joint 

ventures with foreign parties in property 
5 development. It also implemented stricter 
_ controls on foreign buying. Also, approval 
for pre-sales has been transferred to the 
at vice-mayor’s office from the Shenzhen 
Тапа Bureau, a measure that might slow 

. down the number of new pre-sales. 
et But analysts in Hongkong are sceptical 
һа such measures can cool down the SEZ/s 
| property market given the extreme short- 

ages. The zone had planned to sell 300,000 
лт of land to property developers this year. 
. By August, however, only 30,000 n? were 

sold. Chen says problems with compensa- 
tion, zoning plans and inter-departmental 
friction were the reasons for the shortfall. 
In the residential sector, where the SEZ’s 
_ property shortage is most severe, Chen 
> points out that 12,000 public-housing 
units have been built over the past 10 
years, far short of the estimated 40,000 
units required. Many enterprises which are 
responsible for housing their employees 
‘have had to turn to the more expensive 
private sector for accommodation. Public 
housing, usually supplied to government 
‘and party workers, accounts for about 10% 
-of the residential market, totalling 1.1 mil- 
lion nv. 

In the medium term, the SEZ plans to 
build more “low-profit” commercial hous- 
ing instead of public-housing units sold at 
“subsidised rates, zone officials say. Com- 
_ mercial housing may also be sold to em- 
v. ployees of government units and domestic 
*. enterprises as long as the profit margin 

does not exceed 5%. 

Private-sector housing built by non- 

. government property companies, by con- 
trast, is sold at prevailing market prices. 

But this sector is expected to be restricted 
<= 10 30% of the residential market in the near 

; future. 

Constrained by inadequate funds, the 
SEZ is also looking to private property 
companies to help develop more low-profit 
*. commercial housing. But it will have to 
— come up with an attractive package to 
persuade these developers, who according 
to tax records are already enjoying annual 

rates of return of more than 16%. 

The sEZ's move to bolster its service 
sector will also have an impact on the sup- 
ply and demand for industrial and com- 

„i mercial office space. In 1990, the supply of 

сх factory space reached 2.6 million m? with 
ап average vacancy rate of 1%. 

5. The supply of commercial and office 

. Space totalled 700,000 m? last year. Al- 

; though vacancy rates in this sector are 

` “higher than in the industrial sector, de- 

mand could escalate as a result of the 

= zones decision to boost services. ш 
















BORROWINGS 


Indonesia scales back industrial projects 


Growth on hold 


By Adam Schwarz in Jakarta and 
Jonathan Friedland in Bangkok 


[= is going ahead with three 





major oil and gas-related projects and 

postponing indefinitely other petro- 
chemical projects in the pipeline. The 
move, which was announced on 12 Octo- 
ber by Coordinating Economy Minister 
Radius Prawiro, is primarily intended to 
relieve pressure on the country’s balance 
of payments. 

Radius also said in the announcement 
the government would set annual ceilings 
on overseas borrowing for all banks and 
businesses. Radius, who chairs the Foreign 
Commercial Debt Team (FCDT), said the 
government was obliged to slow down 
offshore borrowing because of a worsening 
current-account deficit. 

"Protecting the balance of payments is 
our first concern," Radius said later in an 
interview, "and bringing down our debt- 
servicing obligations is our second con- 
cern." A three-year investment boom has 
pushed up Indonesia's economic growth 
to more than 7% in the past two years, but 
higher imports and foreign-debt payments 
have taken their toll. 

"This decision is one of several we have 
taken to ensure that the economy does 
not overheat. The prudent economic prin- 
ciples that have guided our actions to 


FINANCE 


Japan, lender 
and leader 


Outgoing Finance Minister Ryutaro 
Hashimoto made the best of his lame- 
duck status in a brief stint as the first 
Japanese chairman of the Group of Seven 
industrialised countries. His confident 
handling of the 12-13 October session 
indicates that Hashimoto is looking for- 
ward to a return to the political spotlight 
after a suitable period in exile. 

But it also illustrates that the Japanese 
are perfectly capable of providing strong 
leadership in an important international 
arena. Officials attending the discussions, 
which preceded the IMF-World Bank 
annual meetings in Bangkok, said 
Hashimoto steered his G-7 counterparts 





date necessitated that even our succes: 
should be managed properly," Indonesia 
Finance Minister Johannes Sumarlin tok 
the REVIEW. 

The current-account deficit in the fisca 
year ended on 31 March ballooned t 
US$3.8 billion from US$1.8 billion a yea 
earlier. Economists expect the deficit to ex 
ceed US$5 billion in the current fiscal year 

Higher investment has been accompa 
nied by much higher levels of privat 
overseas debt. Bankers estimated that pri 
vate companies borrowed US$6 billion ofl 
shore in 1990 and probably that mut] 
again so far in 1991. Radius said Indone 
sia's debt-service requirements in the cur 
rent fiscal year would probably reach 359 
of exports against 27% in calendar 1990. 

The government responded to bankers 
concerns about these trends by announc 
ing in September the 10-minister FCD? 
which was given the task of setting a pri 
ority list for the US$70-80 billion of oil anc 
gas-related and infrastructure projects un 
der consideration. As of 4 September, state 
related foreign borrowings need approva 
from the FCDT. Borrowings for privat 
projects do not need government approval 
but they will be subject to an annual quota 

Economists said investments in infra 
structural improvements deserve to get toy 
priority from the FCDT, though mam 
doubted that this would happen. Thes 








skilfully towards compromise on how t 
best prop up a bankrupt and fast-dissolv 
ing Soviet Union. 

The ministers settled on a set of broac 
promises of future help and agreed te 
send their aides soon to Moscow to de 
velop a debt-relief programme, which re 
flected Japan's conservative stance going 
into the discussions. But Japan was les: 
successful in pushing its other key con 
cerns in the broader IMF Interim Com 
mittee and the joint World Bank-iMF De 
velopment Committee, in part becauss 
Hashimoto left Bangkok early to tende: 
his formal resignation in Tokyo. His de 
parture left the reserved, non-Englisl 
speaking Bank of Japan governor Yasush 
Mieno to hold the fort, a move guaran 
teed to dim the lights on Japan's positions 

Tokyo had hoped to advance discus 
sions on reform of the internationa 
monetary system and to make progres: 
on boosting IMF funding through a one 
time allocation of the Fund's Specia 
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conomists and other analysts are sceptical 
ecause many of the bigger petrochemical 
'rojects being considered are backed by 
'owerful and politically well-connected 
usinessmen and children of President 
uharto. 

Although some of these businessmen 
re also involved in the three projects that 
vill go ahead, the biggest and most visible 
f the proposed ical investments 
ауе been put on hold, a turn of events 
hat strengthens the hands of the govern- 
nent technocrats. 

The three projects that will go ahead are 
in upgrading of a government-owned oil 


oreign commercial borrowing 1 





efinery in Sumatra, an expansion of the 
iquefied natural gas complex in Bontang, 
alimantan, and a pipeline to carry gas 
rom a field off Bali Island to a power sta- 
ion in East Java. Together, the three will 
ost about US$1.5 billion. 

In his announcement, Radius said four 
»etrochemical projects will not go ahead: a 
JS$1.3 billion aromatics plant in Aceh, a 
JS$3.6 billion export-oriented oil 
n Riau, a US$2.5 billion residual catalytic 
converter plant in Central Java and a 
JS$2.4 billion olefins complex in West 


Yrawing Rights or through a broaden- 
ng of its enhanced structural adjustment 
acility (EsAF) to include a greater 
iumber of needy countries. 

The Japanese delegation seemed al- 
nost obsessively aware that their coun- 
ry alone retains the financial surpluses 
hat the rest of the world needs, leading 
lashimoto to note pointedly that 
dongside the World Bank and the Fund, 
apan had become the global lender of 
ast resort. The Japanese also pointed out 
hat a lack of global investment might 
iot be such a problem if arms spending 
vas severely curtailed. 

Perhaps the most interesting move 
aken by Japan during the meeting, 
owever, was a more philosophical one. 
Мїепо suggested to the Interim Commit- 
ee that the World Bank and the IMF 
night study the "theoretical underpin- 
aings” of how East Asian economies 
manage а good balance between private 
mntrepreneurship and government regu- 
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Java. 

Prajogo Pangestu, head of lumber giant 
Barito Pacific, had a major role in the past 
two projects, while Liem Sioe Liong, head 
of Salim Group, was involved in the oil 
refinery. Tommy Suharto, President 
Suharto's eldest son, had links to the aro- 
matics plant, and Bambang Trihatmodjo, 
the president's second son, was to have an 
equity stake in the olefins complex. 

All these projects were well along in 
assembling financing. In fact, the Japanese 
lenders to the aromatics plant had already 
made an initial disbursement to the project. 
“We'll give the money back and re-nego- 
tiate,” Radius said. 

No indication was given as to how long 
these projects would remain in limbo. 
"They will be delayed until such time as 
we can afford them, not next year, not two 
years from now," Sumarlin said. He went 
on to list four criteria that projects would 
be judged by on an annual basis: 1) their 
impact on foreign exchange reserves, 2) 
how many jobs were created, 3) whether 
they were "needed infrastructure" and 4) 
whether they contributed to "sound eco- 
nomic stability." 

That technocrats were able to suspend 
work on the biggest of the proposed petro- 
chemical projects stunned many analysts 
who had grown accustomed to watching 
Indonesia's business elite ride roughshod 
on licensing restrictions and financing 
constraints. "President Suharto studied the 
problem very carefully," Radius said. 
^What he has demonstrated is his commit- 
ment to develop the country in an orderly 
and rational way." 

Indonesia will limit foreign financing 
for private projects to US$2.6 billion for 
each of the next two years. While this 


lation and to "clarify the domain in which 
[this approach] can be successfully ap- 
plied to other areas of the globe." 

In the end, the IMF Interim Committee 
left the arcane matter of international 
monetary reform to its next session in 
April 1992. The ESAF, however, will likely 
be broadened to Tokyo's liking, while the 
Committee adopted a conservative posi- 
tion on debt forgiveness well in line with 
Japan's own. The East Asian model of 
development, with its emphasis on pru- 
dent government, investment in human 
development and a productivity enhanc- 
ing financial system, went unmentioned. 

Despite playing host to the meeting, 
Asia in general received short shrift. 
North-South tensions on how best to 
manage the environment, and South 
Asian concerns about dwindling resource 
flows, were relegated to secondary issues 
by the dramatic problems facing the So- 
viet Union and its former satellites. 

m Jonathan Friedland 
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amount is less than what has been bor- 
rowed offshore in the past two years, Ra- 


dius said it is unlikely the demand for — 


private foreign borrowing in the near fu- 
ture would exceed these limits. 

“In the past, private firms often in- 
cluded state banks in their loan syndicates 
when borrowing abroad," Radius said. 
"But from now on, if state banks are in- 
volved, the project has to have FCDT ap- 
proval, which will be hard to get. I think 
completely private syndicates will find it 
hard to raise large amounts overseas." 

It is not known whether the govern- 
ment will develop a queuing system for 
private borrowers in the international 
capital markets. 

Private companies apparently will have 
unrestricted access to offshore lenders un- 
til the US$2.6 billion limit is reached. After 
that, “we'll just have to discourage people 
from borrowing offshore," Radius said 
without explaining how. 

With claims on state banks reduced, in- 
frastructure projects, especially in power 
generation and telecommunications, 
should be able to move ahead with greater 
ease. Many of these projects are partly 
funded by concessional rate loans from 
multilateral-aid bodies, credits which do 
not need FCDT approval. 

Central Bank governor Adrianus Mooy 
said: "Given our experience last year with 
commercial borrowing, terms hardened 
quite a bit. That's why we have determined 
a ceiling on borrowing that is lower this 
year." He added: "We will be asking the 
banks to report to us. We are also carefully 
monitoring where the offshore borrowing 
is going and if they use it for projects. To 
do so, we are monitoring their net open 
positions." 

While bankers' fears of runaway-debt 
growth have been largely alleviated, some 
concerns remain. Bankers viewed with 
unease a 3 October decision by Bank In- 
donesia (BI, central bank) to supply an 
additional Rps 400 billion (US$200 million) 
in cheap credits to a clove-trading mo- 
nopoly set up earlier this year by Tommy 
Suharto. The monopoly, BPPC, is now the 
sole authorised agent to buy cloves from 
farmers and sell them to cigarette manu- 
facturers. 

In May, BI and state banks granted the 
monopoly Rps 359 billion from a low-in- 
terest loan facility. In August, Mooy said 
these funds would be the last in the current 
fiscal year for BPPC. "We have told [BPPC] 
how much we can give them this year and 
that's that,” Mooy said. 

Apparently not. Of the Rps 400 billion 
in new credits for BPPC, Rps 300 billion are 
to come from BI's subsidised liquidity- 
credit programme. In order not to exacer- 
bate inflationary pressures, Mooy said BI 
would not create additional liquidity 
credits but instead take credits away from 
existing recipients. и 
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“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President, 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature – and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 


WWE International, CH-1196 
Gland, Switzerland. 


WWE 
World Wide Fund For Nature 
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MONITOR: TAIWAN 


Shaky comeback 


aiwan's strong export results have 

confirmed predictions of an eco- 

nomic recovery in 1991. But 

prospects for long-term health are 
less clear. Private investment remains be- 
hind targeted growth amid concern about 
rising political tension, and the govern- 
ment is grappling with how to finance its 
mammoth US$300 billion infrastructure- 
development plan. 

The Council for Economic Planning and 
Development (CEPD) says its initial forecast 
of 7% GNP growth this year is attainable 
after a 14% increase in exports in the first 
nine months compared with the same pe- 
riod last year. The council had projected a 
less-than-8% rise in exports, which totalled 
US$56.4 billion through September. Im- 
ports jumped 16.4% to US$46.8 billion. 

In the first nine months, Taiwan's trade 


The China factor 


surplus widened slightly to US$9.6 billion 
from US$93 billion a year earlier despite 
an expanding trade imbalance in Japan's 
favour. The trade deficit with Japan in the 
period widened to US$6.9 billion from 
US$5.6 billion. The trade surplus with the 
US narrowed to US$5.8 billion from US$7 
billion. 

The largest trade surplus — US$7.6 
billion — was recorded with Hongkong, 
the intermediate stop for Taiwan’s trade 
with China. This growing trade, however, 
has aroused worries within the govern- 
ment that Taiwan's deepening trade rela- 
tions with China could eventually cause it 
to become too economically dependent on 
the communist regime in Peking. 
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Under pressure from businessmen, thi 
government has only grudgingly ex 
panded the list of products that can be le 
gally traded indirectly with Chinese en 
terprises. Vice-Minister of Economic Af 
fairs P. K. Chiang has repeatedly remindec 
the business sector that the governmen 
wants to keep Taiwan’s indirect Chini 
business to less than 10% of total trade. 

Some economists wonder how long thi 
recovery will continue. In August, indus 
trial production had a year-on-year in 
crease of 8.3%, but manufacturing was thi 
only major industrial sector to record ; 
gain. In addition, the government has ap 
proved measures to import 15,000 worker 
to relieve the country's labour shortage. 

Private investment, however, reverse 
a year-long declining trend in the seconc 
quarter with a 2.8% rise from a year earlie 
to NT$92.5 billion (US$3.5 billion). For the 
year, the government expects private in 
vestment to increase 3.7% to NT$516.7 bil 
lion. 

Nonetheless, the private-investmen 
forecast falls short of the government’: 
earlier target of a 5.7% increase. Economist: 
also point out that mounting friction be 
tween the ruling Kuomintang and the op 
position Democratic Progressive Party wil 
not help the government's private-invest 
ment plans. Many businessmen have spo 
ken out against the opposition party's ad 
vocacy of independence from China. 

Spending for the six-year infrastructure 
development programme, officially intro 
duced in July, will bolster the economy 
but the government wants more privat 
investment for balanced growth. Despite 
Taiwan’s healthy foreign-currency reserve: 
of about US$76 billion, government offi 
cials have also been scrutinising tax law: 
and closing loopholes to raise funds. 

Cashing in on years of property specu 
lation, the government in the third quarte: 
collected NTS44.8 billion from a land-ap 
preciation tax, a 105% year-on-year gain 
Total tax revenue in the period increasec 
21.7% to NT$192.5 billion. The governmen 
has also tried to slow speculation by in 
creasing land for commercial use. 

Meanwhile, speculative fever has easec 
on the Taiwan Stock Exchange, where Sep 
tember's share volume of NT$451.3 billior 
was surpassed by bond transactions for the 
first time. Bond transactions in the montl 
amounted to NT$460 billion. That is ex 
actly what the government wants as i! 
prepares to issue in November the firs! 
portion of bonds to fund infrastructure-de 
velopment. m Jonathan Karp 
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‘hai minister criticises 

Vorld Bank decision 

* Thai Finance Minister Suthee 
inghasaneh has bitterly attacked the 
Vorld Bank board for its failure to 
pprove a loan for the controversial Pak 
Toon Dam project in the northeast of the 
ountry. He described it as "inexplicable" 
nd, in reference to western 
nvironmentalists, said that it set a 
angerous precedent whereby "the 
;ranny of a few in other countries" 
revails over the rights of borrowing 
xember countries. 


‘aiwan company to site 

teel plant in Malaysia 

* Malacca has been chosen as the site for 
M$1 billion (US$440 million) stainless- 
teel plant to be built by an unidentified 
aiwan company. The project, which was 
nnounced by the state's chief minister, 
an Sri Abdul Rahim Tamby Chik, is 
kely to create 1,000 jobs. Further details 
re expected to be announced at a 

igning ceremony in Taiwan at the end of 
ле month. 


jouth Korea issues 
ewer building permits 

The number of construction permits 
sued by the South Korean authorities 
ropped 17.2% in September against the 
ear-earlier period, reflecting the impact 
f a government drive to cool the 
conomy's most overheated sector. 
ermits approved for residential-sector 
rojects fell 22%, with industrial and 
»mmercial approvals down 18.7% and 
2.2% respectively. The government 
nposed restrictions on new building in 
ily to ease shortages of steel, cement 
nd labour. 


jingapore raises limit on 
mported workers 

* The Singapore Government on 6 
\ctober announced а plan to allow 
yanufacturing companies to employ 
wore imported labour, up to a 

Yaximum level of 45% of their 
rorkforces. The current ceiling is 40%. 
ut under the new regulations, 
ianufacturers will pay the present 
Yonthly charge of $$300 (US$178) for 
ach foreign employee up to a 35% level 
nd $$450 for each additional worker. The 
hanges take effect on 1 January, though 
ompanies will be granted a grace period 
f six months. Fewer than a third of 
ingapore's 4,000 manufacturers are 
elieved to have foreign workforces 
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approaching or above the 35% level. The 
services sector and other industries 
heavily dependent on foreign labour 
such as ship repairing and construction 
will not be effected by the new 
regulations. 


Air India switches order 

for aircraft engines 

> Britain's Rolls-Royce may take legal 
action alleging breach of contract after 
national airline Air India in mid-October 
switched a US$150 million order for new 
aircraft engines to US rival Pratt & 
Whitney. A committee appointed by the 
Indian Government overturned an Air 
India decision made last year to buy 22 
engines and spare parts to power four 
Boeing 747-400s, with options on five 
further aircraft (see page 66). 


Singapore ready to end ban 
on Indochina investments 

> Singapore will lift its ban on 
investments in Vietnam and Cambodia 
next month when the Paris peace 
conference on Cambodia is concluded, 
Singapore's Minister of Trade and 
Industry Lee Hsien Loong announced on 
5 October. The island republic has 
maintained trading relations with Hanoi 
despite a US trade embargo. 


Jakarta bourse attracts 
criticism from legislators 

> Members of Indonesia's parliament 
have called on economic ministers to 


restore public confidence in the Jakarta 
Stock Exchange (JSE). Clara Tambunan of 


the Indonesian Democratic Party said the 
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government should urgently strengthen 
disclosure rules and monitor closely the 
activities of accountants and 
underwriters. In addition, legislators said 
publicly listed companies should be 
encouraged to increase dividend yields. 
The composite index of the JSE, which has 
been rocked by a series of scandals and 
weakened by an extended period of high 
interest rates, has plummeted to under 
250 by the middle of October from 680 in 
mid-1990. 


Japan registers record 

trade surplus for month 

> Japan's trade surplus in September 
widened nearly 42%, on a customs 
clearance basis, against the year-earlier 
period for a new monthly record of 
US$9.8 billion, according to the Ministry 
of Finance. The surplus for the six 
months to September reached US$39.9 
billion, an increase of 38% over the 
corresponding period last year. Exports in 
September rose for the 16th-consecutive 
month to US$27.6 billion, while imports 
declined for the fifth-successive month to 
US$17.9 billion. Japan's surplus with the 
US expanded in September to US$4.6 
billion. 


World Bank agency 

takes Thai stakes 

> International Finance Corp. (IFC), the 4 
World Bank's private-sector investment 
arm, is to take a 5% stake in a Thai 
commercial bank and a founding holding 
in a new leasing company. The 
corporation will pay Baht 115 million 
(US$4.5 million) for the stake in Bank of 
Asia, one of the five commercial banks 
rescued by the Thai central bank in 1985- 
86. In the second deal, iFC will take 9% of 
the equity in Krung Thai IBJ Leasing, the 
other founders of which will be Krung 
Thai Bank, the Crown Property Bureau 
and the Industrial Bank of Japan. The 
leasing company will be capitalised at 
Baht 100 million. 


Manila gives optimistic 

debt forecast 

P Philippines Finance Secretary Jesus 
Estanislao said on 15 October that he 
expected a restructuring of US$5.3 billion 
in public-sector debt to be completed by 
January 1922. Estanislao said that 
commercial bankers had reacted 
positively to Manila’s proposal to convert 
some of the debt into bonds and to buy 
back the rest. The package, if accepted, 
would in effect halve the foreign debt 
owed to commercial banks. 
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Economic indicators, selected Asian countries 
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wan New York, Tokyo gain in light trading a a a Straits bourses stage mild rallya т т 


Hongkong advance checked by Sino-US trade friction а т a Taipei plunges after opposition 


party endorses the islands independence in week ended 15 October т а а 
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14 Oct. lending 1 month! 3 months t 6 months Î 


Australia 1250 93/5 900 889% 
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SHROFF 


Beginning of the endgame 


he final phase of Hongkong 

Land's retreat from the territory 

looks to have started quietly, with 

its yet-to-be completed 326,000 ft 
commercial and retail development, Nine 
Queens Road Central, being hawked 
around potential buyers. 

Whether the intermediaries currently 
soliciting bids are acting on the company's 
behalf or on their own initiative is unclear, 
since Land's managing director, Alasdair 
Morrison, refuses to comment. But the ef- 
forts are real enough: somebody is trying 
to sell the building. 

The company has been selling non-core 
assets for more than a year — a couple of 
supermarkets to Sun Hung Kai Properties 
(SHKP) here, a shopping plaza to Joseph 
Lau there. This is a way of refining its 
portfolio to the point where only "core 
Central" remains in the bag. But Nine 
Queens Road Central is part of the core 
itself. 

This brings Land's endgame into focus. 
The problem with selling its assets is that 
they are too obviously going to be on the 
market at some stage. As a result, the share 
trades for less than HK$9 (US$1.15). Ana- 
lysts estimate the net asset value (NAV) to 
be around HK$13.10 a share. 

The Keswicks, who control Land 
through Jardine Strategic’s 33% stake, are 
unwilling to part with their assets at any- 
thing like that discount. But if the portfolio 
is not to be sold as a whole, this raises a 
conundrum. Land's hammerlock on “core 
Central" office space means the company's 
portfolio is worth more as a whole than 
the sum of its parts. But each bit of "core 
Central" sold loosens the grip. Paradoxi- 
cally, the company as a whole cannot be 
sold at its NAV, but only if it is sold as a 
whole is the NAV justified. 

Paradoxes aside, how much is Nine 
Queens Road Central worth? At HK$7,000 
a ft, it works out at around HK$2.25 bil- 
lion. If it can command rents of HK$40 a ft 
per month, that implies a yield of 6.8%, far 
in excess of rates offered on Hongkong- 
dollar bank deposits. Even at a more con- 
servative HK$35 a fa month, the building 
yields 6%. But Shroff suggests that it will 
eventually sell for much less, because Land 
is likely to cut the price for any purchaser 
friendly enough to promise not to pinch 
tenants from the rest of "core Central." 

The most fancied buyer is SHKP, which 
certainly has enough cash to pay for the 
building. Although vice-chairman 
Raymond Kwok says the company has 
been sounded out, however, it is neither 


buying nor negotiating. Nevertheless, the 
Kwok brothers are keenly aware of Land's 
difficulties, and Shroff suspects SHKP and 
Land are cooking up some other deal, with 
the sale of Nine Queens Road Central to a 
third party acting as the prelude. 

As Land's retreat from Hongkong en- 
ters its final phase, attempts to introduce it 
into other markets are accelerating. Land's 
intermediaries have been told to find the 
company some assets, preferably in Lon- 
don, and Jones Lang Wootton is under- 
stood to have come up with some propos- 
als. Morrison, however, says “our interest 
is still fairly generalised.” 


Hongkong Land 


| (HKS million) г 


I 








According to Peter Churchouse of 
Salomon Brothers, there are more attractive 
deals being offered on London commercial 
property than any seen for 25 years, But 
expanding into London raises a question: 
how many investors would buy Land to 
gain exposure to the London property 
market? m Michael Taylor 


Six months ago, the Stock Exchange of 
Thailand (SET) began to turn away listing 
applications from real-estate firms. En- 
couraged by the central bank and the Fi- 
nance Ministry, the SET decided that many 
of these companies had no track record and 
were not robust enough to ride out the 
coming real-estate glut. 

The SET was worried that these firms 
would soak up capital better left to more 
worthy industrial scrip. Further, the market 
bosses were concerned about the bad im- 
age that would result if the SET’s market 
capitalisation came to be dominated by 
speculative property counters. 

The SET may have been right in assidu- 
ously guarding the front door. But in doing 
so, it has left the back entrance wide open. 
And Shroff bets that shuffling through the 
door will be a number of the earlier re- 
jected applicants as they take over and 
transform weary companies already listed 
on the SET into proxy property counters. 
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First Pacific Land Partners (FPLP) aj 
pears to be the first off the mark. FPLP, 
joint venture of local interests and the I 
donesian-controlled property group Fir 
"acific Land, was earlier this year spurne 
by the SET when it applied to list its grov 
ing property portfolio. 

FPLP's owners then bought listed resc 
hotel Phuket Yacht Club from Singapore 
United Industrial Corp. during that cor 
pany's summer fire sale — and stuffed tl 
whole of their Baht 1.4 billion (US$55 m 
lion) worth of assets into this newly a 
quired listed company. 

The next company likely to come in ¢ 
the blind side is Univest, whose princip 
owners recently bought listed applianc 
maker Sunshine. Analysts believe the like 
course will be for Univest to pump i 
property portfolio into the company ar 
let the electronics business fade away. 

Industrial-estate developer Hemar 
Co., controlled by steel magnate Saw 
Horrungruang of Nakorn Thai Steel, 
believed to have been turned away by tl 
SET earlier this year. Brokers say that Saw 
has now taken control of Sun Tech Grou 
Co. — a money-losing tomato growe 
cum-canner in northeastern Thailand - 
which was ladled on to the market a ye 
ago. With no apparent agribusiness inte 
est, Sawat may decide to manoeuv1 
Hemaraj's property assets into Sun Tec 
and let the tomatoes wither on the vine. 

Thailand's most aggressive financ 
company, Finance One, is exhibiting all tt 
signs of a stealthy property listing, havir 
taken over Filatex, an elastic manufactun 
that has sustained major losses since i 
listing last year. Finance One is likely ! 
inject its real-estate assets into Filatex - 
after the SET several months ago refused ! 
let its property joint-venture Land Or 
proceed with its big listing plans. 

Finance One's recent takeover « 
money-losing Thananant Finance and S 
curities, which brings with it a sizeab 
land bank, also has brokers speculatin 
that Finance One will take its property a 
sets and stuff them into the Filatex shell. . 
massive rights issue to pay for the two ai 
quisitions will be the probable outcome. 

The SET seems unwilling to block any « 
these back-door property listings. If tk 
exchange cannot prevent the surreptitiot 
entry of property counters, it had bette 
prepare for the next stage of the asset mi 
nipulation game — when all these con 
panies start swapping among themselvt 
properties with questionable valuations. 

m Paul Handle 
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This is the key to one 
ofthe world's 
major telescopes. 












it unlocks the dome which 
protects the New Tech- 
nology Telescope of the 
European Southern 
Observatory, ESO. The 
facility in the Chilean 
Andes is remotely con- 
trolled from Munich. It lets 
astronomers probe the 
depths of the universe to 


study objects more than 





15 billion light years away. 





This is the key 
to the world’s finest Risk - 
Management Services. 






















Financial Managers face tw. allenges: 


managing risk and managir 





sults is the 






challenges, the key to con ro 


effective JSipplication of der e products. 


a global strategic alianié. O'Connor hos. the 
world's most sophisticated derivatives ‘expertise 
and risk management technology. Swiss Bank. 
Corporation combines these techniques. to Нег. 
its clients creative solutions and competitive. 
pricing in both traditional and customised over- 
the-counter risk and return management pro- 
ducts. If you are a Financial Manager considering . 
foreign currency options, options on interest 
rate products and debt securities or Japanese | 
and European equity derivatives, then turn. 


to Swiss Bank Corporation for the key to 





the management of your risk and returns. 


Swiss Bank Corporation 
Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 








ahr in; Bangkok, Beijing, Bogotá, Bombay (Adviser), Buenos Aires, Cairo, Col abar (Adviser), Caracas, a Dublin, Edinburgh, Es. Grand СЕ Guayaquil {Adviser}; 
on Kong, Houston, Jersey/Chonnel Islands, Johannesburg, Lima, London, Los Angeles, Luxembourg, Madrid, Melbourne, Mexico, Miami, Milan, Monte Carlo, Montevideo; 


iontre 








LM ich, ‘Nassau, New York, Osaka, Panamá, Paris, Rio de Janeiro, San Francisco, Sao Paulo, Seoul, Singapore, Stuttgart, Sydney, Taipei, Tehran, Tokyo, Toronto, Vancouver.” 








Appointments 


X. SOCIETY 


DIRECTOR 
CONTEMPORARY AFFAIRS 


The Asia Society seeks an experienced Asian affairs specialist to direct 
its Contemporary Affairs department at its New York headquarters. The 
Director has overall responsibility for the Society's national public edu- 
cation programs for adults dealing with contemporary issues in Asian 
politics, economy, society, and international relations. The Director 
develops projects including studies, international conferences and 
seminars, regional programs around the U.S., books, reports and brief- 
ings, has responsibility for fundraising, and for developing the Society's 
relationships with Americans and Asians dealing with contemporary 
issues. Activities encompass Northeast Asia, China, S.E. Asia and 
Oceania, and South and Southwest Asia. 


Qualifications: Ph.D. or equivalent professional experience in field of 
Asian studies. Broad knowledge of and experience in Asia with em- 
phasis on political or economic affairs, international relations, or modern 
history. Expertise in at least one major country or region is required. 
Advanced competence in at least one major Asian language is strongly 
preferred. Strong administrative, communications, and interpersonal 
skills, as well as experience in fundraising, are required. Substantial 
experience in public education, policy analysis, and/or institutional de- 
velopment in the U.S. is very desirable. 

Professionals in government business or journalism as well as scholar- 
ship are welcome to apply. Salary commensurate with qualifications 
and experience. Excellent benefits package. Letters of application with 
resume should be sent to: 


The Asia Society 


Box CF 
725 Park Avenue, NY, NY 10021 
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ASIAN DISASTER PREPAREDNESS CENTER 
(ADPC) 


DIRECTOR 


The Asian Institute of Technology (AIT) seeks a replacement for the incumbent 
director of the ADPC who will retire in June 1992, 
The ADPC 

The ADPC has a worldwide reputation for its work in assisting countries of the 
Asian and Pacific regions in formulating their policies and developing their capabilities 
in all aspects of disaster management, and for its catalytic role in promoting disaster 
mitigation. The Center offers a wide range of training, consultancy and information 
services. An increasing proportion of the Center's work entails direct support to national 
programs. ADPC works closely with governments, non-governmental organizations, 
bi-lateral and multi-lateral international agencies and the private sector. Itis an UNDRO 
Collaborating Center. The ADPC is a semi-autonomous unit within the framework of 
AIT — an autonomous, international institute based in Bangkok. Thailand, dedicated 
to serving the higher education needs of Asian-Pacific countries. 
The Job 

The director is responsible for conceptualizing, developing, and supervising the 
implementation of the ADPC’s wide-ranging programs and for ensuring the financial 
viability of the center. He reports directly to AIT's Vice President for Development. He 
heads a highly motivated, multi-disciplinary, international team of 15-20 staff. 
The Successful Applicant 

You are an internationalist and an achiever. Well educated, you have the vision to 
promote and lead the ADPC’s rapidly expanding operations. You have the personality 
and presence to deal with senior officials of different nationalities from many walks of 
life. You have proven leadership and management skills. Ideally, you will have 
extensive practical experience of disaster management, the Asian-Pacific region and 
development planning. 
Conditions of Service 

A competitive salary and benefits will be offered commensurate with qualifications 
and experience. The initial appointment will be fortwo years. To apply for this 
challenging position please write before 31st December 199] with full CV, 
photograph and references to The VPD, AIT, P.O. Box 2754; Bangkok 10501, Thailand. 
Fax: (66-2) 516 2126 n 





Investment Opportunities 


INVEST IN INDONESIA? 


Needjoint venture partner, Set 
up rep office, Arrange technol- 
ogy transfer, Require business 
HQ services and contacts 
while in Indonesia. P T ANA 
RATUMAS, Tel & Fax 62-21- 
5304765 P OBox 7302, JKBMI 
11073, INDONESIA. 
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Miscellaneous 






Wondering how to gua- 
rantee influence and 
success in China? Write 
today for free details on the 
Chinese Language Kit to: 
TOBUN, Felsbeg, 6146 
Grossdietwil/Switzerland. 





















AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
perfect for уои, Б 































REVIEW CLASSIFIED ADVERTISEMENTS 


Cost: US$ 64 per column centimeter 
Column Width: 
1 column 41mm 
2 columns 88 mm 
3 columns 133 mm 
4 columns 183 mm 
Column Depth: minimum 30 mm, maximum 230 mm 


Standard Units: 
1/4 (v) page (230 x 41 mm) 05$ 1472 
1/4 (h) page (120 x 88 mm) US$ 1536 
1/2 (v) page (230 x 88 mm) US$ 2944 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240 x 183 mm) US$ 6144 


* Reduces back and 
neck aches 

* Reduces eye strain 

+ Uses ro desk space KS 

+ Folds away neatly " 

+ Fixes lett or right 

* Нон -magnetic 


Grippa copy holders. Mail them to: 
Name 







Address — 1 1. Ex ES 
City & Country 


Make check payable to Telesis Investment Lid. 
SATISFACTION GUARANTEED, 


For more information please contact the classified advertisement 
manager, Far Eastern Economic Review, 4th Floor, Centre Point 
Building, 181 Gloucester Road, Hong Kong, Tel: 8328473, Fax: 
8346051. 



























LASSIFIED ADVERTISEMENTS 


THE MYER CENTRE, BRISBANE, AUSTRA 


Under Instructions From The Provisional Liquidators Messrs R.A. Barber and G.P. Kelly of 1 vice Haterh use 


-AUSTRALIAS MOST DYNAMIC 


* Anchored by Australia's leading 
retailer Myer Department Store 





S 











-CBD RETAIL INVESTMENT 


‘The Myer Centre, one of Australia's 


* Strong mix of national and 


* Restaurants, Taverns, Food Halls 








newest and largest CBD shopping 


.* Carpark (1,450 undercover bays) _ 


Tem 300 Queen Street, Brisbane. 











Tenders close 18 December, 1991. 
Contact: 













ACND10883993 McCE PWHIZ2B Ro 








Richard Ellis 
ч угш 
Riverside Centre, 


123 Eagle Street, Brisbane: 
Ph: (617) 833 9833; Fax: (817) 832 1326. 


complexes, is offered for sale by The * 8 Cinema Complex Ph: (617) 229 1577, Fax: (617) 221 1185. an arer Ban MeVay. 
Provisional Liquidators: * Underground Bus Interchange Angus Harvey Ross or Matthew Lowe. Ph. o0 2200 Fox: 810 0880. 
* Located in the heart of the Brisbane "* Current net income in excess of Hong Kong Office: 845 0640 Contact: M.O Reilly 

CBU rt d AUD$20 million per annum Contact: В. Allison Singapore Of 





.* Strong tradi 


rformance Singapore 





levels 


+ Covering almost an entire city block __ 





Office: 
Ph; 222 1333, Fax: 224 5843. Contact: J. Litte 


lice: 
Ph: 224 8181, Fax: 225 1987. 
Contact: Hsu Li Fen 


A vital Communications tool 


for China traders 


1990/91 Edition. 


TELEX & FAX 
DIRECTORY 


1990/91 
mM. 


Listed 4 ways for quick 


; ow you can have the China 
ан Telex and Fax Directory, 

the only directory of its kind 
available in the market. 


China Telex & Fax Directory is a 
vital communications tool for all 
China traders. Compiled from our 
own database, it provides the most 
comprehensive listing of up-to-date 
and accurate telex and fax numbers 
of all the significant organizations in 
China. Indexed in four ways, you'll 
find it easier and more convenient 
tO use: 


1. Alphabetical listings of 
companies and 


organizations. 
2. Geographical listings of 
names and numbers. 


3. Numerical listings of telex 
numbers. 

4. Alphabetical listings of 
telex answerbacks. 


Order your copies now 
тин NUM MEM тиш ARAM шиш кип пин A 
To: China Phone Book Co., Ltd. "1 
Please rush me copy/copies of the China Telex | 
and Fax Directory 1990/91 as indicated: 
Name: a. 
і Address: 


Price: Hong Kong - HK$175 + HK$15 
for postage 
Elsewhere — US$32 (nckuding airmail 
postage } 
і No. of copies 
C}lenclose |... : 
payment thereof (cheque payable to The 
China Phone Book Co., Ltd.) 
і [J1 prefer to charge 1. to my I 
| credit card (tick one): і 
L] Amex C] Diners 


І L] MasterCard [1 
bosse NI: 


I Sighatures © o nc o e Se 
Send this coupon and remittance to 
I China Phone Book Co., Ltd., G.P.O. Box 


11581, HK. R1024 
— шин тип uA шин тиз ина жаш мик 


vwa | 

















, returned to optical form. Electrons 
| in metal travel much slower than 





BUSINESS AFFAIRS 





RESEARCH 


AND 





INNOVATION 


New wave thinking 


early 20 years after pathfinding 

work by a Japanese scientist, US 

telecommunications giant AT&T 

is about to decide whether to in- 
corporate his discovery into its next gen- 
eration of undersea telecommunications 
cables. If it does, and if the technology 
proves successful, it will be a rare case of a 
US company boosting its bottom line on 
the back of basic research carried out at 
one of Japan’s national universities. 

In 1973, theoretical physicist Akira 
Hasegawa suggested that it should be pos- 
sible to produce “solitons” — self-sustain- 
ing waves (in this case, of light) — in an 
optical fibre. His inspiration was research 
carried out by a university colleague on 
solitons in plasma. 


The commercial significance of 


| Hasegawa's proposal lies in its application 


to long-distance telecommunication cables. 
Signals travelling down conven- 
tional cables become progressively 
fainter, necessitating their periodic 
re-shaping and re-amplification by 
expensive devices called repeaters. 
In the case of optical-fibre cables, 
pulses must be converted every 100 
km into electrical form and then be 


light in fibre. 

Solitons pumped down a spe- 
cially treated optical-fibre cable can 
travel thousands of kilometres with- 
out losing their shape. That means 
such cables can dispense with re- 
peaters, which in turn promises dra- 
matic reductions in cost (hence im- 
provements in profit). 

While this technology has been success- 


| fully demonstrated on the laboratory 


bench, AT&T has to be convinced that it will 
work under water. Hasegawa seems sure 
that it will. During the past couple of years, 
he has been giving demonstrations at the 


| technology development unit at AT&T to 
| back his view that solitons are a realistic 


approach. 

Solitons can occur naturally. Tsunami 
caused by undersea earthquakes are one 
example of solitons; the waves that surfers 
ride are another. John Russell, a 19th-cen- 


| tury Scottish shipbuilder and inventor, is 
| credited with being the first person to ob- 


serve a self-sustaining wave. One day, 
while out riding along the bank of the 
Union Canal near Edinburgh, he noticed a 
peculiar wave that did not lose its shape as 
it flowed down the canal. 

But it was not until the mid 1960s that 


Riding the crest of a soliton. 


physicists became excited about the idea of 
solitons, and it was they who came up with 
a name for the phenomenon. Bell Labora- 
tories (whose parent company is AT&T) had 
launched Telstar, the first communications 
satellite, and was anxious to know whether 
it might be damaged by radiation from the 
Earth’s magnetic field. 

Hasegawa was assigned this problem 
when he arrived at Bell Labs in 1968. While 
attempting to apply to his own task the 
work on solitons carried out by his friend 
at Nagoya University, he suddenly realised 
that lightwaves travelling in fibre could 
have similar properties. 

But Hasegawa had to wait another 10 
years for his theory to be proved right. The 
creation of suitable solitons required a la- 
ser powerful enough to generate light 
pulses of sufficient intensity and in the 
right frequency range. It was also neces- 





sary to produce a fibre thin enough to pre- 
vent the solitons from dispersing. 

In addition to their diameter, the silica 
fibres used to transmit solitons possess a 
special characteristic. They are treated with 
ions of the rare-earth element erbium. As 
the pulses of light that constitute the signal 
bounce into the erbium, the material fluo- 
resces, acting as a built-in amplifier. 

Researchers in the US, Japan and Brit- 
ain are currently putting the new transmis- 
sion systems through their paces. In par- 
ticular, Bell Laboratories is racing Nippon 
Telegraph & Telephone's (NTT) Transmis- 
sion Systems Laboratories to set new 
records for speed and distance. As of this 
July, the scorecard is 32 billion bits per sec- 
ond (Bell) and 10,000 km (NTT). 

But the combination of soliton-generat- 
ing lasers and erbium-treated fibres prom- 
ises ultimately to vault transmission ca- 
pacities far, far beyond their current limits 
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of a few thousand million items of info 
mation a second. In real terms, this coul 
eventually allow thousands if not hu 
dreds of thousands of telephone calls to t 
carried simultaneously through the san 
hair-thin fibre. For Hasegawa, the con 
mercial application of his work demo 
strates the importance of basic research | 
the corporate bottom line. 

He is particularly proud, he says, of tl 
fact that "this seemingly academic subjec 
may raise the profits of AT&T by a coup 
of billion US dollars a year. The lesson 
timely. Bell Laboratories has a record f 
innovation that is second to none. R 
searchers at the labs have won seven Nob 
prizes in physics, more than any other i 
stitution. 

Back in the first decade of this centur 
the recognition of the necessity of theory 
the understanding of otherwise inexplic 
ble phenomena was the origin 
raison d'etre for Bell Laboratories. 

Latterly, however, in the wake | 
the break-up of the Bell telephor 
system in the US, its laboratori: 
have been under pressure 
reorient their priorities to provide 
more immediate return on the i 
vestment in research. Indeed, had 
not been for the determination ar 

erance of a senior research 
at the laboratories, research с 
solitons might well have bee 
shelved several years ago. 

The freewheeling physics-basc 
approach to research practised wi 
such success by Bell Laboratori 
contrasts strongly with the mo 
conservative, engineering-driven style 
NTT. With soliton technology, for examp 
the Japanese corporation's researchers ha’ 
yet to commit themselves to a timetable f 
exploiting its commercial applications. 

“Usually, in the case of a really innov 
tive discovery,” says Hasegawa, who h 
recently returned to Japan to take up 
professorship at Osaka University, “th: 
NTT] just wait until AT&T implements 
then copy the approach.” 

NTT knows that it must change if 0 
quality of its research is to improve. С 
several occasions, the corporation h 
turned to Hasegawa for advice on геѕеаг 
policy. ^I emphasise the importance of gi 
ing independence to each scientist," ' 
says. But, though Hasegawa believes th 
NTT's research organisation is becomii 
less bureaucratic, he points out that "it s 
retains a rather rigid, top-down structure 

п Bob Johnsto: 
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wissair Customer Portrait 109: Nikolas Count Bernstorff, entrepreneur, Wotersen, Germany 








ARE DESERTS CREATED BY NATURAL FORCES OR BY MAN? DR. FAROUK EL-BAZ ENLISTS AEROSPACE TECHNOLOGY TO FIND THE ANSWER 


To investi 


Over two-thirds of the world’s surface is 
covered by oceans. One-fifth of the remaining 
land is desert. These figures are of especial interest 
to Dr. Farouk El-Baz, whose native Egypt is 96 
per cent desert. 

Dr. El-Baz attempts to redress our limited 
knowledge of deserts — of their origins, their 
expansion, their possible reclamation. His task is 

zzz] an enormous one, for even 
a single desert cannot be 
covered in one researchers 
lifetime. 

But Dr. El-Baz, a geolo- 
gist who emphasises the 
global picture, has aerospace 
technology on his side. 

Indeed, it was photo- 
graphs of the windswept 
surface of Mars that first 
prompted Dr. El-Baz to say, 
"It looks like the desert of my childhood in Egypt.” 
Poring over Sahara pictures taken from 
space, he found subtleties that the geo- 
logical maps cannot show: three distinct 
bands of colour splitting the desert into 
different zones. One of these, an earthy- 
yellow zone, was good, fertile soil, ripe for 
reclamation ~ and undetected throughout 
7,000 years of Egypt’ history. 

Again, comparing space pictures that 





THE EARTH: DESOLATE AS 
WINDSWEPT MARS 


te Earth's deserts, 
Dr. Farouk El-Baz began on Mars. 


THE ROLEX OYSTERQUARTZ DAY-DATE CHRONOMETER IN I8CT. GOLD. 


were taken at ten-year intervals, Dr. E 
Baz saw that sand dunes, like glacier: 
have predictable movements — vita 
knowledge for siting desert roads, which are ofter 
buried. 

Analysis of global weather patterns anc 
regional topography has led him to conclude 
quite simply, “Deserts are not caused by goats ea: 
ing the shrubbery. Its the lack of rain coupled witt 
wind erosion that we should be blaming. It is 
scientifically evident that desertification is more 
affected by solar cycles than by man” 

After many expeditions his understanding is 
growing. Aerospace technology is helping him 
uncover the mysteries of the past. As for the 
present, he depends on the precise technology 
of Rolex. 

In the "pde heat and the dust-storms ol 


earths most desolate regions, Dr. 
Farouk E]-Baz has found his Rolex W 


- like the desert ~ to be predictable. 
And enduring. ROLEX 


of Geneva 
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Currents Of Change. 


With over sixty years experience 
supporting commerce across six 
continents, Bank of America has the 
perspective to understand the forces 
that shape economic growth. And the 
strength to influence them. While 
others are simply responding to change, 
we're active in directing its course. 
And helping our clients make the most 


of the opportunities it creates. 


The Golden Gate Bridge, Bi 


photographed by Morley Baer. Bank of America 
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LETTERS 


Dear old PALS 

Richard Fisher’s THE 5TH COLUMN [REVIEW, 
5 Sept.] is most impressive, but caution 
must be expressed so as not to over-esti- 
mate the confidence in the success of the 
proposed Global Protection Against Lim- 
ited Strikes (G-PALS). While it is true that 
Asian nations appear to be an attractive 
strategic site to install the ground-based 
units, it has to be considered that the price 
tag of these units may be way above the 
national capability to provide the necessary 
funding of the units. Its estimated cost of 
US$20-25 billion is practically not afford- 


| able to many Asian nations, as most of 
| these nations are developing countries, un- 


like Japan or South Korea. Putting the fig- 


i ures aside, another matter of consideration, 


which Fisher failed to address, was the 
benefits of such expenditure. Is it really 


| necessary? 


It may be argued that the tracking in- 
stallations in Australia that assisted the re- 
lay of early signals of Scud missile attacks 
could be deployed to provide the "um- 
brella" for the Asian region, thus, saving 
the need to provide for such a large outlay. 

A second justification may be solicited 
on political grounds based on the domi- 
nance of the US over the ground-based 
system. This stems from the prospects of a 
host country being susceptible to US pres- 
sure and dominance. Such a perspective 
may not be imminent at present but ought 
to be considered should a future US ad- 
ministration turn out to be insensitive to 
the host country's political affairs. Inter- 
ference in domestic political affairs, par- 
ticularly when the US will have an asser- 
tive role by virtue of its commanding role 
in the establishment of the bases, will not 


| be tolerated by any sovereign Asian state. 


Clayton, Australia Y. M. SIN 





Unblinking look 
Permit me to offer congratulations on your 
perceptive examination of the Australian 
dilemma. It is almost a shock to read such 
a clear-cut, refreshing report [REVIEW, 10 
Oct.]. The trouble here is that foreign jour- 
nalists seldom take the requisite unblink- 
ing look at the Lucky Country's politico/ 
economic problems — why should they? 
In international terms, what the devil does 
it matter? And the Australian media ap- 
pears totally incapable of questioning the 
many home-grown contradictions. 
Absurdities like the Industrial Labour 
Commission have been around so long 
they are taken virtually for granted. The 
mock-legal system of wage fixing is any- 
way so complicated that few bother to un- 
derstand it. Trivialisation of news ensures 
that crucial issues like productivity are stu- 
diously ignored; though anyone vocal 
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enough to attract attention, no matter how 
paltry the issue, is assured of a ready audi- 
ence. This is particularly true if the protest- 
ers can think up some suitably televisual 
gimmick. 

Sydney, Australia RUSSELL SPURR 


Who does the laundering? 

With reference to your article on BCCI, we 
object to your closing remarks suggesting 
that non-resident accounts were set up for 
avoiding tax and capital flight purposes 
[REVIEW, 26 бері]. We, while working in 
Saudi Arabia, deposited our savings in 
BCCI London for our further studies. 
Our sole savings of over US$30,000 are 
at stake. US$100 billion are laundered 
every year, according to US Government 
figures. Only a small fraction of it was 
channelled through BCCI. The question is: 
who laundered the rest and who does il 
now? 

We do feel that the actions of the Bank 
of England were very harsh to depositors, 
employees and the government of Abu 
Dhabi. Everything seems to have been sen- 
sationalised to meet the demand of the 
newspapers and magazines. We are sur- 
prised that the events in the Soviet Union 
have not been connected with ВССІ. Eve- 
rything else seems to have been. 

Dunedin, New Zealand MR AND MRS HASHMI 





Hell or high water 

There are several inaccuracies in the 
SHROFF column regarding Maruko's bank- 
ruptcy. First, investors did not know the 
company was in trouble in July 1990 when 
the bond was issued to yield 896. It was not 
until later that inventories began to swell 
and it was not until late December that the 
bonds began to yield 50%. 

More importantly, how can one say 
there was "no guarantee from the banks, 
explicit or otherwise" while also saying 
"bonds issued by a Japanese company with 
implicit backing from a top Tokyo bank." 
Like several other cases when Japanese 
companies face financial strains in Tokyo 
(Tobishima, for example) the main bank 
normally sends personnel and increases 
loans to the company and makes state- 
ments of support. Never does the lead 
bank say that it will defend the company 
“come hell or high water" in Japan; the 
Japanese are much too vague to do this. 
The truth is that Mitsubishi Trust Bank 
performed all of the above tasks, just as 
Fuji Bank has done for Tobishima, but 
failed to impress its reconstruction plan on 
the company or convince other banks tc 
hang on. 

The important point is therefore missed. 
This is the first time (except in cases ol 
fraud) that a main bank has failed to keer 
a company afloat after it performed the 
normal tasks of the main bank in troubled 
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THE DESERT. NOT AS EMPTY AS IT LOOKS 


Wahiba Sands: 
a living laboratory. 


The word desert suggests a place utterly arid 
and sterile. In fact, deserts have complex ecosys- 
tems. Plants and trees that thrive in them could 
be used better for food, fuel, shelter and as a way 
of controlling the shifting sands. Scientists are 
agreed that, to control moving deserts, they must 
learn more about the dynamics of sand dunes. 

For these reasons, the 
Royal Geographical Soci- 
ety, in co-operation with the 
Government of Oman and 
the Sultan Qaboos Uni- 
versity, mounted an expedi- 
tion in 1986. Its members 
represented eight scientific 
disciplines, all centrally co- 
ordinated. 

The chosen site was the Wahiba Sand Sea in 
the Sultanate of Oman, the best-known example 
of a small sand sea ecosystem in the world. 

Throughout the study's four-month 
duration, the mileage covered equalled 
20 journeys around the world. 

The nomadic bedu, masters of their 
environment, shared knowledge gained 
from generations of herding camels and 
goats. By contrast, NASA supplied up- 
to-date satellite images specially taken 
for the investigating team. 





ALMOST HALF A MILLION 
MILES OVERLAND. 


The discoveries made at Wahiba Sands sur- 
passed all expectations. More than 150 different 
plants were identified. Some 16,000 invertebrates 
from 41 taxonomic groups revealed the diversity 
of life within the sands. 

“Scientific expeditions depend on cohesive 
team-work, good communications with local 
guardians, and reliable field equipment; says 
Nigel Winser, who co-ordinated the expedition. 

Of course, they needed a watch that would 
keep constant time in the widely fluctuating tem- 
peratures of the boiling days and freezing nights. 
A watch that wouldnt be affected by the sudden 
fierce dust-storms. 

And so it was only natural that the Rolex 
Explorer II, a rugged chronometer, constructed 
to withstand whatever extremes vt 
the elements can subject it to, be- d 
came an invaluable part of the ex- ROLEX 


peditions field equipment. 


of Geneva 
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situations. The bonds are not “worthless” 
as you say and there is a large possibility 
that half of the funds will be returned to 
bondholders, but this will be the first time 
that (excluding fraud) convertible bonds 
have failed to be redeemed at par. 

This has large financial repercussions 
for the Japanese financial system as invest- 
ors will no longer trust the promises of 
Japanese banks as shown in the rise in the 
yield of Tobishima bonds from 8% before 
the Maruko bankruptcy to over 20% cur- 
rently. 

Tokyo 






"TOKYO ANALYST’ 





Raising the flag 

It was a smart idea to design the stunning 
cover picture of the 17 October issue of the 
REVIEW in the image of the immortal flag 


; raising by US Marines on Iwo Jima in 1944. 


Only the last man in the queue does not 
seem to be any help; in fact he appears to 
be hindering the preceding banker. 

Bangkok RUDOLF VOLL 





| Yeltsin the terrible? 
| The Western media were falling over 


themselves (perhaps prematurely?) in ap- 
plauding Boris Yeltsin’s treatment of 
Mikhail Gorbachov in the Russian parlia- 
ment. Gorbachov came to thank Yeltsin for 
his role in helping to thwart the half-cocked 
military coup détat. To me, Yeltsin’s be- 
haviour was totally devoid of mag- 
nanimity. It also displayed a streak of gra- 
tuitous infantilism, if not uncouthness. It 
reminded me of Nikita Khrushchev’s shoe- 
banging tantrum at the UN. Furthermore, 
knowing full well that the event was being 
beamed across the world, Yeltsin 
tyranically banned communism. This 
might shed light on Yeltsin’s brand of rule, 
which could be useful to pander to the 
Russians’ delusions of grandeur conjured 
up from the medley of myths about Peter 
the Great or, perhaps, Ivan the Terrible. But 
Yeltsin’s is certainly small comfort for those 
who look to the future for greater democ- 
racy. 


London A. К. T. KEMASANG 





| Protecting privilege 


One of the reasons for the regular escala- 
tion and prolonging of the conflicts in Sri 
Lanka has been the actions of local and for- 
eign institutions who have been making 
handsome profits from the war via arms 
sales and other military related procure- 
ments. Some political parties have also 
provided them with fodder by pre- 
empting government attempts to convene 
an all-party conference on the issues. 
Accordingly, the timing of the con- 
spiracy against President Premadasa 
causes опе to suspect that it may also be 
connected with setting up the select com- 





mittee which could very well have createc 
a framework for ending the costly militar 
conflicts. 

In fact, the main reason for prolongin; 
the conflicts has been the failure to identif 
the similarity in character of the wars i 
the north and south. Attempts to solve thi 
problems have failed because they aime 
to meet the needs primarily of the angli 
cised and other privileged sections of th: 
two communities. Е. 

It is in fact this very approach that re 
sulted in the Indian troops ending up it 
Sri Lanka. They. were brought, not to re 
solve the alleged ethnic conflicts, but pri 
marily to ensure the protection of the 
privileged. 





BERNARD WIJEDORU 





People and trees 

Regarding Nicholas Tapp's letter of 2€ 
August about deforestation in Thailand 
two points must be made. Firstly, the con 
cept of placing “people before trees" is г 
contradiction in terms. Tropical forest: 
control the cycles of air, water and soil anc 
are thus essential for our very survival or 
this planet, forest and plain dwellers alike 
Development will always be a losing battle 
if we continue to destroy the watershec 
forests through our lack of appreciation ol 
this fact. 

With today's growing population pres- 
sure on the diminishing forests, the ideal 
solution of man and tree living peacefully 
together is becoming increasingly imprac- 
tical. Once people have been given permis- 
sion to farm in protected areas it is impos- 
sible and undesirable continually to police 
their boundaries and keep track of every 
tree. The only sure way of safeguarding 
the important watershed forests апа wild- 
life sanctuaries is to make sure they are 
completely undisturbed. If we are serious 
about protecting them we must be thor- 
ough and committed in taking measures to 
do so. 

Secondly, І was very surprised to see 
Tapp using the Hmong as an example of a 
people that has lived in harmony with the 
forest in northern Thailand "for centuries." 
According to his own book, The Hmong of 
Thailand, they first started to enter the 
country no earlier than the late 19th 
century and other sources show that the 
greatest surge of immigrants only arrived 
in the past 50 years in response to the 
political situation in neighbouring coun- 
tries. 

A better example would have been the 
indigenous tribes, Karen and Lua, who, 
unlike the Hmong of Thailand, live below 
the sensitive watershed areas and use a 
short cultivation/long fallow system which 
allows forests to regenerate. They indeed 
have a proven record of having lived in 
and sustained the forest for centuries. 
Thailand KATE HARDWICK 
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Mahathir puts unity first (22). 


transitional government. He has also 
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hardline rebels have turned down 
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capture as much territory as possible, bu 
Kabul forces are fighting back and 
making deals with rival field 
commanders among the rebels. Even 
after an internationally backed peace 
settlement, ethnic tensions and rebel 
rivalries could lead to the fragmentation 
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world's first 16-megabit DRAM 
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taking the No. 3 spot. But 
the closer South Korea 
gets to the front runners, 
the harder it becomes. 

2 Correspondent Mark 
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success are good. He points out that 
South Korea's electronics industry 
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PHILIPPINES 


Mercenary’s story may be bid to influence polls 








By John McBeth in Manila and 
Susumu Awanohara in Washington 


resident Corazon Aquino’s 

chances of being able to run for a 

second term in next year’s elec- 

tions — assuming she has in fact 
considered doing so — may have been 
damaged by bizarre allegations that her 
Foreign Secretary, Raul Manglapus, was 
involved in a plot to assassinate leaders of 
the Reform the Armed Forces Movement 
(RAM). 

Although the allegations do not touch 
Aquino personally suggestions that 
members of the Cojuangco family 
could have been indirectly involved 
may be embarrassing to the presi- 
dent. Still more probably the confu- 
sion caused by the plot story could 
simply force Aquino’s supporters to 
put on hold any major political 
moves. 

Unfolding like a cheap spy 
thriller, the so-called Operation Jere- 
miah features an American merce- 
nary who fought with the Contras 
in Nicaragua and the vague outlines 
of a conspiracy allegedly hatched in 
the nervous months following Ma- 
nila’s abortive December 1989 coup. 

In an ABC television interview on 
16 October and in subsequent dis- 
closures, Alabama-born Jack Terrell 
claimed he was hired to kill six key figures 
in RAM and other political opponents of 
President Corazon Aquino. Incredibly, the 
man he implicated in the plot was mild- 
mannered Foreign Secretary Raul 
Manglapus. 

Despite Manglapus’ denials, Terrell 
continues to insist that in mid-1990 Man- 
glapus gave him a downpayment of 
US$30,000 in Philippine pesos — part of an 
agreed-on figure of US$250,000 to dispose 
of RAM leaders Gregorio Honasan and 
Eduardo Kapunan. He says he pulled out 
of the conspiracy in November 1990 be- 
cause by that time the foreign secretary had 
allegedly added another 18 targets to the 
list, most of them civilians. 

“I think it's pure hogwash,” said Solici- 
tor-General Francisco Chavez. “It would be 
totally out of character for Manglapus to 
do such a thing. On a scale of violence from 
one to 10, he is below one.” Presidential 
spokesmen expressed much the same res- 
ervations in defending Aquino’s longest- 
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The plot thickens 


serving secretary, who spent most of the 
Ferdinand Marcos presidency in exile in 
the US. 

Congressman Bonifacio Gillego was 
with Manglapus in the US-based Move- 
ment for a Free Philippines during many 
of those years. He denies suggestions his 
fellow exile was involved in the so-called 
Light-a-Fire bombing and arson campaign 
in the late 1970s. According to Gillego, 
Manglapus was opposed to this more vio- 
lent approach to the anti-Marcos struggle 
and distanced himself from it. 

Terrell readily agrees Manglapus has 


Manglapus; Enrile: pursued and pursuer. 


pacifist ideals, but he says that judging 
from the copious notes the secretary took 
during the eight meetings that dealt with 
the assassination plot he was only acting 
as a messenger. In a series of conversations 
with the REVIEW, he said he was led to 
believe that President Aquino's two bro- 
thers, Pedro and Jose "Peping" Cojuangco, 
were behind the conspiracy — "I was told 
that Pedro is running this government by 
proxy." 

One school of thought among the 
sceptics is that the charges are part of a 
smear campaign against Manglapus and 
through him Aquino and the Cojuangco 
family, orchestrated by politicians who are 
still convinced she will try and seek a sec- 
ond term. Others believe it is an attempt to 
sabotage ongoing talks between the gov- 
ernment and the rebel leaders, which had 
been making so much progress in early 
October that there were predictions 
Honasan would surrender by the end of 
the month. 

Terrell's credibility comes in for mixed 
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reviews among those who know him i 
Washington, but all the same the stor 
raises more questions than it answers — 
even in a country where political intrigu 
is a way of life. While the US State De 
partment called the revelations implausi 
ble, US officials were privately puzzled a 
some aspects of the affair — as were mem 
bers of the Philippine Senate's armed se: 
vices committee, which at the urging c 
opposition Sen. Juan Ponce Enrile, is nov 
moving to investigate. 

Both Terrell and committee chairmai 
Ernesto Maceda confirmed the possibilit 
of a meeting on neutral ground ii 
Hongkong to discuss the Ameri 
can's testimony. The main focus o 
attention is a 20-minute tape Terrel 
purportedly made of the fourth o 
the sessions he had with Manglapu 
at the foreign secretary's Manil; 
home — a move which he said wa: 
aimed at protecting himself i 
Manglapus tried to make him thi 
fall guy. 

Terrell, 50, had first come int 
contact with Manglapus during : 
book-launching at Washington’: 
privately funded International Cen 
tre for Development Policy (ICDP) ir 
early 1987. Manglapus is a formei 
president of the ICDP and Terrell hac 
been hired in mid-1986 by 
Manglapus' successor, former US ambas 
sador to El Salvador Bob White. Terrel 
held his US$36,000-a-year job at the Centre 
until June 1988 when he was discontinued 
by the Centre’s founding member and ex- 
ecutive director Lindsay Mattison. 

Manglapus does not dispute he met 
with Terrell on several occasions, though 
he said it was simply to discuss US events 
and developments in the Philippines. In 
the ABC programme, he did not outrightly 
deny giving the American money. But he 
rectified that when the network went to air 
with the story. “The charge is categorically 
false,” he said. “I have not plotted to kill 
anyone. I have not paid money to anyone 
to undertake murder on my behalf.” 

What puzzled many observers, how- 
ever, is the way Manglapus then pro- 
ceeded to change his tune on the question 
of the tape, excerpts of which were carried 
by АВС. Initially he said the conversation 
never occurred and then went on to claim 
it was either an imitation or the product of 
sophisticated digital splicing. Later, he said 
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that "assuming the voice ascribed to me on 
that tape is mine," there was nothing in the 
transcript which suggests he asked for 
anyone to be killed. 

The tape itself was released in Manila 
by former National Telecommunications 
Commission chairman Jose Luis Alcuaz, 
who has been an outspoken critic of 
Aquino since she fired him in late 1989 for 
warning, correctly as it turned out, of a 
possible coup. Alcuaz met Terrell in 1986 
when the ICDP was looking into the possi- 
bility of establishing a US$1.2-million radio 
station in southern Luzon for exiled Asian 
groups from Taiwan, South Korea and 
Burma. 

Terrell initially wanted $50,000 for the 
recording, which he first played for a star- 
tled Alcuaz in a Manila hotel in early De- 
cember 1990 after the alleged plot had 
fallen through and only days before he re- 
turned to live in the US. But then he had a 
change of heart in January and handed 
over the tape to Alcuaz for free, apparently 
on the understanding that it should only 
be made public when Terrell gave the 
word. 

The American soldier-of-fortune, who 
denies he was in the US Special Forces but 
talks of his experiences as a mercenary in 
Rhodesia (now Zimbabwe), Angola, Haiti 
and even Fiji, decided to make the Philip- 
pines his base as far back as April 1987, 
maintaining a convenience apartment in an 
18-floor block on Manila's Roxas Boulevard 
at that time and later renting a house in the 
southern residential suburb of Alabang. 

In 1989, he began acting as Manila rep- 
resentative of Hosel International HK Ltd, 
an aquaculture and trading company 
which he had worked for in Hongkong 
over the previous seven to eight months. 
He says he met Manglapus' son, Raulito, 
during this period because of a mutual in- 
terest in prawn farming. But it was only 
after the December coup, when he ex- 
pressed his concern over the political situ- 
ation, that Raulito put him in touch with 
his father. 

Terrell claims that during an initial one- 
on-one meeting in January 1990, Mangla- 
pus made him his personal intelligence 
officer and put him on a salary of P10,000 
(US$370) a month, ostensibly to gather in- 
formation on the US bases panel. Over the 
next few months, the two had numerous 
sessions together, but it was not until June 
that Manglapus allegedly asked him how 
some people could be made to disappear. 

Perhaps Terrell's most interesting ad- 
mission, which he made to the REVIEW on 
22 October, is that although he spoke on 
the tape as if he had an informant in the 
RAM underground, he had nothing of the 
kind and was only trying to impress 
Manglapus. If that is the case, then even if 
the conspiracy was genuine up to a point, 
Terrell at least had no intention of seeing it 
through. m 
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Communists abandon Marx 


Exit Heng Samrin 








By Murray Hiebert in Phnom Penh 


ambodia’s ruling communist party 
— seeking to bolster its image prior 


to UN-supervised elections expected 
after the signing of a peace agreement in 
Paris — has abandoned its Marxist- 
Leninist ideology, decided to allow other 
political parties to compete for power and 
replaced its top leader. 

An extraordinary party congress, held 
in Phnom Penh on 17-18 October, adopted 
a platform which calls for the establish- 
ment of a multi-party political system and 
reiterates the party’s earlier pledge to allow 
a free-market economy. The resolution 
adopted by the congress 
declared: “The people 
have complete freedom to 
express their opinions, 
participate in meetings, 
engage in politics . . . [and] 
create . . . political parties." 

The congress of the 
Kampuchean People's 
Revolutionary Party, in- 
stalled in 1979 following a 
Vietnamese X invasion 
which ousted the Chinese- 
backed Khmer Rouge, 
elected Chea Sim, 59, for- 
merly No. 2 in the party 
hierarchy and chairman of 
the National Assembly, as 
party president. He re- 
placed Heng Samrin, the colourless party 
chief, who was named honorary president 
of the party. 

Premier Hun Sen — the regime's best 
known politician at home and abroad be- 
cause of his role in negotiating the peace 
settlement with former resistance leader 
Prince Norodom Sihanouk — was elected 
party vice-president. Observers say the re- 
forms adopted by the congress marked a 
major political comeback for Hun Sen, 41, 
the key architect of the party's liberalisa- 
tion. 

Last year, Chea Sim, until recently of- 
ten described by Cambodians as a hardline 
communist, had gained the upper hand in 
a power struggle with Hun Sen. One min- 
ister and several officials close to the pre- 
mier were arrested for trying to set up a 
new political party, while many of the new 
officials promoted in 1990 were close as- 
sociates of the new party chief. 

But as the peace process gained mo- 
mentum in recent months, diplomats say 
Chea Sim recognised that the party could 
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not survive without radical reform and 
found a compromise with the premier. 
"Hun Sen is the middleman now,” a Cam- 
bodian political analyst said. "It doesn't 
mean he holds the reins of power, but 
everyone needs him. Without Hun Sen, the 
party can't survive." 

Beyond promoting Chea Sim and Hun 
Sen, the congress announced no other pers 
sonnel changes. But Cambodian officials | 
say they expect the premier to use his in- 
creased influence in the coming months to 
attempt to oust some of the most corrupt - 
and ineffective cabinet ministers, many of _ 
whom are Chea Sim proteges, in an at- _ 
tempt to upgrade the government's image | 
prior to elections. 

Cambodian political | 
sources say they anticipate _ 
that the party will split — 
into two or three smaller j 
parties prior to the elec- 1 
tions in an attempt to en- 
sure that Phnom Penh's { 
current leadership hangs - 
on to power. The party is — 
also expected to try to | 
form an alliance with - 
former transport minister - 
Ung Phan and five other 
senior government offi- - 
cials who were arrested in _ 
May 1990 for trying to set { 
up a liberal social demo- 
cratic party. The six were — 
released shortly before the congress. 

In an emotional speech to the delegates, 
Hun Sen surprised observers by calling on 
the party to "support Sihanouk as the 
president of the country in future elec- 
tions," and not field its own candidate. “I _ 
think this is the most suitable formula to 
steer Cambodia away from a new political 
crisis," he said, alluding to the prince's | 
continued popularity in Cambodia and his 
key role in the recent peace agreement 
among the four warring factions. 

Hun Sen set the tone for the upcoming 
election campaign by warning voters that 
only his party was committed to main- 
taining people's property rights and the 
value of the Cambodian currency. This is a 
clear reference to the Khmer Rouge who 
abolished private property and money in 
the late 1970s and to non-communist leader 
Son Sann who has called for property to be 
returned to its pre-1975 owners. 

“If you don't want to be expelled from 
your present home, land, factory or new 
place of your work, if you don't want to 
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see [another] upheaval started in our 
country, you should not vote for any 
political party whose policy is aimed 
at destroying present property 
ownership,” Hun Sen told potential 
voters. 

Most observers believe the par- 
ty's decision to support Sihanouk for 
president and its pledge to defend 
present land and property owner- 
ship will prove its strongest cards in 
undercutting opposition parties in 
the upcoming elections. Phnom 
Penh's 1989 decision to grant farm- 
ers long-term tenure to their land, 
give urban dwellers titles to their 
houses, and return Buddhism to its 
former status as state religion have 
been the regime’s most popular 
policies. 

Phnom Penh will also be helped 
in the elections by the fact that its 
officials will remain in control of 
roughly 90% of the country, under 
the terms of the Paris peace accord. 
Cambodia has no earlier tradition of 
democratic elections, so many ana- 
lysts expect that people, especially in rural 
areas, will vote according to instructions 
by local leaders. 

The congress dropped the hammer and 
sickle from the emblem of the party and 
changed its name to the Cambodian Peo- 
ple’s Party, the same name the communists 
used when they took part in elections dur- 
ing Sihanouk’s rule in the 1960s. But the 
party’s new statutes retained much of the 
political organisation. 





Sihanouk and Hun Sen: belated bedfellows. 


The 17-member politburo was renamed 
the standing committee, but the structural 
hierarchy, including an organising com- 
mittee, central committee and party cells, 
was retained. Although the statutes 
pledged to establish democracy in the 
party, the delegates to the congress were 
simply asked to rubber-stamp the politbu- 
ro's decision for Chea Sim to replace Heng 
Samrin as party chief, according to sources 
close to the party. 





AUSTRALIA 


The Cambodian party has also 
sought to distance itself from Viet- 
nam, which remains unpopular 
among many Cambodians despite 
its role in ousting the brutal Khmer 
Rouge. According to Vietnamese 
sources, Phnom Penh has informed 
Hanoi that it no longer needs Viet- 
namese party advisers and instruc- 
tors, and that the massive Cambo- 
dian party school, built by Vietnam 
in the outskirts of Phnom Penh, will 
be turned into a social science insti- 
tute, if the UN’s peacekeeping forces 
are not interested in renting the 
building. 

Although Hanoi congratulated 
the Cambodian party after its con- 
gress, Vietnamese after admit pri- 
vately that they are anxious about 
its decision to abandon socialism. 
Vietnam says it invaded Cambodia 
in late 1978 to secure its borders 
following several years of Khmer 
Rouge attacks, but Hanoi had also 
hoped to build a politically reliable 
communist party which would be 
strong enough to rule Cambodia unchal- 
lenged. 

Vietnam had sought an invitation from 
Phnom Penh for Vietnamese party chief Do 
Muoi to receive a briefing prior to the con- 
gress, but the Cambodian leaders informed 
Hanoi that they “had no time.” In the 
event, Gen. Le Duc Anh, who spearheaded 
Vietnam's invasion 13 years ago and now 
ranks second in the Vietnamese party hier- 
archy, made a secret visit to Phnom Penh a 
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Shaky Liberals 


Less than six months after Australia 
seemed set for a resurgence of conserva- 
tive Liberal-National Party governments 
around the nation, the only such state 
government in power, that of New South 
Wales (NSW), is in disarray, teetering 
from crisis to crisis and unlikely to see 
out its term. 

Nick Greiner's Liberal-National coali- 
tion in Australia's biggest state, was ex- 
pected to pave the way for a new era of 
Liberalism, replacing the stranglehold the 
Australian Labor Party (ALP) has had on 
governments at state and national levels 
through the 1980s. 

Greiner went to the polls in May this 
year relying on his clean record and 
sound economic management in contrast 
to the corruption, cronyism and disas- 
trous financial mismanagement of ALP 
governments around Australia in recent 
years. The poll was the first indication 


that conservative parties have failed to 
offer a credible alternative to Labor. 

Greiner had been in office only one 
term but was delivered a chilling blow 
when state voters returned his coalition 
with a vastly reduced majority, and reli- 
ant on four independents to form a gov- 
ernment. Now, a senior minister, Terry 
Metherell, has defected to the cross 
benches, leaving Greiner with a minority 
government whose future looks tenuous 
indeed. Without the independents, 
Greiner can rely on only 48 votes in the 
99-seat Legislative Assembly. A Labor 
Party challenge in the courts to the May 
election outcome in one seat, which was 
taken narrowly by a Liberal, could well 
see the Labor and Liberal Parties with 47 
seats each. 

Moreover, Metherell accompanied his 
resignation with a blistering attack on 
Greiner's policies, many of which carry 


the hard-line economic rationalist ap- 
proach of the national Liberals. 
Metherell's attack on Liberal policies re- 
flects deepening concern among the con- 
servative forces in Australian politics that 
federal leader John Hewson's similar 
economic rationalism and his determina- 
tion to introduce a consumption tax are 
failing the Liberals when state govern- 
ments should be theirs for the asking. 
Even in Victoria, where voters are 
daily reminded of Labor mismanagement 
as a Royal Commission investigates the 
crash of several financial institutions un- 
der former Labor premier John Cain, a 
group of breakaway Liberals formed the 
Liberal Reform Movement. 
Unexpectedly, Metherell chose to re- 
sign on an environmental issue, though 
political pundits have been predicting 
that "green" power in politics has been 
declining. Metherell acted in support of a 
group of greens who had taken the state 
Forestry Commission to court and ob- 
tained a ruling to stop logging in a NSW 
forest. Greiner had sought to introduce a 
regulation to counter the court ruling. 
The inability of the Liberals to secure 
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few days before the congress opened. 

Anh was informed about the upcoming 
political changes and consulted on Phnom 
Penh's military reorganisation following 
the 70% demobilisation called for in the 
peace agreement, according to Cambodian 
sources. Anh is also understood to have 
invited Chea Sim to visit Hanoi in No- 
vember. “We don't know if we'll need Vi- 
etnam again,” one Cambodian political 
source said. "War may break out again, so 
we don't want to burn our bridges." 

Most observers view the reforms as an 
attempt by the party to ensure its survival 
in the upcoming elections, perhaps in 1993. 
“Many party leaders fear not for socialism, 
but for their personal interest," one party 
source said. “They know if they stay with 
the old party they will be swept away." 

But some observers question whether 
everyone in the 30,000-member party 
whole-heartedly endorses Hun Sen's stra- 
tegy of abandoning communism. “Some 
conservatives view the changes as tactical,” 
one source said, alluding to the fact that 
the communist party had temporarily set 
aside much of its Marxist-Leninist ideol- 
ogy to compete in elections during Siha- 
nouk's rule in the 1960s. 

In preparation for the upcoming elec- 
tions, many party officials are being shifted 
to government jobs. For example, provin- 
cial party chiefs are being named provin- 
cial governors. Many are also using their 
current privileged positions to set up busi- 
nesses or develop real estate to support 
themselves in case they suffer defeat at the 
polls. a 


grassroots support at a time when 
Labor is not only badly tainted by 
cronyism and mismanagement but torn 
by continuing leadership strife and 
record levels of unemployment, is as- 
tonishing. Former treasurer Paul 
Keating continues to work blatantly at 
undermining Prime Minister Bob 
Hawke so he can take over the leader- 
ship himself. Unemployment is now 
predicted to rise from its present 10% 
to 11% next year. 

Even if the court finds against the 
Liberals in the disputed NSW seat, 
Greiner will not be anxious to call an 
election because he would almost cer- 
tainly lose. As for state Labor leader 
Bob Carr, he is in the unusual position 
of knowing that if he forces voters to 
the polls again he might well attract a 
backlash because voters are getting 
election fatigue and are fed up with 
opportunistic politicians. Carr could, 
however, take over power if the inde- 
pendents switch their support to him, 
giving him the numbers to defeat the 
Liberals on the floor of the House. 

m Jacqueline Rees 
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HONGKONG 


Legco may veto proposals for court of appeal 


Right of rejection 


By: Stacey Mosher in Hongkong 
C ontroversy over Hongkong's plan- 





ned Court of Final Appeal (REVIEW, 

10 Oct.) is building up into a test case 
for the Legislative Council (Legco) in up- 
holding the principle of "a high degree of 
autonomy" promised to the territory in the 
Sino-British Joint Declaration. 

The issue could set an important pre- 
cedent for Hongkong people to reject ar- 
rangements for their future reached by Pe- 
king and London officials without full con- 
sultation of local views. 

After a meeting between government 
officials and several councillors, senior 
Legco member Allen Lee said that the 
council would almost cer- 
tainly veto any attempt by 
the government to pass a 
law enshrining arrange- 
ments for the court an- 
nounced by the Sino-Brit- 
ish Joint Liaison Group 
(JLG) in September. 

The local Bar Associa- 
tion and the Law Society 
have objected strongly to 
the JLG’s proposals, which 
strictly limit the number of 
overseas judges who can 
be invited to sit on the 
Court of Final Appeal. 
Overseas judges will be in- 
cluded on only one of two panels, which 
will alternately supply one judge on the 
five-man court. Lawyers say this greatly 
restricts the flexibility promised in the Sino- 
British Joint Declaration and the Basic Law, 
both of which allow judges to be invited 
from overseas “as required.” 

The chairman of the Bar Association, 
Anthony Rogers, feels that, particularly 
when the court is first set up, the presence 
of more overseas judges will lend it a 
“world league” image appropriate to its 
status as the replacement for Britain’s Privy 
Council. 

The unpopular JLG proposal provides 
an important test case for Legco as it strives 
to prove Lee's assertion that it is "not just a 
consultative body." Peking has consistently 
refused to recognise Legco as a representa- 
tive body. Chinese officials receive delega- 
tions from district boards and municipal 
councils, but accept visits from Legco 
members only as individuals or as mem- 
bers of special-interest groups. Complicat- 
ing the situation further is the recent elec- 
tion of several outspoken liberals regarded 
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Yang: allegations. 


as subversives by Peking. 

It is at this sensitive juncture that Legco 
is being handed the unprecedented oppor- 
tunity to overturn an agreement between 
Peking and London. The legal profession's 
elected representative to Legco, Simon Ip, 
feels that the British Government is un- 
fairly passing the buck to Legco after fail- 
ing to defend the territory's interests in the 
JLG. 

Ip says that Legco will now come under 
enormous pressure, similar to that when 
Hongkong was "consulted" over the Joint 
Declaration in 1984. Then, Hongkong peo- 
ple were told that they must either accept 
the Joint Declaration in its entirety, or have 
no agreement at all. 

Legislators are being 
told now that if the JLG 
agreement on the Court of 
Final Appeal is not ac- — 
cepted, Peking will not al- 
low the court to be estab- 
lished before 1997. It is 
considered desirable to set 
up the court as soon as 
possible so that it will have 
an established interna- 
tional reputation before 
Hongkong reverts to Chi- 
nese sovereignty. 

Ip believes that the 
Hongkong Government 
will soon begin mobilising 
its public-relations machinery to sell the 
model to the local media. The matter is 
complicated by apparent complicity within 
the judiciary. The Supreme Court's Deputy 
Registrar, Brian Suttill, took part in the JLG 
negotiations, and Chief Justice Sir T. L. 
Yang has accepted the proposals as work- 
able. 

The issue has served to increase friction 
between the judiciary and the legal profes- 
sion, at a time when Yang has annoyed 
lawyers by repeating allegations that lo- 
calisation of the judiciary is hampered by 
the greed of legal professionals. 

A recent Bar Association survey of sen- 
ior barristers showed that a substantial 
number of them were willing to consider a 
posting to the bench in five years’ time. 
Even more were interested in serving as 
recorders for four to six weeks a year, al- 
lowing for the use of up to five more courts 
all year round. But Yang responded that 
the judiciary had no posts open for recruit- 
ment from the bar in the near future and 
dismissed the proposed recorderships as 
being too brief to be of value. ГЫ 
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BRIEFING 


Thai party compromise 
with ruling junta 
> In a politically significant move, 
members of Thailand’s Chart Thai Party 
voted on 19 October for retired air chief 
marshal Somboon Rahong to succeed 
former prime minister Chatichai 
Choonhavan as party leader. Somboon, 
currently governor of the Airports 
Authority of Thailand, is known to have 
close links with military leaders, 
icularly air force commander Air 
Chief Marshal Kaset Rojananin. Political 
analysts saw the move as a compromise 
between the previously powerful Chart 
Thai and the military junta which 
overthrew Chatichai’s government in a 23 
coup. The party is expected to 
form an alliance with the new Samakkhi 
Tham party, identified with Kaset, which 
supports junta strongman and army 
commander Gen. Suchinda Kraprayoon to 


. be the next prime minister. 
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Taipei cracks down on 


independence activists 
> In an island-wide roundup of leading 


independence activists, police have 
arrested 10 members of the World United 
Formosans for Independence (улл). The 
US-based wuFI is considered a seditious 


.. group in Taiwan and most of those 
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arrested were WUFI officials, including its 
secretary-general from the US, Wang 
Kang-lu. Still at large is Chang Tsan-hung 
who was elected chairman of WUFI's 
Taipei chapter, and Stella Chen, head of 
the Organisation for Taiwan Nation- 
Building, another pro-independence 


group. 


China grants exit visas 

to dissidents’ families 

P China has quietly granted exit visas to 
family members of five dissidents living 
in exile in the US, including Su Xiaokang, 
co-author of the controversial television 
epic River Elegy. The activists’ relatives 
arrived in the US in September. But, at 
the same time, outspoken reporter Dai 
Qing has been denied permission by her 
work unit, the conservative Guangming 
Daily, to go to Harvard University to take 
up a prestigious journalism fellowship. 


Way cleared for Libya 

at Jakarta talks 

P Indonesia and Libya established 
diplomatic relations at the ambassadorial 
level on 17 October. Indonesian Foreign 
Minister Ali Alatas said that the opening 
of diplomatic ties would permit Libya to 
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attend the next summit meeting of the 
Non-Aligned Movement in Jakarta next 
September. Some military officials were 
said to be unhappy with the decision 
because Libya allegedly provided support 
for Islamic separatists in the Sumatran 
province of Aceh. 


Accord on repatriation 

of Vietnamese 

> The British, Hongkong and Vietnamese 
governments reached agreement on 21 
October over the repatriation of some 320 
Vietnamese, including more than 200 who 
came back to Hongkong after voluntarily 
returning to Vietnam. The Hongkong 
Government says that most of the so- 
called “double-backers” and their family 
members have been screened and 
determined to be non-refugees. Another 
30 Vietnamese have volunteered to return. 
Repatriation is not likely to take place 
before early November. Discussions are 
continuing between the three 
governments on repatriation of new 
arrivals and other non-refugees already in 
Hongkong. 


Social indicators 
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Singapore withdraws 

refugee landing rights 

> Singapore will no longer give refugees 
the right to land even if third countries 
have given guarantees to resettle them. In 
a statement on 21 October, the 
government said that this was because 
two countries, not named but understood 
to be Norway and the Netherlands, have 
not fulfilled their obligations to resettle 
within three months of landing the 148 
Vietnamese refugees now under detention 
in Singapore. As a result, Singapore 
decided not to accept 10 refugess brought 
in by a Panamanian registered ship on 15 
October. 


FAR EASTERN ECONOMIC RFVIFW 


Suharto promises 
political changes 
> President Suharto 
closed a’ three-day 
annual meeting of 
Indonesia’s ruling 
Golkar group by 
promising more 
openness in the 
political system. A 
12-point statement 
issued by Golkar 
urged an end to 
monopolistic practices, new laws to 
protect small businesses, better 
enforcement of the minimum wage and 
labour rights, and stepped-up efforts to 
develop Indonesia's outer provinces. 





Suharto. 


US eyes Malaysian 

navy dockyard 

> A senior US military commander has 
expressed interest in the possibility of US 
naval ships being repaired in Malaysia. 
After talks with Malaysian defence 
officials in Kuala Lumpur on 21 October, 
Adm. Charles Larson, commander-in- 
chief of the US Pacific Command, said he 
expressed interest in the possible use by 
the US Navy of the naval dockyard at 
Lumut, Perak state. Larson said that one 
of the navy's key losses after withdrawal 
from the Philippines will be the reduced 
availability of ship-repair facilities. The US 
military is now actively looking for 
alternatives in the regional commercial 
market. 


Decision on US nuclear 

arms in South Korea 

> The US has decided to withdraw all of 
its nuclear weapons from South Korea, 
the Washington Post reported on 19 
October. The newspaper said the move 
came after consultation with South 
Korean officials. President George Bush 
reportedly wanted to make sure that the 
decision would not be viewed as a 
reduction of the US commitment to South 
Korean security. The decision, which 
comes on the heels of Bush's 27 
September announcement that the US 
would do away with its land- and sea- 
based tactical nuclear weapons, will likely 
give new force to demands that the North 
Koreans abandon their own nuclear 
programme. The reduction plan 
announced by Bush required the removal 
of nuclear artillery shells from South 
Korea, and the latest decision means 

that nuclear bombs deployed at a US 
airbase in South Korea will be withdrawn 
as well. 
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Thanks to BP solar 


lighting, Colin’ future 


Ko 


looks considerably 


brighter. 





Cohn can reas 
by sunlight even 


atter the»sun 


has gone down. 


Colin lives in a remote African village. 

He has no light to study by at home, so after 
a full day of classes he remains at school to finish 
his homework. 

You may wonder where he gets the energy. 

Actually it comes in the form of electricity 
generated by solar modules. 

BP began distributing solar technology in 
Africa in 1981. Since then we've supplied solar- 
powered vaccine refrigerators and water pumps to 
clinics, and lighting systems to schools throughout 
the continent. 

Solar technology may never eclipse conven- 
tional power sources. But it already promises the 
children of Africa a brighter future. 

Supplying solar power to remote parts of the 
world is one of the things BP is doing today, for 


all our tomorrows. 


For all our tomorrows. 









Now the market’s really talking - 
about The Trading Service from 
Telerate. 

With its new free -format 
‘Talk’ facility,dealers can now 
converse with counterparties 
around the world. In their own 
words. 

But The Trading Service doesn’t 
just do what other foreign ex- 
change dealing systems can do. 

It does more, at substantially 
less cost. 


. The Trading 
. Service 


You Do The Deal, We Do The Rest 











When you hit the price on 
TTS, you’re dealing faster and 
more accurately than ever before. 

Because TTS’ state-of-the- 
art technology reduces trading 
time and its 100% accuracy 
eliminates error. 

From 36 financial centres 
around the world, The Trading 
Service provides liquidity in all 

major spots and crosses, with 
| prices you can trade. As well as 
combining the flexibility of con- 
versation with the assurance of 


fixed format deal completion. 


To find out more about how Telerate can support 
your foreign exchange dealing operation, call T. 
Nagai or Dane Thacker, Tokyo 5060555, Sam 
Chin or Alfred Lee, Singapore 2230136, Mike 
Williams, Hong Kong 8443668, or Andrew Mckay, 
Sydney 2675500. 
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THAILAND 1 


Peasants and priests battle army's forest plan 


The land wars 


By Paul Handley in Buriram Province — 
C lashes between soldiers and pea- 





sants and the arrest of a popular 

monk in Thailand's poor northeast 
have focused attention on a controversial 
project of the Thai army to resettle over 1.2 
million farmers living on degraded forest 
land. 

While the army says the project, begun 
six months ago, is crucial to reclaiming 
protected forest land, critics say it will only 
force the peasants to encroach on other 
forests, and that it camouflages plans to 
turn the evacuated areas into corporate 
pulp plantations. 

The early September inci- 
dents in Buriram and Nakhon 
Ratchasima provinces, also di- 
rected attention to one of the 
country's most pressing and 
difficult problems: extensive 
landlessness among poor farm- 
ers. More than 10 million Thais 
live and farm on degraded fo- 
rest reserves controlled by the 
Royal Forestry Department 
(RFD). Most have no official 
rights to the land and thus live 
in danger of eviction. 

Landless peasants are being 
held legally responsible for the 
destruction of 100 million rai (16 million 
ha) of forest reserves — almost one third of 
the national land area. The RFD wants to re- 
afforest much of this and to expand wild- 
life habitat and rebuild watersheds. It ar- 
gues that the destruction of natural water- 
sheds has already limited lowland farming 
and hydropower generation. 

The army's project, known by its Thai 
initials as Khor Chor Kor, for Project for 
Agricultural Land Distribution to Poor 
People Living in Degraded Forest, aims to 
move 250,000 families in the northeast over 
the next five years. The army also hopes to 
extend Khor Chor Kor to the rest of the 
country. The stated goal is to release the 
degraded forest areas for re-afforestation, 
by resettling the peasants on smaller hold- 
ings in other, already settled, degraded 
forest areas. But critics say part of the va- 
cated lands would be planted with euca- 
lyptus, used in pulp-making, and they 
question why small farmers should be 
evicted from government land to make 
way for corporate farmers. 

Both government and non-government 
interests agree that the linked problems of 
environmental destruction, landless farm- 
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ers and land tenure are severe. At the sim- 
plest level, Thailand's land is poorly sur- 
veyed and records are inadequate. Of the 
country's 321 million rai, roughly half is 
gazetted as protected forest under the 
management of the RFD, while the rest is in 
the hands of the private sector or under 
other government agencies. 

Of that which is not RFD-protected, only 
about 15% is fully surveyed and titled. The 
rest is covered by a range of forms and 
certificates which show occupancy, pur- 
chase, tax payment and other evidence of 
ownership. The way in which such docu- 
ments are issued has been regularly abused 
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so that conflicting records frequently exist. 

The situation in the RFD forests is even 
worse: only general surveys exist and the 
declared boundaries have not been effec- 
tive. According to research by the Thailand 
Development Research Institute (TORI), 8.7 
million people moved illegally onto forest 
land between 1960 and 1988, occupying an 
area of 55 million rai. In addition, there is a 
large amount of legal occupation in the 
forests by people who moved there before 
1960, when the government first gazetted 
protected forest land. All have varying 
forms of claim on the land, ranging from 
government recognition of their homes to 
tax receipts and official pre-titling owner- 
ship documents, to claims based on years 
of undisturbed farming. 

The situation has become so compli- 
cated, and the numbers of people so large, 
that TDRI concluded: "Given the current 
situation, there is no possible way that the 
government could . . . relocate the en- 
croaching villagers." 

Yet nearly 100 million rai of good forest 
have been denuded since 1960. The causes 
include both legal and illegal logging, as 
well as timber-cutting by farmers for 
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home building and fuel. About two thirds 
of the denuded forest land has been con- 
verted into farmland. At the same time, an 
increasing proportion of privately held 
farmland — about 34 million rai in 1988 — 
goes unplanted. 

There are several reasons. First, though 
about 60% of Thailand's 56 million people 
live on farms, there is a shortage of agri- 
cultural land available privately and the 
high cost discourages its use. For poor 
farmers, the alternative has been to acquire | 
bared forest land for nothing or at nominal 
prices from previous encroachers. Second, 
government policies over the past three 
decades have encouraged resettlement. 
Forced relocations from dam projects and 
anti-communist campaigns moved farmers 
into protected forest land. Areas that were — 
not settled by farmers came under the axe 
as a result of official logging projects. 

In 1985 the government set a target of - 
keeping 4075, or 128 million rai, of the 
country's area under forest cover. This was - 
to include 159; untouchable 
conservation forest and 25% 
economic or harvestable forest. 
These figures soon turned out 
to be unrealistic. The TDRI con- 
cluded in 1988 that only 90 
million rai, or 28% of the 
country, was still under forest 
cover. Environmentalists claim 
satellite surveys show only 18% 
still under forest cover. 

The RFD's small budget and 
staff means it is no match for 
well-organised loggers who 
easily coerce villagers, security 
officials and its own local offi- 
cials, despite the national ban | 
on logging instituted in 1989. Nor is it able 
to control the steady trickle of peasants into 
the forest. The department is also part of 
the problem: it is charged with protecting 
forests, while at the same time it is the main — 
government arm for promoting logging. 
Before the 1989 ban, the RFD granted con- 
cessions and it still has its own logging - 
operation. The department is charged with - 
developing tree crops for replanting, and 
has focused much of its efforts on non-na-- 
tive eucalyptus. 

Late last year, following a series of 
government-sponsored seminars on the 
problem, even the environmental faction 
accepted that degraded lands could not 
easily be turned back into natural forests. 
But seminar participants also opposed 
evicting the farmers and handing the land 
over to corporate replanters. Vitoon 
Peumpongsacharoen, of the Project for 
Ecological Recovery, said the only way to 
prevent further destruction is to give the 
encroachers rights to the degraded land 
they already occupy. “In reality you cannot - 
move them out. The Thai Government has 
never been successful in resettlement pro- 
grammes." 
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Sapping the soil 


Nearly two years ago, fury erupted in Chachoengsao pro- 
vince, east of Bangkok, when agribusiness conglomerate Soon 
Hua Seng was caught allegedly extending its Suan Kitti 
planned eucalyptus plantation into healthy protected forest. 
The case forced the government to put on ice a new pro- 
gramme to use eucalyptus to solve problems of land tenure 
and forest protection. But the impetus to turn most of the 
country’s degraded forest into corporate tree farms seems 
stronger than ever. 

For several years now, the Forestry ent has at- 
tempted to recover some of the 100 million rai (16 million ha) 
of degraded forest across the country with pulp plantations. 
Bamboo and acacia are both possible alternatives, but non- 
native Eucalyptus Camaldulensis is the most popular choice 
with pulp producers, who say paper demand is expected to 
grow by 10% annually for the next few years. Currently, 
US$100 million worth of pulp is imported annually. 

In Chachoengsao, the plan was for Suan Kitti to purchase 
the land claimed by encroaching farmers, and then acknow- 
ledge the department's ownership of the land by agreeing to 
pay a nominal rent for 30 years. That would reclaim ownership 
for the department and make land available for pulp planta- 





Suan Kitti agents were found to be coercing farmers to sell, 
and also encouraging them to cut healthy forest to expand the 
degraded land available. 

But opposition to eucal planting schemes is rooted in 
much more than the misdeeds of Suan Kitti and others. Envi- 
ronmentalists say ранне зуе is not re-afforestation, 
but farming, and is no different from the activities of the en- 
croaching farmers, who usually plant cassava. As well, euca- 
lyptus does not serve the of forest recovery. Animals 
avoid dense eucalyptus plantations, and other natural flora do 
not grow because of the tree’s voracious appetite for water and 
soil nutrients. This, plus the tree’s poor root structure, drains 
water resources and leaves the soil vulnerable to erosion. 

The enthusiasm of international investors for Thailand's 
eucalyptus potential suggests the government intends it as an 
important export crop. In 1990, the Thailand Development 
Research Institute (TDRI), a semi-governmental think -tank, 
counted plans for 5 million rai to be put under eucalyptus, far 
more than estimates of local pulp industry needs of about 1 
million rai, with another 1 million rai for the rayon industry. 
There are currently about 500,000 rai under eucalyptus. 

Yet cassava is already a major export crop. Since the 1970s, 
the government has encouraged forest destruction by pro- 
moting cassava to provide a livelihood for millions of landless 
farmers. As well, farmers are better off with cassava, which 
brings yearly returns — important if they do not have land 
tenure. Replacing cassava with eucalyptus, say economists, will 


tions at no cost to the government. The project fell apart after 


However, with RFD support, the army 
pushed to take the matter into its own 
hands. And despite the previous studies, 
Khor Chor Kor became a full-scale eviction 
act. In the northeast roughly 1.25 million 
people will be moved. They will be 
squeezed together with at least 2 million 
existing occupants on 5 million rai of the 
northeast's 14 million rai of denuded fo- 
rest. That leaves 9 million rai to be re- 
afforested. 

The project started off quietly, but the 
military's handling of it has sparked oppo- 
sition. In the first villages moved, armed 
soldiers threatened jail and physical vio- 
lence for resisting. The promised 15 rai per 
family and cash and food payments have 
not been fully met, and villagers who lost 
land were either partially compensated or 
not at all. In Nongran in 
Khon Kaen province, one 
village's land was gridded 
to be divided equally 
among existing resident 
families and those evicted 
from nearby. Most saw the 
size of their holdings di- 
minished and many re- 
ceived less than 10 rai. 
None have received official 
title to their land. 

Many of the newcom- 
ers found their land could 
not be planted in cassava 
and sold it off to local big 
businessmen who are 
planting sugar cane, social 
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Anand: tense relations. 


workers reported. Of those that sold, some 
left the area for urban daily-wage jobs, 
while others have moved back to their old 
lands or to other forest reserve areas. 

In Kut Bak in Sakhon Nakhon province, 
villagers earmarked for removal because 
of alleged encroachment said they had 
been there since the last century. The vil- 
lage is government-recognised with public 
schools and temples, and homes have reg- 
istration certificates and tax receipts. 

The clashes at Nongyai and Hua Nam 
Phut in Buriram, where the monk Phra 
Prajak Kutajitto was arrested, highlighted 
other aspects of the plan. The evictions 
were of villagers surrounding the area's 
finest forest and watershed, Dong Yai. De- 
spite the national ban, Dong Yai is also the 
target of well-organised commercial log- 
„ ging efforts, which villag- 
* ers say receive protection 

from government and se- 

curity authorities. 

The relocation was 
done before any farmland 
was mapped out for the 
villagers. The villagers, led 
by Prajak, claim the land 
will be turned into euca- 
lyptus forest, and that the 
commercial logging con- 
tinues. The controversy, 
including continued ha- 
rassment of the monk and 
resisting villagers, has 
drawn attention to the 
project and led many to 
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not produce significant economic benefits. 


п Paul Handley 


believe that the real object of Khor Chor 
Kor is to establish eucalyptus and bamboo 
plantations. 

Given its tense relations with the army, 
the caretaker government of Prime Minis- 
ter Anand Panyarachun has sidestepped 
the controversy. Sources say the RFD is 
distressed by the army’s handling of Khor 
Chor Kor, but cannot do anything. 

Meanwhile, alerted to the threat of 
moving by the events at Nongyai and Hua 
Nam Phut, villagers in various other areas 
are moving to boost protection of neigh- 
bouring forests and advance re-afforesta- 
tion themselves, so that the army has no 
excuse to retake the land. In Sup Phlu 
village in Nakhon Ratchasima province, 
scheduled for eviction in 1993, villagers 
have obtained free seedlings of forest 
trees from the RFD and are looking for 
funds to buy more. One village leader 
asked why the department itself had never 
attempted to organise the villagers in this 
way. 

Critics also ask why the evicted villag- 
ers are being forced to share the land of 
other small farmers. Large tracts of land 
with equal status are held by many well- 
known individuals and corporations 
within reserve forests. “Why don't they 
force the owners of golf courses in the re- 
serve forests to give up their land for these 
farmers?” says one critic. In the degraded 
forest around Khao Yai National Park, 
bordered by Nakhon Ratchasima, there are 
over 20 such developments covering 
thousands of rai. в 
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- Eviction of villagers clears way for plantation 


Broken promise 


` By Paul Handley in Nongyai, Nakom 

:. Ratchasima 

o hree years ago, army Col Sanan 

ue Maroengsith told this small village 
Of cassava farmers that if they 


; moved to allow a small reservoir to be 


built, their village would be made legal, 


.. despite its existence well inside degraded 


| forest reserves. That would have brought 


|; them government schools, health care, po- 


litical representation and maybe even utili- 
Чез. 

Now, the reservoir almost completed, 
7 Бапап is overseeing the removal of the vil- 
‚ olage’s 300 housholds several kilometres 
away to Ban Srathakien. Land there is be- 
ing confiscated from its existing residents 
_. to give to the Nongyai newcomers, spark- 
_ ing protests and arrests last month. 

|... The controversy highlighted the contra- 
dictions and duplicity of government 
< policy and the crude, pitiless army han- 


_ dling of its own resettlement programme, 


launched six months ago in the northeast. 
Dozens of poor villages surrounding the 
Dong Yai forest reserve, 40 km from the 
_ Cambodian border, have been brought into 


_ the conflict in one way or another. 


|. The eviction of the people of Nongyai 
reflects what has been happening to two 
' dozen villages surrounding the forest. The 
_ farmers had been encouraged since the 
_ 19705 to plant cassava as an export crop. 


ı But in the mid-1980s that decision was re- 


.. versed and they were induced to plant eu- 
г calyptus, a fast-growing tree used for pulp. 
5 Without financing or permanent title to 
_ their lands — important with eucalyptus, 
_ Which can only be harvested after five 
years — the farmers in the area resisted. 
` Increasingly, eviction became the threat if 
‚ they did not plant eucalyptus. 
: In 1988, a conservationist monk, Phra 
`: Prajak Kutajitto, set up a small monastery 
in Dong Yai, near to Hua Nam Phut vil- 
; lage on the other side of the forest from 
< Nongyai. Prajak helped to organise a con- 
. servation association with leaders of the 
< nearby villages. Villagers recount nume- 
-rous instances of catching commercial log- 
gers at work in the forest. 
| Beginning in 1988, the group began to 
fight what they saw was cooperation be- 
| tween the illegal loggers and the eucalyp- 
_ tus. plan. In a series of incidents several 
_ Royal Forestry Department-supported eu- 
< calyptus seedling and sapling operations 
. were wrecked. Retaliation сате іа the form 
_ of official and unofficial threats, and 
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anonymous gunfire and even mortar shell- 
ing of villages and the temple. 

Official harassment grew late last year 
and finally on 7 April this year, Prajak and 
several others from the conservation group 
were arrested on charges of forest en- 
croachment. They were later freed on bail. 

The tension grew, and in mid-August 
the conservation group took some illegal 
loggers to the police. The police freed the 
loggers, and in reaction, after a few days, 
hundreds of armed soldiers moved in to 
evacuate Nongyai and Hua Nam Phut, and 
those in Prajak’s temple. Army tractors 
crushed hundreds of hectares of cassava in 
Srathakien to make way for the villagers 
from Nongyai. 

On 5 September, Prajak led a hundred 
or so Hua Nam Phut villagers towards 
Nongyai to provide moral support, but 
they were blocked by armed soldiers and 


| police, and a small scuffle broke out, A 








dozen villagers were arrested, as was 
Prajak later in the day. That night, a grout 
from Ban Suksamran, a village closely 
linked with the organised illegal logging 
was escorted by armed men in police anc 
army uniforms to smash up Prajak's tem- 
ple. They left after monks summoned loca! 
villagers to help. 

Not until the evictions began, did the 
army realise they did not have enough 
land to go around, and according to villag- 
ers, they simply eliminated at least 31 fami- 
lies from the resettlement list. 

The army has plans to take more land 
from Srathakien to make farms for the 
Nongyai people. 

But army maps show far less thàn the 
2.3 ha per family promised. Meanwhile, 
bulldozers are already crushing the old 
Nongyai fields, three to four months before 
they could be harvested, and evicted vil- 
lagers have been given food for less than 
two months subsistence. 

On the other side of Dong Yai forest, 
villagers in Hua Nam Phut are being al- 
lowed to finish out the crop year. But their 
homes have been moved 10 km away. At 
the new site, no farmland has been 
mapped for them. " 





INDONESIA 


West criticised for inactivity on forest fires 


Hazed and confused 


By Adam Schwarz in Jakarta 

orest fires raging across Indonesia 
К have caused transportation snafus 

and health problems in Indonesia, 
Singapore and Malaysia and environmen- 
talists fear great tracts of rainforest may be 
destroyed. The fires have put a slight strain 
on Indonesia’s relations with its neigh- 
bours and Western trading partners. 

Haze billowing from hundreds, per- 
haps thousands, of fires in Kalimantan, 
Sumatra and Java has closed a handful of 
Indonesian airports, made several large 
rivers unnavigable, and irritated eyes and 
lungs in northern Indonesia and along the 
Malay peninsula. The haze forced Japanese 
Emperor Akihito to cancel a planned visit 
to Ipoh in northern Malaysia near the end 
of September. 

Information on the extent of the dam- 
age is scarce. Estimates of the area likely to 
be lost to, or damaged by, fire range from 
50,000 ha to 500,000 ha, though many non- 
government forestry experts believe the 
latter number is more credible. 

The ultimate breadth of the loss will 
depend on when the rains arrive in force. 
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Reasonably heavy rains were recorded in 
Kalimantan for several days starting from 
16 October and, if these continue, environ- 
mentalists will rest easier. 

Forest fires are not uncommon at this 
time of year. Farmers have harvested their 
dry-season crops and are clearing land for 
planting. The most common method is to 
burn off scrub and brush growth. In some 
provinces, large areas are also being 
cleared for plantations and tree estates. 
Many of these fires, helped by a particu- 
larly long dry season, have spread to 
nearby forested areas and are burning out 
of control. 

Although some large fires have been 
burning since August, there was little 
public discussion of the problem until the 
middle of this month. At the 7 October 
opening of the Asean Economic Ministers 
meeting in Kuala Lumpur, however, 
Malaysian Prime Minister Datuk Seri 
Mahathir Mohamad put the issue squarely 
on the front page by sharply criticising 
Western countries for not helping put out 
the fires. This inaction, Mahathir said, was 
in sharp contrast to Western campaigns 
against logging in Indonesia and Malaysia. 
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Indonesian officials were quick to adopt 
the same line. “The Western nations did 
nothing when more than 3 million ha of 
our forests in east Kalimantan were de- 
stroyed by fire in 1983,” Indonesia’s Fo- 
restry Minister Hasjrel Harahap said on 10 
October. 

In Bangkok during this month’s World 
Bank meeting, Malaysian Finance Minister 
Anwar Ibrahim Anwar said, in response to 
a REVIEW question:”The World Bank has 
not responded to requests for help on 
the Kalimantan fire.” But Attila 
Karaosmanoglu, until recently the bank's 
vice-president for the Asian region, said no 
requests for funds or technical help had 
been received, nor had the matter been 
brought up during meetings with officials 
in Bangkok. 

“1 don't understand the complaint of 
the Malaysians and Indonesians about 
this," said Karaosmanoglu. He noted that 
the bank could provide quick-disbursing 
emergency aid such as the US$150 million 
for earthquake relief in the Philippines, or 
long-term relief such as the US$300 million 
provided to China to re-afforest areas in 
Heilongjiang province devastated by huge 
fires in 1989. 

However, while Western 
officials ^ also ^ privately 
rejected the "hypocrisy" 
charges, the US, Canada, 
Britain, France and Australia 
quickly offered to provide 
Indonesia with portable 
fire-fighting equipment, wa- 
ter-carrying aircraft, satellite 
photography and technical 
advisers. 

Embassy officials and pri- 
vate forestry experts do not 
expect much from the inter- 
national aid effort. It will take 
three to four weeks at a mini- 
mum to mobilise interna- 
tional aid, they say, by which 
time expected heavy rains should have ex- 
tinguished the worst fires. 

"Once you let fires burn for a couple of 
months, there is nothing anyone can do 
except wait for the rains to come anyway," 
said one expert. 

Western and multilateral aid officials 
say they would have been willing to help 
sooner had they been asked. One official 
said unsolicited offers of help to fight fires 
might have been misconstrued as interfer- 
ence in Indonesian affairs. 

Some commentators in Malaysia and 
Indonesia found Western explanations 
wanting. One Malaysian columnist com- 
pared Western inactivity to seeing a neigh- 
bour's house on fire but reserving help 
until being asked. 

From what little is known of the situa- 
tion in Kalimantan and Sumatra, it appears 
that fires have not significantly affected In- 
donesia's remaining tracts of primary rain- 


forest. “There is enough humidity and 
moisture in virgin rainforest to make it al- 
most fire-proof," one consultant said. 

Rather, secondary forest and heavily 
logged -over areas seem to be the worst 
hit. Indonesia has total forests of about 100 
million ha, the world's second-largest after 
Brazil. About one third is being logged by 
forest concessionaires and another third is 
slated for conversion to agricultural uses. 

The government has strict rules for log- 
ging which are intended to limit damage 
to concession areas. But many forestry ex- 
perts say the government's rules are 
weakly enforced. As forests are thinned 
out, debris accumulates on the forest floor 
and the forest becomes more susceptible to 
fire. As an example, forestry experts say, 
the heavily disturbed areas along east 
Kalimantan's coast are especially prone to 
fire. 

A thornier problem for the government 
is posed by spontaneous migration into 
areas opened up by logging firms. Using 
roads built by loggers, migrants settle in- 
side forest concession areas and clear land 
for cultivation. These people are said to be 
a chief cause of forest fires. Coal seams and 
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dried-out peat deposits, which are plenti- 
ful in Kalimantan, make the fires harder to 
put out. 

Indonesian environmentalists and other 
observers have criticised the government 
for paying only scant attention to forest 
fires. Indonesia has only two fire-fighting 
aircraft at its disposal, one Forestry Minis- 
try official admitted in early October. Ef- 
fective fire-fighting requires the govern- 
ment to have the proper resources in place 
when fires start, not weeks or months later, 
said environmentalists. 

Other commentators have taken the 
government to task for suppressing in- 
formation on fires. In an editorial on 14 
October, the Indonesian Observer newspa- 
per attacked the government for treating 
forest fires as "state secrets," adding that 
"those in power have to stop considering 
the nation's forests as their private busi- 
ness." 2 
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Lee's culture call 
sparks speculation 


Chinese 


remedy 


By N. Balakrishnan 
Е ormer Singapore prime minister Le 





Kuan Yew is assuming a higher po 

litical profile again, making majo: 
policy suggestions and speeches, afte: 
staying off centre-stage for most of the firs 
year in office of his successor, Goh Chol 
Tong. 

Some observers suggest that, with the 
weakening of Goh's influence after hi: 
election disappointment in August, Lee': 
higher profile may be here to stay. 

Lee, now a senior minister, has used the 
schism between the English-educatec 
Chinese and Chinese-educated Chinest 
that dominated Singapore's politics in the 
1950s and 1960s to make his first majo: 
policy suggestion for nearly a year on 1: 
October. 

The remedy he seems to be preaching 
to revive the fortunes of the ruling Peo 
ple's Action Party (PAP), of which he is stil 
the secretary-general, is a greater emphasi: 
on Chinese culture and language. Ironi- 
cally, it was Lee who in the 1960s and 1970: 
led the battle against Chinese chauvinism 
embodied in the many Chinese educationa 
establishments set ир in colonial Singa: 
pore. 

The fact that Lee's suggestion and th« 
subsequent discussion came when Got 
was attending the Commonwealth leaders 
conference in Zimbabwe, was seen as sig 
nificant. 

English holds unchallenged dominance 
in government, commerce and schools ir 
Singapore. Chinese or one other local lan- 
guage is taught as a second language. Bui 
since the dominance of English dates from 
only the 1970s, a number of olde: 
Singaporeans are fluent only in Chinese. 

Lee and many others in the PAP hierar- 
chy have attributed the loss of votes suf- 
fered by the PAP in the August elections — 
when popular votes cast for it fell to 61% 
compared with 63.2% in 1988, 64.8% ir 
1984 and in 77.7% in 1980 — to the neglec! 
of the Chinese-educated majority. 

The Chinese speakers are also, gener 
ally, the less well-off sections of society — 
getting a good job with the government о! 
in the private sector is easier with an Eng. 
lish-language qualification. At a rally on 12 
October, Lee said that “those who are Chi- 
nese educated, even those who have learnt 
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English . . . feel deep down in their hearts 
that they have been sidelined, that they 
would have done better if they had learnt 
English first.” 

Lee has spoken many times in the past 
few years on whether he might have gone 
overboard in promoting English for eco- 
nomic reasons, and suggested that the con- 
sequences of that promotion has been the 
dilution of Confucian values among, Sin- 
gapore Chinese. 

Campaigns are now being held praising 
the glories of Confucianism and a statue of 
Confucius has been erected in one of the 
parks. And the election as opposition MPs 
in August of two graduates of Singapore's 
Nanyang University — until its 1981 clo- 
sure the only Chinese-language university 
in Southeast Asia — has prompted Lee and 
other PAP leaders to say that the party has 
lost the "Chinese ground [grassroots]" to 
the opposition. The Nanyang graduates 
campaigned on bread and butter issues 
and in Chinese dialects. 

But Lee's initial response to Chinese 
community pleas to promote Chinese cul- 
ture further was not well received. He had 
offered Chinese clan associations a chance 
to run six to 10 primary schools using any 
curriculum they liked but with govern- 
ment financial support. 

Knowing full well that parents would 
not want to send their children to schools 
seen as teaching old values rather than 
preparing them for the future, the clans 
turned down the offer, preferring to act in 
an advisory capacity to help the Ministry 
of Education promote Chinese culture in 
its schools. 

No doubt the clans remembered the 
lessons of the past when parents withdrew 
their children from Chinese medium 
schools because graduates of such schools 
had great difficulty finding jobs. Despite 
his change of rhetoric, Lee finds it hard to 
shake off his reputation as a champion of 
the English educated. 

In today's Singapore, where the 
younger generation is more comfortable in 
English than Chinese and where 86% of 
the population lives in carefully arranged 
multi-racial neighbourhoods, it is doubtful 
. whether electoral fortunes can be built by 
championing the Chinese educated. 

But Lee has also held out the threat to 
Chinese dominance if the community 
_ should split along linguistic lines. He said: 
“If the Chinese educated and English edu- 
cated [Chinese] were at loggerheads, citi- 
zens educated in Malay would provide the 
decisive votes. And I say once that hap- 
pens, Malays go their way, Chinese go 
their way.” 

What course future PAP policies will 
take is difficult to predict at this stage but it 
is clear that one unanticipated consequence 
of the elections has been the revival of lin- 
guistic and ethnic issues and the looming 
re-emergence of Lee. » 


MALAYSIA 


Umno elections put off for a year 


Contest on hold 


By | Michael Vatikiotis in Kuala Lumpur 


he decision to postpone United 
н Malay Nationalist Organisation 
(Umno) divisional elections in all ar- 
eas of Malaysia except Sabah until 1993 has 
been projected as a measure to strengthen 
the party. But the move also betrays con- 
cern about the heated competition for pre- 
dominance among the three party vice- 
presidents with aspirations for the even- 
tual leadership of the party and the post of 
prime minister. 

Announcing the decision at an Umno 
Supreme Council meeting on 12 October, 
Prime Minister Datuk Seri Mahathir 
Mohamad said he had decided on the 
move to pre-empt politicking in the run- 
up to Umno Supreme 
Council elections in 1993. 
He also spoke of the need 
to prevent Umno members 
from pursuing individual 
gains and neglecting party 
interests. 

Umno divisional elec- 
tions were scheduled to be 
held in 1992. Now, accord- 
ing to Minister of Informa- 
tion Datuk Mohamed 
Rahmat, who is also Umno 
secretary-general, the stag- 
gered pattern will be re- 
aligned to allow the party 
“a period of calm.” 

Political analysts point 
out that with the threat to Umno posed by 
the opposition at the last general election 
now all but overcome, the in-fighting and 
individual interests Mahathir is seeking to 
quell may refer to escalating competition 
between the vice-presidents. “Of course 
there is opposition to Umno from outside,” 
says Rahmat, “the more dangerous prob- 
lem is from within.” 

Following their election as Umno vice- 
presidents in December last year, the three 
— Datuk Seri Anwar Ibrahim, Datuk 
Abdullah Badawi and Datuk Seri Sanusi 
Junid — were advised to close ranks and 
work together for the good of the party. 
Mahathir himself is believed to have fa- 
voured Anwar. But Umno delegates de- 
nied Anwar a clear field by electing Sanusi 
and Badawi, other contenders for power. 

In March this year, two of the vice-presi- 
dents were given new cabinet portfolios, 
Anwar moved from the Education Minis- 
try to become finance minister, while 
Badawi returned to the cabinet as foreign 
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minister. Outside their ministerial duties, 
all three have been noticeably active at the 
Umno branch and divisional levels, ana- 
lysts say. Both Anwar and Badawi have 
made good use of their new positions to 
enhance their national profiles. But the de- 
gree of cooperation between them has been 
less evident. 

When on 6 October Anwar delivered a 
strong blast against the wasteful and cor- 
rupt habits of government agencies — even 
vowing to resign if he did not receive 
backing from other Umno members — few 
missed the barbs aimed at his political ri- 
vals. One government agency which re- 
cently came under scrutiny on Anwar's 
recommendation was the Bank Pertanian 
or Farmers Bank, controlled by Sanusi. 

Rahmat denies that the 
postponement of divi- 
sional elections is directly 
linked to the machinations 
of the three Umno vice- 
presidents, but rather by 
their supporters on the 
ground. “We want to re- 
duce politicking at all le- 
vels," he said, "people 
want to talk about succes- 
sion too early." By post- 
poning the process, a clear 
picture of the balance of 
power within Umno will 
only emerge shortly before 
the assembly in 1993. 

Much stress has been 
laid on the influence of Umno's 1.7 million 
grass-roots membership on the selection of 
the party leadership, but analysts point out 
that manipulation of the grass roots is pos- 
sible through the extensive use of patron- 
age. "People are made at the top and sent 
down to the grass roots for approval," said 
one political analyst. 

In an attempt to limit what some regard 
as the ease with which delegates can be 
bought, measures will be taken at the 
forthcoming Umno general assembly meet- 
ing in early November to ensure that divi- 
sion-level preferences are given more 
weight in Umno Supreme Council elec- 
tions. Initially the measures will apply only 
to the election of the president and deputy- 
president. 

The advantage of these changes for 
Mahathir is that the battle for supremacy 
in the second echelon will now be con- 
strained by the removal of opportunities 
for the three contenders or their supporters 
to exercise their powers of patronage. m 
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Keeping cool on trade 


sean economic ministers agreed 

on 8 October to conclude a basic 

agreement under which all mem- 

bers are to aim at setting up an 
Asean Free Trade Area (AFTA) and to hold 
an East Asia Economic Caucus (EAEC). 
EAEC, a substitute for the Malaysia-pro- 
posed East Asia Economic Group or EAEG, 
is a “loose consultative grouping of Asian 
countries without an institutional frame- 
work,” aimed at encouraging the regional 
economy and strengthening the world 
trading system. 

A substantially modified version of the 
earlier Malaysian initiative, EAEC is a mo- 
derate proposal based on a different and 
looser concept from its predecessor. In 
contrast with EAEG, opinions within Asean 
were integrated before EAEC was an- 
nounced. Given these differences it is not 
surprising that the response of the rest of 
the world seems likely to be affirmative, or 
at least less negative than in the case of 
EAEG. 

In proposing EAEG, Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad 
must have feared that the formation of the 
North American Free Trade Area (NAFTA) 
by the US, Canada and Mexico and the 
creation of an integrated EC market would 
benefit the members of both groups while 
crowding out Asian exports to the US and 
EC. There were also fears that NAFTA and 
the single European market might draw off 
US, European and possibly Japanese direct 
investment from Asia. 

Asian fears about the negative impact 
of NAFTA may have been intensified by US 
commentators who argued that a shift of 
offshore production from Asia to Mexio 
would be advantageous to the US since 
Mexicans buy more US goods than Asians. 
Such comments, however, need to be be 
taken with a pinch of salt. Indeed, the most 
i t requirement for any analysis of 
the trade group phenomenon is to avoid 
being panicked by any of the disaster theo- 
ries which have been in vogue recently. 

First, it is important not to exaggerate 
the bad effects (if any) of NAFTA. Unlike the 
EC, NAFTA will not have a common exter- 
nal tariff. Moreover, US (and Canadian) 
multinationals wish to continue using the 
Asian region, with its superb investment 
environment, as a production centre, not 
only for exports to the US but also to Japan 
and the EC and for Asian local markets. 
This should mean that Asians hold good 

ing power. 

A second reason for adopting a cool at- 
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By Toshihiko Kinoshita 


titude to the debate over regional trade 
blocs lies in the economic strategy adopted 
by Asians themselves. Just as Japan has no 
idea of dominating Asian markets, so other 
Asian countries have no intention of being 
dominated by Japanese capital. With this 
in mind, they have deployed diversifica- 
tion policies in every field. 

Given their desire not to become over- 
dependent on Japan, no Asian countries 
should wish to make a smaller pie out of 
the larger, and in their view more accessi- 
ble, US market. A shrinking US economy 
is in fact the worst scenario for Asia. Logi- 
cally the true target of Asian developing 
countries should be, not 
to throw the US out, but 
to attract it into the re- 
gion as an equal of Japan. 

Thirdly, as Mahathir 
himself noted, conflicts 
or quarrels between "two 
elephants" (the US and 
Japan) will surely stamp 
out "the weeds" (Asian 
nations). To lessen the 
conflicts will be advanta- 
geous to all parties con- 
cerned; the alternative is 
catastrophe. 

Fourthly, the 1980s 
was a "lost decade" for 
Latin American coun- 
tries. Their per-capita in- 
come growth in 1980-89 
was negative due to their 
excessive borrowing in 
the 1970s and early 1980s 
when they went ahead 
with high-cost import- 
substitution programmes. Now those 
countries, particularly Mexico, after ac- 
cepting the advice of multilateral financial 
institutions, have began to liberalise their 
trade structure and reform laws on foreign 
investment. 

The result of this may be to aggravate 
rivalry among Third World countries for 
funds and foreign investment. But Asian 
countries should be compassionate with 
the current severe situation of the highly 
indebted Latin American countries even 
though their high debt-payment pressure 
is primarily attributable to themselves. 

On the other hand, compassion does 
not mean that Asia should be sacrificed. 
Mexican President Salinas expressed 
strong interest in trade with Asian coun- 
tries like Malaysia when Mahathir paid a 
visit to Mexico City recently. 
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Despite the controversy, Malaysia's 
EAEG proposal has yielded some positive | 
by-products. Firstly, the US Government - 
and the US private sector have reaffirmed | 
that Asia is vitally important for US trad- - 
ers and investors. Secondly, Asians began - 
to devise a more promising free trade | 
framework for the region, in partnership - 
with other nations and regions including - 
the Western Hemisphere. 

Thanks to strong pressure from the US, | 
the Asia Pacific Economic Cooperation. 
(APEC) forum seems likely to be rejuve- | 
nated with the addition of new members. - 
Asian developing countries, however, may. 
still wish to forge another | 
mechanism through | 
which they may be as- 
sured of investment and 


separate caucus ог | 
grouping within APEC the 
correct response for Ja- 
pan is try to be a ; 
bridge between both 
sides of the Pacific, a pro- | 
ponent of plus-sum 
thinking and not an ail- | 
ing Hamlet. For that. 
реро it should: 

Guarantee continued 
official economic support _ 
to the region despite fears - 
of a ae shortage Of 
capital. | 
> Step up efforts for the Н 
success of the Uruguay | 


Round. 


d 


ism. Specifically Japan could encourage US 
exports to, and investment in, Asia by i 
creasing its untied official financial — | 
to Asian countries. 
> Encourage the further opening of Japa 
nese society to fellow Asians (and 
by further deregulation and decentralisa- | 
tion and by education at school and home. 
If membership of EAEC turns out to be | 
in line with these broad objectives, or actu- | 
ally serves to promote some of them, Japan 
— when invited — should have no hesita- 
tion in helping the organisation to work as | 
a supplement to APEC. 
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AFGHANISTAN 1 


Peace talks intensify scramble for territory 


Mujahideen muddle 


By Ah Ahmed Rashid in Kabul 


=) More than a month after 
the agreement in mid- 
September between the 
US and the Soviet Union 
to stop arms supplies to 
their rival clients, the Afghan situation re- 
mains in a dangerous state of flux. 

At the negotiating tables in New York, 
Moscow and Geneva — with sideshows in 
Islamabad and Teheran — diplomats have 
tried to make incremental progress to- 
wards defusing the crisis. The mood at 
these talks suggests that both the con- 
tending parties and their foreign backers 
believe that a UN-sponsored settlement of 
the crisis cannot be put off much longer. 

Yet, at the same time, the situation on 
the ground looks more uncertain than 
ever. Pitched battles have been raging in 
the Afghan towns of Jalalabad and Gardez 
as the Kabul forces and mujahideen 
guerillas try to consolidate their 
hold in readiness for a post-settle- 
ment situation. Worst of all, fears 
abound that warlordism of guerilla 
leaders and tribal chieftains, cou- 
pled with acute ethnic rivalries, 
could still split the country. 

Hopes for a political settlement 
appeared to increase dramatically 
after the US and the Soviet Union 
agreed on 13 September to cut arms 
supplies to both warring factions in 
Afghanistan from the beginning of 
1992. Following the announcement, 
in a series of press conferences in 
Kabul, President Najibullah made a 
number of peace proposals. These 
included: the formation of a gov- 
ernment of national unity under 
Prime Minister Fazal Haq Khaliqyar 
that would include the mujahideen; local 
council elections to be held under UN su- 
pervision in government and mujahideen 
controlled areas; a ceasefire; and UN 
mechanisms to control the arms flow to 
both sides in the conflict. 

The Pakistan-based mujahideen re- 
jected Najibullah’s proposals “without of- 
fering any ideas of their own. However, 
under Pakistani pressure, the divided 
mujahideen finally cobbled together dele- 
gations to visit New York and Moscow in 
late September for direct talks with Soviet 
and UN officials. The Soviets responded 
that they could accept a mujahideen leader 








as Afghan president of the future transi- 
tional regime, provided Khaliqyar re- 
mained prime minister. The Soviet offer 
was accepted by Sighbatullah Mujadedi, a 
moderate mujahid who heads the Afghan 
interim government based in Pakistan. 

But the deal came unstuck when Pakis- 
tan’s Inter-Services Intelligence (151) de- 
cided to back an attack on Jalalabad by 
hardline mujahideen factions. On 12 Octo- 
ber, 17 people were killed and 78 injured 
in rebel artillery barrage on the town. The 
Kabul regime retaliated with counter- 
bombardments which forced dozens of 
rebel casualties to be evacuated to 
Peshawar in Pakistan. More seriously, the 
fighting started a stream of civilian refu- 
gees which, in turn, fuelled further ethnic 
strife in Pakistan's Baluchistan province. 

A rebel attack on Gardez town in Paktia 
province was also launched in late Sep- 
tember but was stalemated by round-the- 





Casualty of conflict: peace remains elusive. 


clock air strikes by Kabul forces, which 
killed hundreds of rebels and civilians. 
Najibullah himself visited Gardez to bol- 
ster morale and strike deals with the local 
Ahmedzai tribe, to which he belongs. The 
guerillas failed to take Gardez due to in- 
ternal rivalries. 

Under pressure from the 151 and the 
fundamentalist rebels, Mujadedi then went 
back on his deal with the Soviets. The So- 
viet Ambassador in Kabul, Boris 
Pastoukhov, retorted by saying Moscow 
continued to back Najibullah and denying 
that it had ever agreed that he be replaced 
by a mujahideen figure. 
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Despite the diplomatic setbacks and 
battlefield stand-offs, all sides to the con- 
flict are preparing for an eventual settle- 
ment and possible elections. The ruling 
Watan Party, (formerly the People's 
Democratic Party of Afghanistan) is trying 
to democratise itself under a new genera- 
tion of cadres, who want to distance 
themselves from the Stalinist ideology of 
the past. Watan leaders publicly criticise 
the past and hope to reform the party from 
within to face the ballot box in the future. 

“It is true the party was undemocratic 
and some people still think it is impossible 
to introduce reforms, but we will succeed," 
said Fareed Mazdac, deputy chairman of 
the Watan Party and a close aide to 
Najibullah. Mazdac, 34, is now pushing for 
early elections for low- and medium-level 
positions in the party in which all party 
workers would be allowed to vote. 

Party elections would almost certainly 
strengthen the hand of moderates 
who favour a deal with the 
mujahideen. But Najibullah, who 
personally supports the democrats, 
would still have to deal with the 
hardline faction of Pashtun nation- 
alists who hold many senior posts 
in the party. The Pashtun national- 
ists are against dealing with the 
mujahideen and Pakistan and are 
opposed to a greater role for the mi- 
nority ethnic Afghan groups. 

Many hardliners even advocate 
a greater Pakhtunistan, which 
would include Pashtun areas of Pa- 
kistan. The most prominent people 
in this group are Foreign Minister 
Abdul Wakil, Defence Minister Gen. 
Mohammad Aslam Watanjar and 
Suleman Laiq, a Pashtun poet. 

Unlike in the past, the real tussle 
in the Watan Party is thus not so much 
between reformers and hardliners or 
betwen the Parcham and Khalq factions of 
the party, but between hardline Pashtuns 
and non-Pashtun groupings allied with 
moderate Pashtuns. This serious ethnic 
cleavage is now also the main issue divid- 
ing the mujahideen based both in Pakistan 
and inside Afghanistan. 

The Pashtuns, who make up an esti- 
mated 40% of the Afghan population have 
always dominated the minority Tajiks, 
Uzbeks, Hazaras, Baluch and Turkoman 
tribes, but the 13-year-long war has given 
the minorities a new self-respect and in- 
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creasing clout in some provinces where 
they are in a majority. Some of the most 
prominent mujahideen field commanders 
and Afghan army officers are non- 
Pashtuns. The Tajiks especially, who 
dominate northern Afghanistan, now 
loathe the Pashtuns. 

Another serious problem for Najibullah 
is the refusal by the mujahideen to negoti- 
ate with him directly. Since September he 
has expressed several times his willingness 
to step aside; his only conditions being that 
his retirement should be part of a peace 
settlement and that his Watan Party should 
have a role in the post-settlement transi- 
tional regime. 

Senior Afghan officials do not doubt his 
intentions. “The president’s future powers 
will depend on the intra-Afghan dialogue 
when Pakistan and the mujahideen agree 
to it,” said Mazdac. A senior Afghan dip- 
lomat confirmed this: “Everything is ne- 
gotiable, everything is possible. We have 
only one card left and that is the president's 
resignation. He is prepared to step down 
but wants to secure a place for himself in 
history by stepping down as part of a peace 
settlement, not because [Pakistan's] 151 
threatens him." 

Najibullah is thus demanding an hon- 
ourable exit, not unlike the one Pakistan 
and the mujahideen granted the Soviet 
troops when they left Afghanistan in 1989. 
He has also repeatedly as- 
serted that the result of any 
premature power vacuum 
in Kabul would be to cre- 
ate anarchy, leaving the 
mujahideen to fight over 
the spoils in the major ci- 
ties. This view is echoed 
even by ordinary Afghans 
who have little sympathy 
for Najibullah. 

Internationally, there is 
now unprecedented pres- 
sure on Pakistan and the 
mujahideen to make a 
policy reversal and talk to 
elements in Kabul. The 
Organisation of the Islamic Conference 
passed a resolution on 2 October empha- 
sising the need for an intra-Afghan dia- 
logue and the upcoming UN General As- 
sembly resolution on Afghanistan is ex- 
pected to emphasise the same view. 

Afghan officials say there are many 
people the mujahideen could talk to out- 
side the Watan Party. Two thirds of the 
Afghan cabinet including Prime Minister 
Khaliqyar are non-party politicians, who 
have relatively clean records. Kabul would 
also like to send a non-party parliamentary 
delegation to meet the mujahideen. There 
are two new opposition groups in Kabul 
which favour the return of ex-king Zahir 
Shah. Both have publicly demanded 
Najibullah's resignation. 

The National Salvation Front, made up 
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of old political figures from the Zahir Shah 
era in the 1960s, would like to see the UN 
put together a committee of 20-30 neutral 
Afghans to initiate the intra-Afghan dia- 
logue. The Movement for Unity, Demo- 
cracy and Freedom, consisting of younger 
intellectuals some of whom have ties with 
the Watan Party, is demanding direct talks 
with the mujahideen. The very existence of 
such groups in Kabul demonstrates how 
far Najibullah has had to open up the po- 
litical system because of internal pressures. 

The most obvious result of all this is 
that there is now far greater scope for 
building an effective bridge between the 
ruling party and the mujahideen. How- 
ever, many Kabul officials are also hopeful 
that the Watan Party could survive by 
striking a broad deal with moderate 
mujahideen, which would isolate funda- 
mentalist radicals like Gulbuddin 
Hekmatyar, leader of the Hizbe Islami. “I 
see a new kind of coalition not divided by 
a Chinese Wall,” said Deputy Foreign 


Minister Daud Kawian. "It could include | 


moderate mujahideen inside and outside 
Afghanistan, the Iranian-backed muja- 
hideen and those close to Zahir Shah." 
Khaliqyar and other Afghan ministers 
have visited the UN General Assembly and 
a dozen other European and Far Eastern 
countries to explain their ideas on how 
such a coalition might be formed to foreign 
governments and promi- 
nent Afghans in exile in 


wins 


managed to obtain enough 
aid to buy food and fuel 
via the Soviet Union to 
ensure the regime's sur- 
vival through the harsh 
Afghan winter. 

The UN, through the 
Secretary-General's Spe- 
cial Representative Benon 
Sevan, who has been 
working at a settlement 
since 1988, 
stepped up efforts to pro- 
mote an intra-Afghan dia- 
logue. UN officials believe that Najibullah 
is willing to go, given the right conditions. 
Precisely because of this they are deeply 


frustrated at the mujahideen's intransi- | 


gence and stepped up attacks on cities. 
Unfortunately, there is little chance that 


any UN-sponsored settlement or agree- | 


ment among all the interested regional 
countries could guarantee peace in 
Afghanistan. Many Western diplomats in 
Kabul see the deep ethnic divide, the secu- 
larism of Watan and the Islamic zeal of the 
mujahideen as divisive factors that will 


Europe. They have also | 


has also | 








prove too strong for international pressures | 


to be effective. At the worst, the power of 
local guerilla commanders and the huge 
quantity of arms in the country could en- 
sure that warlordism continues indefi- 
nitely. 
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What is clear is that the longer it takes 
to arrive at a peace settlement, the greater 
are the chances of fragmentation. All the 
involved regional countries — China, In- 
dia, Iran, Pakistan, Saudi Arabia and the 
Soviet Union — dread the prospect of in- 
stability in the entire Muslim Central Asian 
region if Afghanistan fragments, but all of 
these countries are deeply committed to 
gaining short-term tactical advantages. 
Afghans on both sides of the divide are fed 
up with the constant outside interference 
and some fear that as a result of this, a 
dangerously xenophobic Afghan national- 
ism may emerge in the future. " 
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Master of Public 
Administration 


A coursework masters degree open 
to candidates with a pass degree 
including public administration 
studies or work experience. The 
degree can be completed full-time 
in 11/2-2 years or part-time in 3 
years. 

The program includes specialisms 
in policy analysis and evaluation; 
financial and personnel 
management; state, regional and 
urban government; government/ 
business relations; federal/state 
relations; public enterprise; public 
sector planning; administrative 
history law and reform; industrial 
relations, information management; 
and comparative administration 
with emphases on USA, Canada, 
UK and Europe, and Asia. 


Asian Government Master of 
Social Science 





A coursework masters degree open 
to candidates with a pass degree (2 
years full-time) or an appropriate 
honours degree (1 year full-time). A 
part-time schedule is also available, 
The program has extensive course 
offerings in Asian Government 
including China, Japan, SE Asia, 
and the SW Pacific, as well as 
comparative politics methodology 
and international relations, with an 
Asian emphasis. 

Excellent employment placement 
record for both degrees. Neither 
degree is offered externally. Tuition 
fees for non-scholarship students are 
$10,200 (Aust.) per year. 

For further information and 
handbooks write to: Administrative 
Officer, Department of 
Government, The University of 
Queensland 4072, Australia. 
Telephone: (617) 365-2637, Fax 
(617) 365-1388. 
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On the verge of division: political and ethnic SERS in a a army. 


AFGHANISTAN 2 


Only the military can prevent fragmentation 


Divisive forces 


z3 The morale and unity of 
| the Afghan army is the 
key to whether President 
Najibullah and the Watan 
Party can survive the cut- 
off of Soviet military aid in January and 
play a future political role, if there is a 
peace settlement in Afghanistan. However, 
after 13 years of bloodshed, the army is 
riven with ethnic and political factionalism. 
Senior Afghan army officers claim that 
army morale will not be affected by the 
withdrawal of Soviet arms aid and that 
there are enough stocks to fight far beyond 
the two years that most Western military 





Capital defence 


Kabul's massive defence perimeter, with 

as many as 80,000 troops, stretches from 

50 to 100 km around the city, but Afghan 
. mujahideen keep lobbing Chinese-made 
. rockets into the city. 

About 100 km out of Kabul, along the 
southern road to the besieged city of 
Gardez, 3,500 Afghan troops belonging to 
the Sarandoy Kabul garrison unit and 
their 45 T-55 and T-62 tanks are dug in 
along a mountain ridge overlooking the 
Logar valley. The road passes through a 

. narrow gorge and carries on through 
.. Logar to Gardez. If the mujahideen ever 
capture Gardez, this defence line would 

. betheir next target on their way to Kabul. 


experts give it. "The arms cut-off will have 
no negative impact on the Afghan army 
because it will affect both sides equally and 
our morale is high," said Gen. Mohammed 
Nabi Azimi, the first deputy defence min- 
ister and commander of the Kabul garri- 
son. "If we maintain our present strategy 
of active defence, we can fight on indefi- 
nitely,” he added. Azimi demanded that 
the UN quickly establish a control mecha- 
nism to monitor the supply of arms to each 
side. 

Over the past two years, Azimi has led 
the most ferocious offensives by the army, 
in first driving the mujahideen out of the 


Tank crews, all veterans of the 13-year- 
old Afghan war, munch their daily lunch 


of nan (unleavened bread) and black tea 


and look up gratefully as fighter bombers 
scream overhead, then level out to make 
their bombing runs on mujahideen posi- 
tions around Gardez. Hundreds of shells 
are scattered around the tanks and the 
nearby mountains have huge dug-outs 
for ammunition dumps. The command- 
ing officer, Gen. Fateh Mohammed, is 
confident that the army's massive fire 
power — which includes tanks, artillery 
and rocket launchers — on the ridge can 
hold any mujahideen attack. 

Earlier this summer, Fateh was pro- 
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Paghman valley, north of Kabul, in 1990, 
and then organising Kabul's defences and 
pushing the mujahideen out of Kabul and 
Logar province this summer after the cap- 
ture of Khost by the guerillas in March. 

A tough, professional Pashtun officer 
who has spent his career in the army, 
Azimi is one of several senior officers who 
resent the control asserted by former Soviet 
occupying forces. He is proud that, con- 
trary to all expectations, the army has held 
its own without Soviet troops for the past 
two years. 

Azimi and other officers describe the 
army as the only security for the future 
stability of Afghanistan, even after a peace 
settlement. ^Only the army can prevent the 
fragmentation of Afghanistan," said one 
field officer. 

Azimi proposed that after a settlement 
the mujahideen should merge with the 
army to form a united national armed 
force, which would have a common goal 
to defend the integrity of Afghanistan. 

The main threat to the army is seen to 
come from Pakistan and its principle 
mujahideen ally, Gulbuddin Hekmatyar. 
The highly nationalistic Pashtun officer 
core in the army views Hekmatyar's ear- 
lier statements in favour of a confederation 
between Afghanistan and Pakistan as a 
direct attack on Afghan independence. 

The Afghan army is made up of some 
200,000 regular and para-military troops, 
who are backed up by some 80,000 local 
militia, largely recruited by the govern- 
ment from former mujahideen groups. But 
the loyalty of the militia is suspect, since it 
depends on the government's ability to 
keep paying them lavish salaries and pro- 
viding them with weapons and food. 
However in the past two years the militias 
have played an important role in keeping 
the main roads to Kabul open. 

The army is divided into six main battle 
groups covering the Jalalabad region, the 


moted after his unit successfully cleared 
the Logar valley of guerillas, following 
the mujahideen capture of the town of 
Khost near the Pakistani border in March. 
He admits that guerillas have once again 
returned to the destroyed villages in 
Logar, but he is using a mixture of threats 


and iere to keep them. "We 
have signed protocols with the guerillas 
down and if they fire a rocket at us, 


they know we will shell them to pieces," 
he said confidently. 
Such protocols have the peace in 
much of the region Fn Kabul, es; 
ay on the roads into the city, which е 
mujahideen also use for trading. 
self-built dirt track from the Pakistani 
border, which bypasses Gardez and joins 
the main Kabul road, some 2-300 trucks 
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Gardez апа Paktia regions and the north- 
ern, southern and western regions. There 
is a large degree of decentralisation in the 
command structure, with regional com- 
manders operating on their own initiative 
and making deals with local mujahideen 
groups. From interviews with junior field 
officers it is clear that one officer com- 
manding troops in one valley often has no 
idea what his counterpart in the next valley 
is doing. 

The Ministry of Defence, under Gen. 
Mohammed Aslam Watanjar, provides 
logistical support but does little by way of 
coordinating strategy. Partly this situation 
is due to the poor communications system 
within the army, the lack of fuel and the 
very different military objectives in each 
region. But since the attempted coup by 
former defence minister Gen. Shahnawaz 
Tanai in March 1990, Najibullah has pur- 


j 
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Flags for the fallen. 


posely reduced the role of the ministry and 
has constantly shuffled his top generals 
around to prevent any one commander 
becoming too strong. The Afghan 
intellience agency, WAD, is the most pow- 
erful overall coordinator within the army 
and also watches the top officers close- 


ly. 


ею day to the capital bringing 
sugar, rice and cooking oil to the 
fur Many of the trucks are owned by 
the mujahideen, who pay off other 
guerilla and army checkpoints 
along RE way. “The wer ae become 
totally absurd and meaningless. Every- 
one is d with everyone,” said a 
Western diplomat in Kabul. 
However, fundamentalist muja- 
hideen almost every night fire Chinese- 
made rockets at random into the city. 
There is no aiming device on these 
primitive rockets and though they are 
generally aimed at the airport, they 
_ have recently fallen on houses, shops, a 
children's orphange and a bus stop. 


| They rarely seem to hit military targets. 
А п Ahmed Rashid 


> 
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The army’s defensive posture and the 
buying up of local guerilla commanders 
has ensured that there is no major fighting 
in the rest of Afghanistan apart from the 
eastern Pashtun borderlands, which are 
dominated by the Pakistan-based muja- 
hideen. 

In northern Afghanistan the Tajik com- 
mander, Ahmed Shah Masud, is consoli- 
dating his grip on the region bordering the 
Soviet Union, in preparation for the post- 
settlement phase. Western aid workers 
who have met and lionised Masud in the 
past, now fear that he is working for an 
independent Tajikistan and forging links 


with Muslim radicals in Soviet Tajikis- . 


tan. 

Meanwhile, in western Afghanistan, 
around Herat, the most prominent rebel 
commander, Ismael Khan, has lost much 


of his power and support to Azizullah | 


Afzali, who although a Sunni Muslim, is 
being backed with arms and money from 


Shia Iran. Iran already dominates the Shia- | 


based guerrilas in Hazarajat, central Af- 
ghanistan, and increasing Iranian influ- 
ence is worrying Pakistan and Saudi Ara- 
bia. 


dozens of largely Pashtun guerilla groups, 


Eastern Afghanistan is dominated by | 


which are backed by Pakistan. But they | 


have failed to achieve any political unity 
and apart from the long-running war be- 
tween moderates and fundamentalist 
groups, there is now increasing tension 
among the fundamentalists. In a battle for 
the control of Kunar province this summer, 
between Hekmatyar's Hizbe Islami and the 
pro-Saudi Wahabbi led by Maulvi Jamilur 
Rehman, perhaps as many as 1,000 people 


were killed and Rehman was assassinated. | 
There have also been full-scale battles be- | 


tween Hizbe Islami and the Jamaat-e- 


Islami and between moderate and funda- 


mentalist groups. 

The growing political anarchy in eastern 
Afghanistan is only papered over by Paki- 
stani and Saudi-funded offensives against 
cities such as Gardez. However the fear is 
that such military successes on the ground 
will only fuel more factionalism as groups 
fight each other, and it will also increase 
Iranian, Soviet and Afghan fears about the 
pro-Pakistan Pashtun groups. The more 
military successes Pakistan and its 
mujahideen allies achieve, the less will be 
their political success, because it will scare 
everyone off from an overall settlement, 
agreed both Western and Soviet diplomats 
in Kabul. 

The growing military involvement by 
external powers is causing the highly na- 
tionalistic Afghan officer corps grave con- 
cern. However whether the army can hold 
together and keep the country united, un- 
der all these pressures, is far from clear. 
The growing anti-Pashtun feeling by the 
minority nationalities is also reflected in the 
army. “If there is a split in the Afghan 
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army, than every ethnic group will find 
common cause with its counterparts in 
the military. The real divider will not be 
political or ideological loyalties, but ethnic 
loyalties, It is the same everywhere in 
Afghanistan,” said a senior Afghan offi- 
cial. 

Many Afghans fear that a coup attempt 
by hardline Pashtun officers, who might 
join up with Hekmatyar, would force Tajik 
and other officers from the minorities to 
desert the army and join Masud and other - 
ethnic mujahideen leaders. Such a split in 
the army could spell the final disintegra- 
tion of Afghanistan. m Ahmed Rashid . 


AUSTRALIA PACIFIC 
PROJECTS 
CORPORATION PTY LTD 


PROJECT SUPPORT AND 
CONSTRUCTION EXPERTISE 


Australia Pacific Projects Corporation 
(APP) Pty Ltdis an Australian-based project 
management organisation seeking to de- 
velop strong local ties in South East Asia. 
The company is at the forefront of recog- 
nised project capability in Australia and is 
currently engaged on over $A1bn of work 
under construction for major clients in both 
Government and private sector. 


Project expertise has been drawn from the 
experience gained on many nationally sig- 
nificant projects such as Australia’s Parlia- 
ment House ($A1bn); Melbourne Central 
($A1.08bn) plus various hotels, hospitals 
and resorts ranging in value from $A20m- 
$A100m. 


APP seeks to form a long term relationship 
with local companies who might benefit 
from APP's skills in the following area: 


e Development and Feasibility Analysis 
e Project Management 

e Construction Management 

e Contract Advice and Commercial 


Negotiation 
e Value Management and Quality 
Assurance 


The intention is to develop mutual busi- 
ness interests. Australia Pacific Projects is 
committed to adding value to its projects 
and would contribute its knowledge and 
skill to the venture. As an initial step, APP 
is keen to develop a staff exchange pro- 
gram in order to foster the association with 
selected venture partners. APP expect to 
develop a long-term mutually beneficial 
business which facilitates an equal ex- 
change of expertise and value. 


For further information contact: 


John Taylor 

Managing Director 

Australia Pacific Projects 
Corporation Pty Ltd 

PO Box 1573 

North Sydney NSW 2059, Australia 
Tel: 0011 612 957 6211 

Fax: 0011 612 954 1951 
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Private traders called in to combat food crisis 


Deregulate or die 


4 The Afghan Government 
К) has taken dramatic steps 
to privatise the state-con- 
trolled economy in the 
Wn SS, ERE face of critical shortages of 
food and fuel. Although mass starvation 
will certainly be averted, the cost of dere- 
gulation is expected to further increase the 
budget deficit and to boost an already high 
rate of inflation. As a result of the 13-year- 
old war, the economy remains extremely 
fragile with continuing falls in manu- 
facturing, farm production and exports. 

Faced with the economic crisis in the 
Soviet Union, which has traditionally pro- 
vided massive food and fuel aid to the 
Kabul regime, President Najibullah has put 
his weight behind a large-scale deregula- 
tion programme. The ruling Watan Party, 
which once practised hardline Stalinist 
state control over the economy, has now 
lifted the state monopoly over the import 
of food and fuel. 

Private entrepreneurs, who were previ- 
ously involved in full-time smuggling of 
heroin and weapons, have taken advantage 
of this and tied up enough deals in the 
past two months to ensure that the regime 
will have food and fuel to outlast the harsh 
Afghan winter. 

In recent weeks Afghan traders have 
signed deals with Germany and France for 
some 200,000 tonnes of wheat, which will 
arrive via Central Asia. Another 100,000 








tonnes will come from Hungary. Private 
traders have also signed four contracts 
with Soviet oil companies for the supply of 
186,000 tonnes of petroleum products. 

A new Economic Consultative Council 
to encourage the private sector has been 
set up under Fareed Zaref, a former deputy 
foreign minister and one of the brightest 
technocrats in the regime. Also in the 
works is a series of new laws which will 
hopefully encourage currency changers to 
club together and form private banks. 

Afghan officials who support liberalisa- 
tion argue that once the private sector has 
a free hand, the market will be full and 
prices will drop automatically. This may 
be true in the long run, but the immediate 
effect of the liberalisation measures seems 
to have been to give another twist to the 
inflationary spiral as more and more goods 
have to be bought on the black market in- 
stead of through government-subsidised 
suppliers. 

Despite the success of private traders in 
lining up grain deals, government bakeries 
no longer have the subsidised flour to feed 
the city adequately. Some 75,000 civil serv- 
ants’ and 150,000 soldiers’ families are 
supposed to receive cheap flour, sugar and 
rice on a monthly coupon system from the 
government. However, the government is 
five months behind in providing coupon 
rations because of the shortage of direct 
food aid from the Soviets. 


Moscow has promised to fulfil all free 
food aid contracts signed so far, but it is 
refusing to sign any more after 1 January. 
The government's coupon system has been 
hit hard but so has the UN aid programme 
which supplies food to the interior of the 
country. The United Nations Office for the 
Humanitarian and Economic Assistance 
programmes for Afghanistan (UNOCA) has 
received only 4,000 tonnes of wheat out of 
a total Soviet pledge of 10,000 tonnes. 

The plight of the economy can be 
judged by the fact that economic statistics 
are either unavailable or extremely contra- 
dictory. The state bank estimates inflation 
at about 58%. Others say it is more like 
80% and likely to rise further during the 
winter, Whichever figure is nearer the 
truth, hyperinflation is becoming yet an- 
other threat to social stability. 

Shortages are not the only reason for 
rapidly rising prices. A dramatic fall in the 
afghani exchange rate is also fuelling infla- 
tion as traders rush to acquire hard cur- 
rency in order to finance imports of food 
and fuel. In the first week of October a sin- 
gle US dollar fetched Af1,100 in the Kabul 
money market. 

UN and other international agencies 
and Afghan officials are now trying to 
tabulate what the Afghan economy will 
need if there is a peace settlement in the 
next six months. Figures differ wildly. 
Khalilullah Sadiq, governor of the Bank of 
Afghanistan, estimates that the economy 
may not be able to absorb more than 
US$300 million a year for reconstruction, 
but other officials say Afghanistan will 
need between US$800 million and US$1 
billion a year to lift itself out of the morass 
of war. Everyone fears that such large sums 
of money are just not going to be available. 

m Ahmed Rashid 


Central Asian ties 


Starved of customers for his taxi last winter, Amin Wazir (not 
his real name) bought two bolts of Japanese silk cloth in Kabul 
and travelled to Tashkent in the Soviet republic of Uzbekistan. 
Without a visa, he paid off the Soviet border guards and 
reached Tashkent in two days by bus. There he sold his silk on 
the black market and earned a US$2,000 profit. 

Thousands of Afghans are now making the journey to 
Central Asia two to four times a year, carrying foreign cloth, 
radios and VCRs and even Scotch whisky. The dearth of con- 
sumer goods in Central Asia is now being partly filled by 
Afghan tribesmen. 

Since the Soviet withdrawal from Afghanistan in 1989, the 
formal ties that bound the Central Asian republics to aid the 
Kabul regime have now been expanded into an ever-growing 
volume of trade, much of it illegal. Afghan merchants now see 
a massive potential to open direct trade with Central Asia. The 
government is also rapidly building up independent relations 
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with the Central Asian republics. The foreign ministers from 
Tajikistan and Turkmenistan have recently visited Kabul, while 
the Uzbek foreign minister is about to follow them. 

"Afghanistan is not an isolated issue for Central Asia. It is 
very sensitive for them — geographically, politically and eco- 
nomically,” said Daud Kawian, the Afghan deputy foreign 
minister. "Central Asia needs a safe, stable and moderate 
government in Kabul because Afghanistan is their main access 
to markets and to hard currency in this region," he added. 

From Tirmiz on the Soviet border a container lorry can 
reach Karachi via Afghanistan in three days, which makes it 
much closer than either the Baltic states, the Black Sea or Siberia 
for Central Asian exports. Pakistan and Iran are also desper- 
ately trying to cash in on the new markets in Central Asia, but 
the route through Afghanistan is blocked until there is a peace 
settlement. India, which already has trade ties with Central 
Asia, has to send its goods by ship to the Black Sea and then 
wait for the inefficient Soviet rail system to transport them to 
Central Asia. A peace settlement in Afghanistan and a resolu- 
tion of the Kashmir problem could allow India also to use the 
land route through Pakistan and Afghanistan. 

m Ahmed Rashid 
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Traveller’s Tales 


gatherings, the World Bank/IMF 

meeting in Bangkok was unevent- 
ful even by the standards of these annual 
school reunions. The Chao Phraya river 
did not flood the centre of Bangkok, and 
the roof of the newly completed Queen 
Sirikit Convention Centre did not cave in. 
No finance ministers or central bankers 
(and only a couple of bankers) died of ex- 
cess 


or a veteran of Manila 1976, Seoul 
| | | 1985 and various Washington 


The proceedings themselves were al- 
most bereft of controversy. One reason 
was that the Soviet Union's presence and 
its urgent need for help was the main item 
of interest. But how could there be intense 
debate on a subject so intangible? 

Whizzkid Soviet economist Grigory 
Yavlinsky was in Bangkok presenting his 
masterplan for keeping the union in one 
piece economically. But back in Moscow, 
Kiev, Alma Ata etc, powerful voices were 
denouncing the Treaty on Economic Com- 
munity and demanding separate member- 
ship of the IMF and the Bank. Although the 
majority of republics have now signed the 
treaty, grave doubts about what is going 
to happen in the Soviet Union made the 
Bangkok discussion seem largely aca- 
demic. 

Contributing to the lack of drama was 
the attitude of the Thais. The organisation 
was efficient without being authoritarian 
(contrary to the Seoul meeting in 1985) and 
friendly without being unnervingly lavish 
(as was the Manila bash during Imelda 
Marcos' heyday). 

The Thai pointmen were Prime Minis- 
ter Anand Panyarachun and Mechai 
Ruchuphan, a minister in the Prime Minis- 
ter's Office, both of whom surprised del- 
egates used to hearing national boasting 
and boosterism by talking frankly about 
Thailand's problems — including the en- 
vironment, income distribution and Aids 

| — as much as about its economic success. 
Two more articulate and congenial charac- 
ters would be hard to find in any govern- 
ment. 

The irrepressible Mechai, anti-Aids 
evangelist and all-purpose publicist, was 
out and about distributing condoms to 
provide, as one recipient put it, “emer- 


gency cover against the consequences of- 


sexual harassment." 

Not all Thais were happy with the 
Anand/Mechai show, suggesting it 
showed Thailand in a bad light. Some at- 
tributed it to the farang (foreign) connec- 


tions of the two: Mechai is half-Scottish and 
Anand had a very British education. But 
the assembled foreigners were mostly im- 
pressed by their candour and humour. 

Although there were grumblings locally 
about the cost of hosting the show, it was 
not an especially gaudy affair. The con- 
vention centre built for the occasion, a 
serviceable, inelegant but by Bangkok's 
standards accessible building, will certainly 
get more use than its equivalent in Manila, 
the PICC. 

It may attract to the Thai city some of 
the conference business that now goes to 
Singapore and Hongkong. Businessmen 
from other continents long used to view- 
ing the city states as the centres of the re- 
gion now think of Bangkok. 

The biggest cost of the event was 
probably the two-day holiday given to 
Bangkok to keep the roads relatively 
unclogged. Reality returned on the third 
day, however, when traffic and rain made 
a simulataneous re-appearance. 





Returning from an evening of friendly, 
free and frank discussions on money, sex, 
politics and religion with Thai bankers and 
bureaucrats, Mechai included, I turned on 
the television to be confronted with a rival 
show in Washington — the Clarence 
Thomas hearings. Teddy Kennedy was 
reading a speech rejecting Thomas in the 
name of protecting American womanhood 
from etc etc. Oh, the nausea. I used to have 
some sympathy for the human frailties of 
the Kennedy clan. No more. 

On a larger scale, the horror of the hear- 
ings has, I fear, been a blow to democracy 
beyond the US. Are liberty and democracy 
so at odds? Where is the right to individual 
privacy? Where is protection from the tel- 
evision age's version of mob rule? Where 
is the proper distinction between social in- 
discretion and behaviour deserving of last- 
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ing sanction? Where, above all, is the nec- 
essary ingredient of good governance 
everywhere: a sense of proportion? 

Just as communism, with its restrictions 
on liberty and controls on social behaviour 
in the common interest, is withering away, 
in the heartland of democracy a new social 
fascism comes along with similar objec- 
tives, whether in the name of women (the 
harassment issue), health (the anti-smok- 
ing zealots) or the environment (the well- 
fed, well-travelled Western anti-growth 
activists). 

With me in Bangkok was Review fi- 
nance correspondent Jonathan Friedland, 
also a veteran of these annual meetings — 
and of following the high and low life of 
bankers. The high side was a bit lacking 
this year, he discovered. 

Nomura and the other Big Four Japa- 
nese brokers are usually among the most 
conspicuous party givers, sending forth le- 
gions of gladhanders to drum up business. 
But this year partying was out and contri- 
tion was in. Even Japanese banks untarred 
by scandal took a low profile. And Bank of 
Tokyo could hardly wait to persuade 
guests at its bash to leave so bank heir- 
apparent Toyoo Gyohten could move on 
to his next function. 

First, a string quartet played the Thai 
national anthem, normally a sure-fire 
stopper, given that a lack of appropriate 
respect can result in arrest. When that 
failed to persuade the guests to put down 
their glasses, it was played it again, twice 
as loud. That too failed to dislodge the 
drinkers. So the lights were turned up, the 
sushi and tempura whisked away. And as 
a last resort a double-time Auld Lang Syne 
was played. Finally, the guests took the 
hint. 

Things were jollier, reports Friedland 
(chaperoned by his fiancee), at the bottom 
end of town where delegates thronged 
Bangkok's premier gay disco, the Rome 
Club, suitably decked out with papier- 
mache safes full of gold bars and piles of 
Hell money. This clearly brought good for- 
tune. Business was brisk, as too, presum- 
ably, was demand for Mechai's emergency 
cover. 

But bankers, gay and otherwise, were 
surely upset that for the duration of the 
conference, bar boys were required to keep 
their pants on, bar girls were told to tone 
down their advances and public copula- 
tion was put on hold. Police were on hand 
to keep the shows clean, if only for a cou- 
ple of days. ю 
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he countries of the Asia-Pacific region are important 
targets for French exporters. So far, their perform- 
ance has not fully reflected the strenuous efforts of 
govemment and private-sector trade promotion spe- 
cialists. But analysts believe a watershed was reached 
in 1989-90, and that trade with the region will develop signifi- 
cantly. 

France ended 1990 with a growth rate of 2.696, modest com- 
pared to those of Germany (4.696) and Japan (5.796), but better 
than the stagnation in the US and Britain. This years OECD 
survey concluded that, though France is less attractive than it 
might be to foreign investors, the economy is basically sound. 
Overall inflation is under control and business profitability is at 
historically high levels despite the squeeze on margins from the 
depreciation of the dollar — especially in export markets. 

French trade specialists believe that the time is now right for 
exporters to take a more ag- 
gressive approach to the Asia- 
Pacific markets. Bernard Adrien, 
a French diplomat stationed in 
Asia, in a recent article in the Paris 
daily newspaper Figaro, called on 
exporters to make a bigger effort 
in the Asean countries. He ex- 
pressed the familiar regret that 
France did not have a larger share 
of this market, with its 320 mil- 
lion consumers in countries 
sporting high growth rates. 

^On average, our firms ac- 
count for scarcely 296 of the 
area's foreign trade and an even 
smaller part of foreign invest- 
ment," he wrote, noting that the 
modest activity of French firms in 
Asia was too often characterised 
by the absence of a real strategy. 
With the exception of a few 
groups, they seemed satisfied just 
to be there without any clear 
objective and, thanks to the 
French mania for centralisation, 
usually did not allow their local staff and management enough 
freedom of initiative. 

But, says Adrien, after years of trying to re-establish a foothold 
after an almost total withdrawal following the war in Indochina — 
France's former colonial sphere of influence in Asia — the French 
presence is now becoming quite substantial in Southeast Asia. 

Despite the relatively poor trade and investment figures, the 
French back-up network can offer invaluable help to those who 
know how to use it, says Adrien. Government agencies, banks and 
firms together can make available a store of knowledge and ex- 
perience. Above all, their activities show inexperienced newcomers 
that serious firms can obtain excellent results in Asia. 

In May, a delegation from the international arm of the French 
employers’ organisation Conseil National du Patronat Francais 
(CNPF International), led by its president Francois-Xavier Ortoli, 
visited Bangkok. The mission made many contacts in business and 
official circles and held a seminar on Asian trade with the French 
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Nuclear reactor core: replenishable energy 


FRANCE IN ASIA 


commercial and foreign trade counsellors from around the region. 

The findings of the meeting were: 
> A new, massive industrial delocalisation is taking place in the 
Asian countries, from Singapore to Malaysia; from Hongkong to 
Thailand; from Japan to South Korea; from Taiwan to all the 
Asean countries and China. The original shift of industry from 
Europe to Asia was now becoming paralleled inside Asia itself. 
The chief criteria for the shifts were the search for greater 
competitiveness and the need to get closer to consumer markets. 
> A growing number of French firms were operating successfully 
in the region and were nowadays much more independent of their 
head offices than previously. 

»> The Asians have a great capacity for adapting themselves rap- 
idly to changing market conditions without raising political or pro- 
fessional difficulties. 

The relative absence of France from Asia during the 1970s is 
not something to be accepted as 
inevitable, the CNPF survey 
concluded. Today, French firms 
are operating successfully in 
Thailand and the other countries 
of the area. They are trading, 
investing and winning big con- 
tracts. 

Recent Asian success stories 
for French exporters include a 
move into Singapore by Petitjean, 
world leader in constructing high 
lamp-posts with 2396 of the 
market. Petitjean is building its first 
Asian factory in Singapore under 
an agreement signed last year with 
state-owned Sembawang Ship- 
yard, which specialises in ship 
repair and offshore platforms. 
Petitjean has taken 7096 and 
Sembawang 3096 in the venture 
which aims to manufacture 
around 35,000 small and me- 
dium-sized lamp-posts annually. 
Petitjean, which in 1984 bought 
out the US company Union 
Metal, is also examining possible ventures in Indonesia, Taiwan, 
South Korea and Japan. 

Khahn Hydrair, a small, new company, is working on the 
prototype of an air cushion vessel for the Singapore navy intended 
to carry 200 passengers at 60 knots. 

Spie Batignolles, one of Europe's top general contractors and 
the leading French manufacturer of low-voltage installations, last 
year signed a contract with the Singapore firm Mac Electric Pte 
Ltd to supply technology. 

In Pakistan, Campenon Bernard, a civil engineering firm, has 
won a contract worth Ffr 1 billion (US$174.15 million), to build 
a 1,292 mW thermal power station 24 km north of Karachi. The 
contractor is Hubco, newly formed in Pakistan under the man- 
agement of Saudi Arabian company Xenel Industries. 

For Asia in general, the years 1989-90 were a watershed that 
marked the beginning of a happier period for French relations 
with the region, according to the CNPF survey. 
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HOTELS MERIDIEN 
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But stay with us around the world 3 more times, 
and you qualify for the prix d'or. Because La Carte 
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please. Such as a guaranteed room with just 72 
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local hospitality and rather special treatment for 
frequent guests. Simply contact Meridien 
Reservations, or ask us during your next stay at any 
Meridien hotel. 
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This trend was especially evident in Thailand. According to the 
Thai Board of Investment, France was one of the leading Euro- 
pean investors in 1990. Total French investment recorded by the 
board was about Ffr 100 million, though taking into account the 
investment by French subsidiaries established in the region would 
push this figure to more than Ffr 2 billion. Among French firms 
investing in Thailand are Majorette, Michelin, Thomson, Accor, 
UAP, Total, Rhone-Poulenc and Ugine. While France was still 
only ninth among foreign investors, with a share of 0.796, 1990 
marked a definite break with the past and pointed to a real offensive 
by French investors and a new dynamism on the part of French 
financial groups like Bank Indosuez and Credit Lyonnais. In the 
service and transport sectors, Air France, Accor, Meridian Hotels 
and Club Mediterranee have also been active. 

The contract won by GEC-Alsthom to build a power station at 
Rayong, was a success for French industry on a scale not seen in 
Southeast Asia for 20 years, though there have been steady sales 
of French locomotives in the region since 1972. Other firms 
which have won contracts in Thailand recently include Merlin 


Gerin, Aerospatiale, Airbus, Sogea, Spie Batignolles, GIM, 
Bouygues — which was awarded a Ffr 2 billion contract to build 
a new town north of Bangkok — and Soletanche. 

French exports account for 1.396 of Thailand's foreign pur- 
chases and 1096 of her imports from Europe, making it Thailand's 
10th-biggest supplier. In 1990, the volume of Franco-Thai trade 
increased 3796 on 1989, topping Ffr 8 billion. French exports 
grew a staggering 8596, while Thai exports to France were up 
996. 

While the value of big contracts signed tripled in 1990, com- 
pared with 1989, the improvement in French commercial rela- 
tions with Thailand was not just a one-off affair tied to a particular 
year. French exports are made up principally of capital goods; 
parts for the assembly of Peugeot, Citroen and Renault cars, and 
chemicals. The value of French exports of capital goods has more 
than tripled over the past two years. Exports of wines and spirits 
are also increasing and have more than doubled since 1989. 
Deliveries of aviation equipment have more than tripled since 
1989 and reached Ffr 1.36 billion in 1990. ¢ 


Interview : Francois-Xavier Ortoli 


Francois-Xavier Ortoli is president of 
Conseil National du Patronat Francais- 
International, the international division of 
the French employers’ association. This 
5,000-member organisation helps ex- 
porters promote their interests and de- 
velop cooperation projects with foreign 
companies. Ortoli, a former French 
cabinet minister and president of the 
European Commission, was president and 
CEO of the French oil company Total 
from 1984-90 and is currently the 
company's honorary president. 


What are your views on economic 
relations with Asia? 

We are well aware that this region is 
an area of formidably rapid progress. By 
we, | mean the French government, big 
firms and an increasing number of me- 
dium and small firms. Today in France 
there is a major, well-motivated interest, 
based on sound argument, in working 
with the Asia-Pacific region. Between 
1980-88, the French share of the mar- 
ket in the newly industrialised countries 
has grown from 0.996 to 1.8796. The 
French share of trade with Southeast Asia 
is now 2.196. Trade is growing fast but 
it's a difficult market because 6496 of the 
trade is between the countries of the 
region. In Europe it is less than 5096. But 
our firms are determined to fight their 
way in. And | think that over the last 
year or so, they have shown that they're 
not a bad job of it. 


What is the role of the CPNF in 


this? 
We of the CPNF who specialise in 
trade relations are convinced that France 
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must be constantly present in Southeast 
Asia. Of course the firms themselves have 
their own responsibility. But we think that 
we must report important developments 
there. We make a point of taking people 
from French firms who have never seen 
what it's like. We help them to under- 
stand it better and I hope we convince 
them that they must set up a business 
there. 


There seem to be a number of or- 
ganisations engaged in onim 
trade with Asia. Where does the 
CPNF stand? 

When a CPNF delegation visits im- 
portant areas like Southeast Asia or the 
Middle East, we take 
people with us from the 
other trade promotion 


organisations. In Bangkok 


perts drawn from these 
organisations, from banks 
and private firms and 
from the highly experi- 
enced French foreign 
trade counsellors from all 
over the area. Here in 
Paris, we have a series of 
committees working on 
the specific problems of 
China, India, Vietnam, 
South Korea, Japan. In- 
donesia, Hongkong and Singapore. We 
provide information and try to show our 
friends and potential partners what French 
industry is really like. After all, France is 
the fourth-biggest importer and exporter 
in the world. This is hardly negligible, but 
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Ortoli: determined. 


we have to get our act together and dis- 
play our strength convincingly. 


France has some very successful 
firms in Asia. 

That's true. But we still have a lot of 
work to do. Our main job is with the 
small and medium-sized firms. We have 
some multinationals, perhaps not so big 
as IBM and other giants. We also have 
firms which are leaders in their field in 
industry and services. Look at Accor, for 
example; it is a major in the hotel indus- 
try. And it's a major in the area we're 
discussing, where everything is happen- 
ing. My old company, Total, is among 
the most important foreign oil compa- 
nies operating in Indonesia and even in 
Japan it has a very important position. 
Obviously here I am touching on some- 
а thing more complex than 
3 just sales or exports. This _ 
1 is where we have seen а 

remarkable change. In a 
few years we have moved 
from the idea of straight- _ 
forward buying and sell- — 
ing, to that of trade plus 
investment. Investment 
means something quite 
different. It means global- 
isation. Are our firms 
capable of this globali- 
sation? This is more im- 
portant than asking if a 
small or big firm is able 
to sell to Japan. The real 

question is: are they ca- 
pable of establishing themselves some- 
where where they can share in growth 
and eam a profit for their head offices? 
I think they are. This is what the 500 
French firms established in Asia are do- 
ing. + 





Banking units push 
for growth abroad 


ке banks are operating abroad оп a much bigger scale 
than foreign banks in France, according to the 1990 report 
of the Comite des Establissements de Credit, published by the 
Bank of France in July. Between 1985 and 1990, the French 
banking sector invested Ffr 43.6 billion (US$7.6 billion) abroad, 
compared with the Ffr 20.6 billion invested by foreign banks in 
France. 

Major French banks have a long tradition of operations outside 
France. At the beginning of this century, establishments like the 
Credit Lyonnais, the Societe Generale and the Comptoir 
d'Escompte de Paris (ancestor of the Banque Nationale de Paris), 
already had subsidiaries or branches everywhere in the world. 

According to the report, a survey made at the end of 1990 
shows that there are 52 French credit institutions established abroad 
in 121 countries. These break down into 284 branches, 569 
wholly or partly owned subsidiaries and 285 representative offices. 
Although the report says French banks showed a worrying fall in 
profitability in 1990, they were nevertheless dynamic and devel- 
oped new products and moved into new markets. 

One example is Banque Indosuez, which in October inaugu- 
rated a branch in Shanghai. Announcing the bank's half-year re- 
sults in September, chairman and CEO Antoine Jeancourt-Galignani 


Taste for luxury 


described the new branch as one of the highlights of its inter- 
national activity. Consolidated net profits for the bank were Ffr 
517 million, compared with Ffr 512 million for the same period 
in 1990. Jeancourt-Galignani said the bank would soon be 
celebrating a century of banking in China and wished more 
than ever to contribute to the development and modernisation 
of the Chinese economy. 

Generally, despite a difficult and unstable environment, 
Banque Indosuez reported sustained activity in 1990 with an 
advance in operating results. "The Asian units once again en- 
joved an excellent year," said Jeancourt-Galignani. “Their con- 
tribution to the bank's results in 1990 were of great value. The 
major branches in Hongkong, Singapore and Bangkok attained 
record levels of activity and income. While continuing to maintain 
its position in the front rank of the market-place, the Tokyo 
branch benefited from the stronger credit demand of Japanese 
companies. " 

For Banque Nationale de Paris (BNP), chairman Rene 
Thomas expressed a view shared by most bankers:"It was not 
a good year for bankers anywhere in the world." 

However, the bank enjoyed strong business growth in the 
Asia-Pacific area and reported satisfactory results, despite a less 
buoyant climate than 1989. The Tokyo unit, operating in a 
difficult environment, maintained its earnings. In. Hongkong, 
where it is perceived that uncertainty over the future has not 
diminished the colony's economic vitality, BNP confirmed its 
encouraging results of the previous two vears. 

The Singapore unit maintained its profitability despite a 


exemplar of the whole is Courvoisier, 


which has its headquarters and produc- 
tion at the small town of Jarnac, the 


The business performance of the Comite 
Colbert, an elite group of luxury goods 
manufacturers and exporters, whose 
membership is limited to 70, is a reliable 
indicator of world economic health. It is 
also continuing evidence of the impor- 
tant role played by France's traditional 
high-quality products. 

After the uninterrupted growth of the 
previous 12 months, the group’s 1990 
turnover of US$5.42 billion — up 4% — 
reflected the strains of the Gulf War and 
the slowdown in Europe. Yet Colbert's 
eight sectors put up a satisfactory export 
performance: steady for table arts, fash- 
‘ion and accessories, while there was 
growth in champagne, wine, cognac, 
haute couture and 

Asia is an increasingly important 
market for the high-quality exporters; in 
champagne, wine and cognac, haute 
couture, jewellery, fashion and accesso- 
ries, leather goods and luggage, Asia 
aproached dominance. For cognac, the 
Far East is the No. 1 customer. Asian 
drinkers like the oldest cognacs best and 
account for 3696 of sales in volume, the 
equivalent of 55 million bottles. 

Dominated by Japan, and relying on 
generally buoyant markets such as Singa- 
pore, Thailand, South Korea and Hong- 
kong, the market has progressed by 3.296 


in volume and 16.696 in value. Japan is 
the second-biggest importer of cognac in 
the world, after the US, taking the 
equivalent of 28.5 million bottles. In other 
parts of Asia, Hongkong, Taiwan, Ma- 
laysia and Taiwan, accounted for 25.2 
million bottles, and South Korea imported 
1 million. 

Cognac can be produced only in the 
Cognac region of southwest France. The 
region was known as early 
as the 12th century to 
Flemish traders who called 


regularly at English and 
northern European ports 
with cargoes of wine. By 
the beginning of the 17th 


century, the change from 
white wine to a distilled 


spirit called brandy had 


Today the king of 
brandies is produced in 
the region from which it 
takes its name, which 
covers some 4,300 sq. 
miles. The quality of the 
grapes varies widely and 
there are six separate areas or crus which 
grow grapes producing distinct cognacs. 

While excellence is the shared pride 
of all members of the Comite Colbert, an 


Cognac: Asian demand. 


meeting point of the Grande Champagne 
and Fins Bois crus. 

Courvoisier's story is entwined with 
cognac's history. At the beginning of the 
19th century, Emmanuel Courvoisier and 
his partner Louis Gallois had a thriving 
wines and spirits business in Paris. Cour- 
voisier used his contacts among Napole- 
on's marshalls to get himself appointed 
as supplier to the emperor. 

to company 

legend, when Napole- 

on's star went into 

eclipse, he planned to 

escape to America and 

stocked his ship with 

cognac supplied by 

Courvoisier. When he 

was obli surrender 

to the British, Royal Navy 

officers, on sampling the 

cargo, dubbed it Napole- 
on's cognac. 

It was the sons of 
the founders, Felix Jo- 
seph Courvoisier and 
Louis Jules Gallois, who 
decided, because of the 
drink's growing popularity, to move 
it to Jarnac in 1835, the year the House 
of Cognac Courvoisier was officially 
founded. € 


————————————————————— 
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MATRA DEFENSE thinks differently and 
creates a different type of qualitative 
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MATRA DEFENSE 's professionalism is that 
of 40 years of experience 
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slowdown in operations involving the US and Canada. The new 
Indonesian subsidiary, PT Bank BNP Lippo Indonesia had a 
promising first year. The bank's representative office in Vietnam's 
Ho Chi Minh City opened an annex in Hanoi in July 1990. 
Meanwhile, the 50% surge in local income in Taiwan led BNP 
to strengthen its presence by opening a second office in Kao- 
hsiung. 

The Asian region is a priority growth area for Banque Paribas. 
Against a background of volatile exchange rates and unstable oil 
prices, the Asian units maintained a satisfactory level of profitability, 
with lower earnings from treasury management partially offset by 
a 10% increase in income from selective banking activities. 

France's unique cooperative farmers’ bank, the Credit Agricole, 
is today a "universal bank in its own right," says president Yves 
Barsalou. Now active throughout industry as well as agriculture, 
Credit Agricole is expanding internationally. In Asia, 1990 saw the 
opening of a branch in Singapore and the acquisition of a share 
in a Thai finance house, SITCA. "In spite of the difficult envi- 
ronment, Credit Agricole achieved a good performance in 1990, 
confirming its position as the first French bank by results, cashflow 
and balance sheet," said Barsalou. 

Societe Generale's chairman and CEO Mark Vienot, notes that 
his bank has invested heavily in recent years to com- 
puterise its facilities and is fast adapting to a changing 
world. "Above all, we have become a diversified fin- 
ancial group with the ability to act in all areas of 
finance in France and in some 60 other countries,” 
said Vienot. 

December 1990 saw the creation of Shanghai 
Associated Finance Ltd (SAFCO), a joint venture with 
the People's Construction Bank of China and the 
Shanghai Investment and Trust Corp. The venture's 
inauguration last June marked the founding of the 
first Franco-Chinese merchant bank. 

For Jean-Yves Haberer, chairman and CEO of 
Credit Lyonnais, 1990 was gratifying. The bank had 
strong growth in all banking lines of business, diver- 
sification of activities and geographical expansion. 
There was visible growth in earnings, with the bank 
now virtually achieving its goal of doubling earnings 
from 1990-92. And a 6596 increase in core capital 
has brought the bank's total of equity capital and 
provisions to over Ffr 100 billion, while coverage of 
risk exposure in heavily indebted countries was lifted. 

Asia and the Pacific have pride of place in Credit 
Lyonnais' international activities. Commercial banking 
services grew sizeably in the region during 1990, both at the units 
opened in 1989 in Bombay and Jakarta, and in markets where 
the bank has had a longer presence. The network covers all the 
major countries of the region with diversified activities geared to 
each market: asset financing and capital market activities in Japan, 
loan syndication in Singapore, leasing in Indonesia and financing 
for small and medium-sized companies in South Korea. 

Credit Lyonnais joined forces with a large financial institution 
in Thailand to form Credit Lyonnais Sahaviriya Finance and Se- 
curities Co. Ltd, in which it has a 2596 share. It opened repre- 
sentative offices in both of Vietnam's major centres, Ho Chi Minh 
City and Hanoi, bringing the number of representative offices in 
the region to nine. 

In Tokyo, Credit Lyonnais Securities (Japan), which was estab- 
lished in 1987, became a full member of the Tokyo and Osaka 
exchanges and can now directly trade the full range of listed 
securities. With the acquisition of Royal Trust Management, the 
Hongkong organisation now includes Credit Lyonnais Securities 
(Asia), handling regional brokerage; Credit Lyonnais Asia, which 
specialises in corporate finance, and Credit Lyonnais International 
Asset Management, managing funds invested in Asian 
securities. € 
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Nuclear generation 
key to energy future 


po» cast upon the future of nuclear power after the horror 
of the Chernobyl disaster and the continuing protests of the 
international anti-nuclear lobby do not alter the nuclear energy 
industry's conviction that it is bound to enter an accelerated phase 
at the beginning of the next century. 

One important reason is the increasing realisation that nuclear 
power generation helps to protect the environment, since it does 
not contribute to the Greenhouse Effect. And in the early 2000s, 
too, the approximately 500 reactors now working in the world will 
have to be replaced. 

Nuclear energy in France is govemed by the Commissariat a 
L'Energie Atomique (CEA) created in 1945. Since 1983, it has 
grouped all its subsidiaries and holdings within the CEA-Industrie 
Co. of which its owns 99.796. CEA Industrie is the 10096 owner 
of Cogema, the world's biggest nuclear fuels company, holds a 
3696 share in Framatome, the power-plant manufacturer, and has 
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Controlling fusion: building France's Tore Supra tokamak. 


majority and smaller interests in two dozen or so related industrial 
units. 

French engineers are currently concentrating on three avenues 
of research. 

1) Pressurised water reactors (PWRs). France has 50 PWRs 
which are working satisfactorily. EDF, the state electricity utility, in 
collaboration with the CEA, has launched REP 2000 (REP is 
French for PWR) aimed at designing a new model by the end of 
the 1990s. 

2) Fast Neutron Reactors will also have their part to play since 
they have a number of important advantages, among which is 
their limited need for natural uranium. 

3) In 1990, the CEA launched research into the next generation 
of power-generating reactors. The first R&D projects include new 
fuels capable of improved fission product containment in the event 
of accidents, and examination of new fuel cycle strategies to help 
guide technical choices for future reactors. 

The enrichment of natural uranium with uranium 235 is the 
key stage in the nuclear fuel cycle. Natural uranium contains only 
0.7% uranium 235. 

The CEA is near to perfecting a uranium enrichment process 
which reduces costs by half. This procedure is known as SILVA, 
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SUCCESS IN THE AIR. SUCCESS IN SPACE. 
OUR NAME SAYS IT ALL. AEROSPATIALE. 
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AEROSPATIALE is the world's leading exporter of helicopters. — vehicle market, and the Airbus 30% share of the civil aviation market. 70% — 
8500 machines have already been sold to 115 countries. In the United of AEROSPATIALESS turnover is realised in programmes which involve 
States, this commercial success is reflected by the company's rating as cooperation of one sort or another — with 20% of these in South East Asia. N 
№ 2in the American civil market with 25% penetration. In Japan, it is Within the context of a partnership built upon free exchange of 
the leader, with a 48% market share. One out of every three helicopters information, methodology, technology sad hassel expertise, 
flying today is from AEROSPATIALE. Singapore has a significant e to play in the Airbus A320 programme. 

AEROSPATIALE ploughs back more than 35% of its turnover into And, together with China, it is also working in collaboration with - 
research and development. This percentage, the world's highest, firmly AEROSPATIALE on the P120 light helicopter programme. 
places AEROSPATIALE at the very heart of all major European „у AEROSPATIALE, driving force in the European aerospace - 
aerospace projects. From the outset, its history has been marked „#rospatidy industry, will tomorrow be нанар; the partnership aimed _ 
by a series of international successes that are the fruit of true serospatick at developing a new supersonic aircraft — and thereby add to 


cooperation — as demonstrated by Ariane, with 50% of the launch serosp atio, the legend it has already created for itself in the skies. 
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the acronym for the French name of the process. Enrichment 
accounts for 50% of the cost of nuclear fuel. 

In a single SILVA operation, 5-6% enriched uranium can be 
obtained. Currently, 1,400 separate operations are required to 
obtain 3-496 enriched uranium. SILVA’s first industrial installation 
is expected to start functioning in 2005. 

Controlled fusion, the potential source of virtually inexhaustible 
energy, is humanity's greatest hope for energy in the future. But 
mastering it is a gigantic challenge. It means creating miniature 
Suns on the Earth and, in order to do that, reconstituting a fourth 
state of matter called plasma. 

The principle is as follows: the fusion of deuterium and tritium 
unleashes a colossal amount of energy. But in practice, two hur- 
dles have to be overcome. First, the 
temperature of 100 million °C has to be 
reached in order to bring together the 
charged nucleii. Scientists have yet to get 
beyond 30 million °C. 

The second problem is to maintain 
the temperature — that is, to confine 
the plasma thus created. To try and 
duplicate the effects of gravitation, 
researchers are aiming at magnetic 
confinement in machines called 
tokamaks. 

There is still a very long way to go 
before the first fusion power station is 
linked to electricity supply grids. An op- 
timistic forecast is not before 2025. But 
from then on, the dream of unlimited 
energy will take shape. € 
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The Crotale missile system 


Aerospace and defence 
industries take off 


his year's Paris air show, the 39th Salon International de 
l'Aeronautique et de l'Espace, was held from June 13-23 at 
Le Bourget airport against a background of economic recession 
and the aftermath of the Gulf War. But an upbeat note was struck 
from the start. There was a surprising expansion: 1,769 exhibitors 
from 37 countries, compared with 1,593 in 1989. Airframe and 
engine manufacturers and the host of ancillary equipment firms 
were evidently anxious to re-establish their 
positions in a rapidly shrinking market. 
Despite the climate, many orders were 
placed: Boeing sold 41 aircraft, Kuwait 
Airways contracted the European Airbus 
consortium to restore its fleet of 15 air- 
liners. US company Federal Express 
placed a firm order for 25 Airbus A300- 
600s, along with a preliminary order 
for an additional 25, subject to 
reconfirmation. The aircraft are to 
be delivered from 1994 at the rate 
of six a year. This is the first order 
for all-cargo aircraft obtained by the 
consortium, which by mid-year had 
received 58 firm orders. 
At Le Bourget, America's Stealth 
bomber, the F117, inevitably drew the 
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relations between the two countries led 
to renewed efforts by all French business 
concems. France Telecom is promoting 


This year has seen the completion of a 
long process of evolution by France's 
national telecommunications operator, 
France Telecom. To meet the challenge 
posed by the change in the technologi- 
cal, regulatory and commercial environ- 
ment worldwide, the formerly state-run 
company has transformed itself into an 
ee operator under corporate 
w. 

Under a president appointed by the 
cabinet for a three-year term, France 
Telecom is run by a 21-member gov- 
emment board. France Telecom is now 
subject to competition and will, after a 
three-year transition period, be subject to 
local and profit taxes. 

The new status is expected to give the 
company a better approach to the market, 
create more diversified services, reduce 
still further its charges — already the 
lowest in Europe for comparable opera- 
tors — and speed up its internationali- 
sation policy to ensure that it remains 
one of the top world telecommunications 
operators. Newly free from the official 
straitjacket, France Telecom teams have 
been exploring international opportunities. 

In Asia, France Telecom has repre- 


sentative offices in Singapore, Jakarta and 
Peking. In Japan, it has a liasion office 
opened in 1984, and a subsidiary. France 
Telecom Japan Ltd, created in 1989, 
which is directly engaged in business 
there. 

The subsidiary aims to sell France 
Telecom's services and products and to 
encourage Japanese firms to use Paris as 
the base for their international commu- 
nications. It also markets France Tele- 
com's Integrated Services Digital Network 
and last year succeeded in selling to two 
major Japanese companies: Daiwa Secu- 
rities and JVC. In 1990, the number of 
specialised digital links between France 
and Japan was increased from three to 
13 and the Japan-France ISDN was 
opened commercially. 

One major effort by the Tokyo sub- 
sidiary involves France's unique commu- 
nications accessory, the Minitel, with its 
electronic directory and other facilities. A 
consortium was recently formed by France 
Telecom and 10 Japanese firms operat- 
ing in various fields to carry out a six- 
month feasibility study on creating a 
Japanese version of the Minitel. 

In China, the normalisation of trade 
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Videotex through the Minitel, and has 
now resolved most of the technical 
problems in jointly developing with the 
Chinese a local language version of the 
Minitel. 

Genevieve Van Gaver, the company's 
Peking representative, said the Chinese 
had shown a special interest in Videotex 
and were enormously attracted by the 
Minitel. One of China's greatest needs is 
the efficient secure transmission of in- 
formation at all levels, beginning with basic 
things such as hotel and railway bookings. 
A Videotex demonstration has been 
scheduled for Shanghai by the end of the 
year and France Telecom has given China 
100 Minitels for the occasion. 

In Singapore, France Telecom opened 
an office 11 years ago. Its task then was 
to establish and maintain official relations 
with post and telegraph departments 
around the world. Now, the newly au- 
tonomous company is trying to sell its 
own line of products to Singapore 
Telecom and other Asian communications 
organisations. The Singapore office has 
also established close technical relations 
with the two Thai telecom systems and is 
following up a project in Indonesia. % 
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world shrank. When he invented 
radiocommunications, military thinking 
was revolutionized. When he discovered 
the means to jam the signals it was 
time to think again 

Technology has been changing man's 
thinking for a long time. Several million 
years ago necessity drove our remote 
ancestors to make tools. To control the 
complex movements of the hand, the 
brain evolved. With his better brain man 
developed better tools — and a still better 
brain. The process was interactive 
Technology changed his thinking. His 
thinking changed technology 

At Thomson-CSF we're continually 
stretching our minds to improve the tools 
man uses. Every year we spend over 
20 percent of our revenue to enhance our 
systems and develop new technologies 
— in both defense and civilian electronics 
A considerable part of our R&D efforts 


TECHNOLOGY CHANGES THINKING. 
OUR THINKING CHANGES TECHNOLOGY. 


When man invented the airplane, the 


goes to creating better software, the key 
component that masterminds all our 
systems.In artificial intelligence 
development, for instance, we re doing à 
lot of hard thinking about thinking 
itself, investigating, among other things, 
how the brain recognizes shapes. Just 
one example of the kind of sharply 
focused, product-oriented research that's 
basic to our determination to keep 
Thomson-CSF on the cutting edge 
Technologically —and competitively 

The result of our endeavors is pure 
synergism. One advance leads to 
another. The more we improve 
technology 
we improve 
Thomson-CSF: Cedex 67, 92045 
Paris-La Défense, France 


А THOMSON-CSF 


WORLD-CLASS ELECTRONICS 


the more technologu 
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biggest crowds. But there were other novelties, like the Franco- 
German Tigre helicopter, and two new versions of the French 
Mirage 2000 — the ground attack 2000-D and the multi-purpose 
2000-5, conceived for export. 

Mockups of the Hermes space shuttle, the Soviet Mir and the 
US Freedom space stations were among the biggest attractions. 
Huge models of the European launchers Ariane 4 and 5 towered 
over the outside exhibition area, a reminder of the increasingly 
competitive satellite launch business. The US and Europe no longer 


. have this field to themselves. 


The biggest threat comes from China's Long March III rocket, 


` offering launches at rates а good 1596 below those of Europe's 


Ariane. But like the Soviets, the Chinese still have some way to 
go before their servicing and organisation become irresistible, even 
at rock-bottom prices. However, on the horizon is Japan with its 
new H2 rocket, who is expected to combine technical competence 


. With an aggressive commercial policy. 


With airlines throughout the world fighting for survival, all types 
of aircraft manufacturers, including the Franco-Italian commuter 
aircraft consortium Avions de Transport Regional (ATR) — have 


` been affected. ATR was formed in 1980 by Aerospatiale of France 


` Following the ATR 42-300, the 


manager. 
_ ATRs, Taiwan's China Airlines 


and Italy's Aeritalia, now known as Alenia. The ATR is constructed 
in three plants in France and two in Italy. To date, the company 
has delivered 231 aircraft, including 30 ATR 72s. 

ATR claims that it is the world leader in the commuter market, 
on the basis of firm orders with 2196 of the world market in the 
30-to-70-seater category. It is 
also world leader on the basis 

_ of seats sold with 30% of the 
market in the same category. 


ATR 42-320 and the ATR-200, 
the 72-210, the basis of a deal 
with American Airlines' subsidi- 
ary American Eagle, has been 
added. 
The importance of the Asian 
. market, where ATR has yet to 
establish itself, was stressed by 
Antoine Bouissou, area sales 
Thai Airways has four 


Commuter success: the ATR 72. 


14. The airlines of Laos and 
poen are awaiting delivery of two and four aircraft under 5096 


а matters today is economy without any loss of safety or 


` comfort," said Bouissou. “The ATR is in every way the ideal plane 


for Southeast Asia." 

France is involved in a development project to produce a heli- 
copter, the P120L, at Aerospatiale's Marignane workshops, by a 
Franco-Asian team made up of Aerospatiale (6096), China's CATIC 

_ (24%) and Singapore Aerospace (16%). 

While the Gulf War hampered some sectors of French industry, 
it did produce a more than 5096 increase in foreign arms orders, 
according to estimates recently made public. Sales were Ffr 30-35 


` billion (US$5.2-6 billion) in 1990, compared with Ffr 20 billion in 


1989. 

But the war was not the only factor. Southeast Asia has played 
its part with a number of orders, though French industry finds 
itself up against strong competition from newcomers like Brazil, 


"Everyone's rushing in there," said one exporter. "Countries 
i , Singapore, Taiwan and South Korea are economic 
» powers with enormous military requirements. They enjoy relative 
` political stability and consititute no risk by international criteria. 
We have to get into these markets icd because within 10 years 


` ог so, they too will begin expo 


` 50 


During the Gulf War, M S eyes were trained on the suc- 
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cesses of the American Patriot missile. But at Aerospatiale, where 
work continues on the Aster missile, the view is that the lragi 
Scuds provided really too easy a target. Aster is a joint enterprise 
of Aerospatiale's Tactical Missile Division, Thomson-CSF and the 
Italian firm Alenia. 

One major French presence in Asia is Thomson-CSF, the elec- 
tronics and defence division of the state-owned Thomson group. 
Alain Fribourg, responsible for Thomson-CSF in the region, notes 
that the firm’s activity — which has been built up over many years 
— is not exclusively military. 

Air traffic control, civil aircraft simulators and radio and television 
transmitters are essential elements of the company's professional 
electronics business which in Asia makes up some 30-40% of 
sales. Defence electronics constitutes only 60-70% of Asian activ- 
ity, whereas internationally the weighting is 80% defence. 

Over the past decade or so, air traffic control has formed 
a major part of Thomson-CSF's contribution in Asia and the 
Pacific. Among important contracts are large ones in Australia and 
New Zealand, and those in the Philippines and Singapore. Pro- 
grammes are under discussion with India and Malaysia and the 
firm has had some very important contracts in Indonesia. It is thus 
a major supplier of air traffic control systems to Asia, particularly 
Hongkong and China. “Practically all Asian countries, in fact,” 
said Fribourg. 

The purchase of the British firm Link Miles has expanded 
Thomson's capability in the supply of civil aircraft simulators. 

mua: "Traditionally we have special- 
{ ised in European aircraft. But 
38 we now have the whole range, 
ТЇ: including Boeing and the DC- 
10. One of the most specta- 
cular [contracts] in recent years 
was the supply of an Airbus 
simulator to All Nippon Air- 
ways.” 

In the defence electronics 
sector, Thomson-CSF has had 
several successes in the areas of 
air defence, weapons systems, 
submarine activity, naval activity, 
battlefield electronics, electronic 
warfare, and radio communica- 


tions. 

Asia is the only region where defence expenditure is not declin- 
ing. Thomson-CSF is an old Asia hand, which has built up a 
network over the past 20 years. “Now that the European, Ameri- 
can and Middle Eastern markets are stabilised or in recession, we 
have been able to capitalise on the investment we had made in 
Asia over many years,” said Fribourg. “We estimate that our Asian 
orders in 1991-93 will be about three times what they were from 
1988-90." In the past, Asia accounted for about 10% of Thomson- 
CSF's exports, but the company expects it to eventually make up 
one third or one quarter of orders. 

Asian customers have been shown Gulf War film footage of 
items such as an Aerospatiale missile guided by Thomson-CSF's 
laser system. Thomson-CSF works essentially on guidance systems 
for short- and very short-range missiles like Crotale, a ground-to- 
air missile. Crotale has been sold to several Asian countries. 

Discussions also continued this year about the supply of French 
frigates to Taiwan. Thomson-CSF will supply computer and 
electronic equipment if the deal goes ahead. It is understood that 
France and Taiwan are putting together a deal worth Ffr 11 bil- 
lion involving the first six of an eventual 16 3,200-tonne La 
Fayette type frigates. France will build the frigates in modules 
which will be sent to Taiwan for assembly there by local shipyard, 
China Shipbuilding Co. The contract, if it goes through, will give 
France an important entry into a region under strong American 
influence. € 
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A WORLD FAMOUS SYSTEM HAS TO BE A FINE SYSTEM. 
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ATR: THE INTERNATIONAL COMMUTER. This is the age of 
open frontier, regional growth and shrinking distances. Now, more 
than ever, short and medium haul aircraft are playing a crucial role 
in this development. 

The ATR System - Technological performance. The ATR 42 and 72 
turbo prop aircraft benefit from the combined successful experi- 
ence of 2 major European aerospace companies. ATR goes further 
than just building aircraft - it supplies an entire system. Its flexi- 
bility allows you to adapt to the demands and traffic (ATR 42 and 
72 versions). 

The ATR System is built upon a philosophy of total service. After 


carrying out a full analysis of your needs, ATR will offer you a con- 
tract to match your financial resources. In operational terms, ATR 
support is available throughout the world. 

The ATR System is represented worldwide to service an ever- 
increasing number of clients: more than 40 airlines across all five 
continents, With more than 530 aircraft ordered of which 220 are 
already flying, the ATR system is a remarkable commercial success. 
Market presence, power and flexibility - no effort has been spared 
to make ATR the world leader in short and medium haul aircraft. A 
leading position which the ATR system is dedicated to maintain 
throughout the world. 
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THE TOTAL SYSTEM 
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Car-makers optimistic 
about Asian outlook 


Ithough times are generally hard for the French car industry, 

there is a note of optimism in this year’s reports by the 
country's major manufacturers, state-controlled Renault and pri- 
vate company PSA, which makes Peugeot and Citroen. 

For Renault, the Asia-Pacific region — somewhat neglected in 
the past — has become a priority area. Jean-Claude Ami, assist- 
ant director for North America and the Asia Pacific, says the 
company is now producing cars more adapted to the tastes of 
Asian customers and has increased the production of right-hand 
drive vehicles. It is concentrating on Australia, New Zealand, Ja- 
pan, Taiwan, Singapore, Thailand and Malaysia. The total market 
there this year is estimated at 1.21 million cars and it is expected 
to increase by 7.196 next year. 

By the end of this year, Renault will have sold 21,620 vehicles 
in this market and forsees a 2296 increase to 
26,380 in 1992. The boost will be the result 
of reaching distribution agreements in new 
markets with Renault's partner Volvo. 

Some of these agreements are already in 
place, such as in Thailand, where Renault cars 
` are assembled by Volvo and distributed by Siam- 
Renault, the importer. 

In Malaysia, operations began this year, but 
will not really get going until next year. Malay- 
sia is unique in the area in being a closed 
market where cars have to be brought in com- 
pletely knocked down (CKD) and assembled 
locally, with 3096 locally manufacturered parts. 
A local make, supported by Mitsubishi, has 
6096 of the market, and benefits by not having 
to pay import duties. However, the Renault 19 
is eminently suited to Malaysian customers' 
tastes and is expected to sell well there, as it 
does in Germany, where it tops the car import 
list. 

The company launched sales of its Renault 


19 in Australia in September to an enthusiastic Clio cachet 


On the right track 





response from the Volvo distributors and industry journalists. In 
New Zealand, British imports enjoy a preferential tariff, which 
means that Renault is at a disadvantage to its traditional rival 
Peugeot, which is now exporting cars made in its British factories. 

Japan is an enormous market. Renault measures itself against 
other European imports, about 200,000 annually. Of these, Renault 
will sell about 2,500 vehicles this year and hopes to raise the 
number to 3,000 in 1992. Many more could undoubtedly be sold, 
but Renault lacks a distribution network in Japan. An importer 
must buy a local distributorship and Renault has for now decided 
to apply its resources to other sectors. 

The Japanese are mainly interested in the upmarket models of 
European cars. The Clio, Renault's latest star, was launched in 
Japan in October. The luxury version, the Baccarat, has most 
appeal to Japanese. Interestingly, Japan, unlike Britain, allows the 
importation of left-hand drive cars. In Taiwan, Renault continues 
to work with San Fu Motors, this year selling 24,000 cars. Taiwan 
is a CKD market where Renault sells its Renault 9, Renault 19 and 
its Express commercial vehicle. In Singapore, Renault ranks third 
in imports, after Mercedes and BMW. 

For Jacques Calvet, chairman and CEO 
of PSA, 1990 was a good year despite the 
stormy market conditions. The first five 
months of this year had seen a continuation 
of the deterioration in European markets vis- 
ible in 1990. “The effects of the falloff in the 
French market and in our big export mar- 
kets, Britain and Spain, is only partially com- 
pensated for by Peugeot and Citroen's per- 
formance in Germany," he said. However, 
Calvet emphasised the continuing satisfactory 
expansion of PSA's projects in China, Iran 
and Turkey. 

Plans are well advanced for a large French 
automobile development in China. An agree- 
ment will be signed before the end of next 
year to create a joint venture in Wuhan. The 
parties decided last December to eventually 
produce about 150,000 ZX Citroen cars 
annually. The factory is due to start pro- 
duction in 1995. Citroen plans to send its 
first team of engineers to China early next 
year. Ф 


NS 


The company’s engineers are now 
adapting the TGV to run under the 
English Channel, and eventually this route 


_ Travellers in Europe have seen the future 
` and it works. Since the high-speed train, 
Poa ie bak ow toe ind дем] began 


train in the world and has a 15-year 


cs E advance over its competi- 


E aere cari be dera irons 
` the 1950s when two of its locomotives 
` broke the world high-speed record at 331 

kph. But it was Japan's opening in 1964 
of the Shinkansen, the high-speed line 
between Tokyo and Osaka, which spurred 
France to serious research. 

By 26 February 1981, the national 


railway company SNCF broke the world 
record it had held since 1955 with a 
speed of 380 kph. 

Beside being able to reach Lyon in 
two hours, attaining its optimal per- 
formance on the specially designed track, 
it can also run at a normal rate (200-220 
kph) on refitted ordinary lines — allow- 
ing it to continue its route on to Marseilles, 
Montpellier and Geneva. Its Japanese 
competitor does not have this compat- 


ibility. 

The TGV was designed by French 
engineers at GEC Alsthom, a multina- 
tional electrical engineering company 
formed by the amalgamation of Britain's 
GEC with the French concern Alsthom. 


will enable passengers to travel from Paris 
to London in three hours. 

There also plans to extend the TGV 
to Brussels, Amsterdam, Cologne and 


GEC Alsthom. The first TGV in the US 
will be in Texas, and there are also plans 
for a high-speed line in Canada. 

In Asia, two other countries are 
planning high-speed links: South Korea 
for its Seoul-Pusan line and Taiwan, for 
a line between Taipei and Kaohsiung 
GEC Alsthom will hear the results of its 
preliminary tender for the Korean contract 
next year. Taiwan has not yet called for 
tenders. € 
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ENGINEERING 
WEALTH 


Discretion 


Engineering wealth at Indosuez is a Private 
Banking service 

It is designed for individuals and families for 
the safeguard and growth of their estate through 
professional investment management 

Discretion and confidentiality, the hallmarks 
of the great fashion designers whose apparel 
grace the world’s most prominent figures, is the 
essence of Private Banking 





Through its commitment to confidentiality 
and thanks to its thorough knowledge of fiscal 
and regulatory systems, Indosuez offers its 
Private Banking clientele security in discretion 

Engineering wealth means an assurance of 
discretion - in harmony with the times 


BANQUE INDOSUEZ 


International Private Banking 


in Hong Kong, call Patricia Lawson (Lim) 
on (852) 848-9098 or 523- 5614 
in Singapore, call Philip Chan on (65) 224.49.01 


Geneva « Lausanne e Lugano e Zurich 
London = Luxembourg ж Monaco е Paris e Bahrain « New York 








TORRENTE HAUTE COUTURE 





CHINA 


-. Zhou Enlai’ life is co-opted in the regimes search for congenial heroes 












By Lincoln Kaye in Peking 
(^w hina’s hardline media masters 
_. “have plenty of recent experience 
р creating prettified icons out of the 
“A unprepossessing flotsam of com- 
-munist history. But, in the newly released 
film Zhou Enlai, they faced a much trickier 
problem: how to co-opt an already exist- 
. ing, "organic" personality 
, Own propaganda purposes. 
(2 Zhou, communist China's long-serving 
_ first premier right up to his death in 1976, 
is still widely revered as a humanist, an 
. internationalist and a pragmatist — a far 
_ cry from the rigid, repressive, xenophobic 
_ ideologues now in power. So the regime 
. has sought out more congenial heroes to 
legitimise its rule in the aftermath of the 
1989 Tiananmen massacre. It has dredged 
up the long-eclipsed legacy of founding 
ther Mao Zedong and other “blood-and- 
under" heroes of the Revolution. 
- Zhou, given his nearly universal popu- 
larity, could hardly be excluded from the 
latest revision of the official hagiology. To 
jack his legend, the film reduces him to 
an embodiment of forbearance, self-abne- 
gation and discretion. The implicit message 
from the leadership is that of a parent pun- 
. ishing à wayward child: "This hurts me 
-< more than it hurts you" — a sacrifice that 
: merits filial devotion in return. 
. .. The film breaks new ground by directly 
. tackling the Cultural Revolution, China's 





























VIETNAM 





young soldier's loss of innocence during 
Vietnam's war with the US, was bound 
to create a literary and political storm. For 
in this country that has turned the war 
. into a sacred nationalist struggle and the 
mainstay of the communist party's legiti- 
macy, this novel verges on heresy. It 
marks the first challenge of the party's 
glorification of the conflict by none other 
than a combat veteran-turned-author. 
And to complicate matters, the Vietnam 








2 Passion Play 


decade of state-sponsored anarchy, as a 
main focus rather than a mere backdrop. 
And, in its latter half, Zhou Enlai launches 
a new and promising genre for Chinese 
cinema, the Zhongnanhai (leadership 
compound) death-watch movie. 

In the communist pantheon, Mao is 
held in awe as a somewhat forbidding God 
the Father, but Zhou is adored as an ap- 
proachable intercessor. Director Ding 
Yingnan portrays him as a Christ-like re- 
deemer for the sake of national develop- 
ment. Zhou interposes himself between 
frail Chinese humanity and the violent 
forces of national destiny, whether Red 
Guards or Zhongnanhai intrigues. 

Like Christ, the cinematic Zhou suffers 
and dies — but not before anointing 
"paramount leader" Deng Xiaoping and 
the rest of the current ruling clique as his 
chosen vicars on earth. 

The film's visual quotations from Ro- 
man Catholic iconography seem almost too 
numerous to be coincidental — the gaunt, 
bearded face in Zhou's last days, the for- 
mal pieta groupings at the bedside, the fo- 
cus on the trudging feet, the knotted, long- 
suffering brows. Even the lighting takes on 
a washed-out Raphaelite tinge. 

As befits a Passion Play, much of the 
nuance is conveyed with expression and 
gesture, rather than in words. For this, lead 
actor Wang Tiecheng has turned himself 
into an admirable instrument. He was even 
coached by Zhou's 87-year-old widow, 


Deng Yingchao, according to the Cinema 
Times of Shanghai. 

Wang's study paid off. The eloquent 
eyebrows, the metronomic counterpoise of 
the gimpy right arm and the bustling stride 
all hint at unspoken dimensions of the 
story line. He relies perhaps a bit over- 
much on the quivering upper lip, appa- 
rently meant to betoken suppressed sobs. 

There is plenty to sob about, though. 
The film tracks Zhou from the onset of the 
Cultural Revolution, through the purge of 
his old comrades, to Marshall Lin Biao’s 
purported air-crash death while fleeing 
towards Moscow. 

In the second hour of the film, Zhou is 
ravaged by his terminal cancer. But he still 
manages to thwart the machinations of the 
Gang of Four, bring his technocratic aco- 
lytes back from internal exile and disgrace, 
rebuild diplomatic bridges to the West, 
install and praise Deng. His dying wish is 
allegedly to redouble efforts for 
reunification with Taiwan. 

Decades after the fact, these themes re- 
main emotionally loaded for Chinese 
viewers. At a Peking neighbourhood thea- 
tre on a recent weekday evening, there was 
an audible catch of breath at the very 
opening scene: a blurred, disorienting 
whirl of red bunting, rushing cyclists and 
slogan calligraphy. oS 

Zhou's Red Flag limousine picks its 
way through the chanting crowds, The 
scene through the car window then cuts 





| Even war heroes cry 


Writers Association named the novel one 
of the best three novels of the year. 

Since September, when the award was 
announced, letters of protest have flooded 
the Writers Association. Army veterans 
and literary critics have condemned both 
the novel and the award. And in this po- 
tent mix of art and politics, The Prize of 
Love is raising questions about the very 
content of nationalism in Vietnam. 

The Prize of Love was written by 39- 
year-old Bao Ninh who fought in some of 
the Revolutionary Army's fiercest battles 
in the central highlands and in Cambo- 





dia. He has all the markings of a revolu- 
tionary hero, including being twice in- 
jured; his credentials make his novel of 
the war all the more threatening to the 
powers that be. 

The war's horrors unfold in The Prize 
of Love through the experiences of a 
young soldier, who is convinced he is 
participating in a "holy" campaign for 
national liberation. As he goes off to fight, 
he leaves behind a girlfriend who tried to 
stop him from joining the army. 

But by the time he returns from the 
battlefield, this once-idealistic soldier has 
become a deeply troubled man, tor- 
mented by the death of so many of his 
friends and unable to adapt to civilian life. 
His bewildered girlfriend breaks off their 
relationship. ^. - 

Although scores of novels have been 








from an agitated flurry of little 
red books and armbands to 
the misty green silhouette of 
the Western Hills, where the 
premier means to sequester his 
cronies until the storm blows 
over. 

Ding goes in a lot for this 
type of colour coding, as 
though to affix unmistakably 
the correct emotional 
colouration for his scenes. 
There are black Felliniesque 
streetscapes with flapping tat- 
ters of big-character posters 
and taunting faces that loom 
out of the night; blue-jacketed 
swarms of stolid peasantry 
hoisting Zhou's bogged jeep 
out of a mud flat; grey desola- 
tion of disaster zones; 
wincingly white wardroom 
vignettes of death-bed grief. 

Not every scene, however, 
is so clear-cut in its import. In 
the tete-a-tetes with Mao, for 
instance, the laughter seems 
just a bit forced, the bonhomie 
somewhat strained. In contrast to Zhou's 
motile face, the Chairman's eyes move 
restlessly behind an oddly impassive mask. 
Was this depiction of Mao and the rela- 
tionship of the two leaders deliberate, or 
just a product of clumsy acting? 

Chinese viewers, discussing the film af- 
terwards, were also unsure what to make 
of the scene where Zhou takes a helicopter 
to an earthquake-stricken village. His face, 
his gestures, his sheer presence all attest to 
his concern. But what about the necessarily 
inadequate platitudes of condolence he 
mutters to the battered survivors, and the 
slogans he leads them in chanting? 

Is there an audible undertone of help- 
lessness here? Is it emblematic of his 
helplessness in the face of the wider dis- 


written since the war ended in 1975, most 
of them were penned by political officers 
who participated in little actual combat. 
But Bao Ninh's highly decorated division 
launched the March 1975 attack on Boun 
Ma Thuot (formerly Ban Me Thuot), 
which marked the beginning of Hanoi's 
final offensive to topple the US-backed 
government in South Vietnam. Six weeks 
later Saigon's Tan Son Nhut Airport was 
captured, ending the war. 

“1 wrote this novel because most other 
books about the war are inadequate," 
says Ninh. "I'm angry about these novels 
because they only advertise about the 
war," he says, suggesting that most writ- 
ers ignore the ghastliness of death and 
focus instead on the bravery of soldiers 
and camaraderie among fighters. 

Many veterans and literary critics ar- 
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Mao and Zhou: dredging up icons of the past. 


aster of the Cultural Revolution? What 
does it say about the position of Zhou's 
successors in the current season of dis- 
gruntlement? 

Right after this scene, Ding cuts to the 
most implausible sequence in the film, 
Zhou's meeting with an American delega- 
tion headed by a beaming bumbler of 
vaguely Kissingeresque appearance. The 
only question put to the premier is from a 
long-hair in an orange suit: what do you 
think of American hippies? 

Zhou's reply basically that youth 
will, after all, have its fling — is about as 
close as the film ever lets him come to pro- 
nouncing on the etiology of China's own 
Cultural Revolution excesses. So much, 
anyway, for Zhou's legendary suavity and 





gue, however, that Ninh exaggerates the 
horrors of the battlefield. “The view of 
the soldier in this novel is so dark and 
utterly tragic," wrote Maj.-Gen. Ho 
Phuong in a recent issue of Van Nghe, the 
Writers Association weekly. "It seems he 
only sees death and miserable things." 

Much of the novel's controversy cen- 
tres around one sentence which chal- 
lenges an underlying theme of history as 
told by the party: Vietnam's repeated 
wars against foreign invaders are the 
most glorious pages in the country's past. 
"|f Vietnam has another war," the novel's 
main character declares, "let another per- 
son provide the shoulder." 

But Ninh's novel is unrelenting for it 
also depicts the disillusionment of many 
fighters since the war ended. "Most sol- 
diers thought they were struggling for 
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his towering diplomatic 
achievements. 
More dignity and, one sup- 


poses, more verisimilitude is 
accorded to the backstairs 
world of China’s ruling elite. 
Zhou's last days are played out 
in a milieu of Zhongnanhai 
villas, his office in the Great 
Hall of the People, and a hand- 
ful of military hospitals. 

Here, the stratagems of 
choice are disinformation and 
blockage of access. Butlers and 
nurses emerge as major char- 
acters in the dying premier's 
orbit. At the end, Zhou still 
defeats his Gang of Four foes 
and rules from bed with faint 
hand gestures and barely 
croaked monosyllables. How 
many such scenes are being 
played out today? 

Ding intercuts his film with 
contemporary documentary 
footage, to sometimes jarring 
effect. For instance the real 
Jiang Qing, Mao's wife and 
leader of the Gang of Four, is considerably 
more chilling than her petulant rendering 
by an actress. The most powerful docu- 
mentary clip, though, is of the cortege tak- 
ing Zhou's body for cremation as weeping 
mourners line Peking's Avenue of Eternal 
Peace. 

The mourning still goes on. Nowadays, 
Chinese come in officially sponsored job 
lots to file past Mao's stuffed cadaver in 
his pompous mausoleum. But anonymous 
offerings of flowers still bedeck the only 
tangible remnant of Zhou's funeral rites. It 
sits in an underground hangar an hour's 
drive out of Peking: the plane that (under 
cover of night to avoid being grounded by 
the Gang of Four) scattered the premier's 
ashes to the four corners of China. a 


social equality, democracy, liberty and 
national reconstruction,” he says. “But af- 
ter 16 years few things in this beautiful 
picture have been realised . . . most real 
soldiers are unhappy and disappointed." 

After the war ended, Ninh turned 
down the army's invitation to begin of- 
ficer training, hoping finally to put the 
war behind him. But he has found that 
almost impossible. "When I look to the 
right and to the left, I always see the war." 

Ninh believes the time has come for 
Vietnam to re-evaluate the country's vic- 
tory over the Americans, using criteria 
other than the victory of the party. "Our 
political leaders need to re-assess the war 
in terms of its impact on ordinary Viet- 
namese, who sacrificed a great number 
of children and lost a lot of blood," he 
says. " 
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“ARTS AND SOCIETY 


Foreign concessions, Chinese fate 








Spoilt Children of Empire: Westerners in 
Shanghai and the Chinese Revolution of the 
1920s by Nicholas R. Clifford. University Press 
of New England, Hanover and London. £30 
(US$54). 


At first sight, André Malraux’s Man's 
Fate is a fictional treatment of the April 
Twelfth incident, Chiang Kai-shek’s mas- 
sacre of communists in Shanghai in 1927. 
In fact, it is an exploration of what man 
can do against death, probing the character 
of an individual who accepts the risk of 
torture for a cause which is not the defence 
of his own kind but of the human condi- 
tion. Indeed, Man’s Fate is not about 
Shanghai at all. Why, then, set it there? 
Because, as Nicholas Clifford says, Shang- 
hai is an image of the human condition in 
the 20th century, a “city between worlds,” 
a place governed more by the laws of hu- 
man nature and mortality than by the con- 
ventions of a more ordered society. 

Clifford says in his preface that his book 
is more concerned with the world of the 
Western expatriate than with any of the 
other worlds of Shanghai — so that it is 
about Chinese history in the same way a 
study of "the Paris of Stein and 
Hemingway and Pound would be about 
France." In fact, it is a detailed chronicle of 
the drama played out in Shanghai as the 
forces of warlordism, nationalism, com- 
munism and imperialism contended for 
supremacy in China; plus a social portrait 
of 1920s Shanghai with the Chinese half 
left out. Just as Malraux's book is not really 
about Shanghai, Clifford's is not really 
about the "spoilt children of empire." 

Since what he tells is largely a Chinese 
story, his claim to be dealing primarily 
with Western colonialism is either unwar- 
ranted modesty or an attempt to suggest a 
higher and broader perspective for his nar- 
rative. The storytelling itself, though, is 
admirable; Clifford has done a thorough 
job of research and collation, tapping Eng- 
lish, Chinese and French sources. If only 
he had left it at that. 

It is not, for example, a good idea to 
begin and end the book by drawing an 
analogy between Shanghai and Hongkong 
(another product of Western imperialism), 
since he can offer us nothing beyond the 
obvious reflections. After the blow-by-blow 
account of the conflicts in 1924-27, the 
question with which he concludes his 
study — whether today's Hongkong ad- 
umbrates tomorrow's Shanghai (an out- 
ward-looking city of the modern world), 
or whether present-day Shanghai presages 
the future Hongkong (a dynamo which 
threatens China's rulers and must be 
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reined in) — appears 
merely tacked on. In- 
deed, he may not have 
contrived generalisa- 
tions on larger themes 
had such generalisa- 
tions not become 
mandatory in scho- 
larly studies. 

Nonetheless, it 
should be urged that 
much of Clifford's 
book is a pleasure to 
read. This is particu- 
larly true of his depic- 
tion of the servant- 
pampered expatriate 
existence. 

For all the cos- 
mopolitanism of expa- 
triate Shanghai, a cer- 
tain Englishness pre- 
vailed. An American would feel it in the 
inadequacy of the heating system: one ob- 
server is quoted as remarking that the 
dance halls present "a wonderful sample 
of a certain race's idea of heating — if you 
look carefully about it is probable that you 
will find, inconspicuously under a mantel 
shelf, a fireplace!" 

It was the British who landed troops 


NICHOLAS R. CLIFFORD ity 





Spoilt Children of Empire 
Westerners in Shanghai and the Chinese 
Revolution of the 1920s 





when, under the banner of the united front, 
armed pickets of the General Labour Un- 
ion and Chiang's revolutionary army pre- 
pared to seize the city in 1927. American, 
French and Japanese marines arrived in 

lesser force and celer- 


In the event, the 
attack, when it came, 
did not pit Chinese 
against foreigners but 
Chinese against Chi- 
nese. In a betrayal of 
the highest order, 
Chiang moved against 
his allies and crushed 
the worker's move- 
ment in a bloody 
purge on 12 April. 

To the success of 
the coup, the money of 
Shanghai's business- 
men, the brawn of its 
underworld and the 
connivance of its for- 
eign authorities all 
contributed. Wang 
Shouhua, the head of 
the General Labour Union, was invited to 
dinner by the underworld boss and mur- 
dered. All in all, there was mortality 
enough for the pen of a Malraux. 

Clifford plots all this with verve and 
care. The interplay of events in 1920s 
Shanghai is not likely soon to find another 
chronicler with such a confident grasp of 
the facts. m Lynn Pan 





A man for few seasons 


Hidden Power: The Palace Eunuchs of 
Imperial China by Mary M. Anderson. 
Prometheus Books, Buffalo, New York. 
US$24.95. 


As Mary Anderson observes, the use of 
castrated males as harem chamberlains and 
palace servants was practised throughout 
much of the ancient world — in Greece, 
Rome, North Africa, the Middle and Near 
East, and across Asia. Even the opera 
houses of 18th-century Europe employed 
castrati sopranos, and their participation in 
Vatican choirs was not prohibited until 
1878, But it was in imperial China, she 
adds, that eunuchs attained the greatest 
and most long-lived influence, at times 
constituting an inner circle that dominated 
emperors and state affairs and at times 
contributed to the downfall of mighty dy- 
nasties. In this book Anderson seeks to il- 
luminate for the general reader the less 
well known political role of eunuchs in 
Chinese history. 

Eunuchs had become a part of Chinese 
court life by the first millenium BC, serv- 
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ing as personal attendants and harem 
guards for the Zhou kings and their vassal 
lords. Over time the eunuch presence grew 
as the scale of the royal establishment ex- 
panded following the unification of China 
under the Qin dynasty in 221 BC. By the 
time of the succeeding Han dynasty (202 
BC-AD 220), palace eunuchs had become 
an important instrument for maintaining 
autocratic imperial rule at the expense of 
the state bureaucracy. 

Who were the Chinese palace eunuchs? 
Evidence indicates that the earliest speci- 
mens were non-Chinese war captives cas- 
trated for palace service, and Chinese who 
had undergone castration as punishment 
for crime. To these two groups were later 
added adult individuals who voluntarily 
submitted to emasculation, and young 
boys castrated by their parents with the 
objective of securing positions in the im- 
perial palace. Eunuchs were usually im-. 
poverished and socially rootless elements 
who, if accepted by the palace, owed ev- 
erything to their ruler. Taken together, the 
eunuchs who entered palace service com- 


57 


ARTS AND SOCIETY 





prised an organised group that assisted 
each other and promoted their collective 
interests. 

Prospective eunuchs were subjected to 
a crude form of surgery in which the geni- 
talia were removed by the single cut of a 
small knife with a sharp, curved blade. 
During the late 19th century, when some 
2,000 eunuchs were serving in the Forbid- 
den City, there was a clinic immediately 
outside the palace precincts where 
castrations were performed by members of 
an hereditary profession. The high fee 
charged for castration could be paid in in- 
stalments after surgery, once the new eu- 
nuch obtained a position in the palace. One 
western physician in Peking estimated that 
about 3-6% of castrations resulted in death 
(Anderson cites a fatality rate of less than 
2%), and observed that many eunuchs 
suffered from chronic incontinence and 
other ailments. Anderson also notes that 
the amputated parts, called bao (“precious 
things”), were preserved by the eunuch to 
be displayed for promotion to a higher 
rank and to be buried with the rest of the 
body upon the eunuch’s death “in the hope 
of hoodwinking the gods of the under- 
world into believing that he was a com- 
plete man.” 

Throughout Chinese history eunuchs 
have been associated with such distinctive 
characteristics as arrogance, suspicion, 
cunning, moodiness, greed, gluttony and a 
love of luxury. Behind their backs eunuchs 
were derisively referred to as “crows” (for 
their high, falsetto voices), “spoutless tea- 
pots,” “tailless dogs,” and “old roosters.” 
They displayed a peculiar and immediately 
recognisable manner of walking, and with 
age became thin and deeply wrinkled like 
old women. However, they remained in- 
tellectually unimpaired and were capable 
of feats of daring. Their ranks included Cai 
Lun, considered to be the inventor of pa- 
per; Sima Qian, the famed “grand histo- 
rian” of the Han dynasty, who completed 
his major work after being castrated for a 
political offence; and Zheng He, the Ming 
admiral whose great voyages of the early 
15th century ranged as far as the eastern 
coast of Africa. 

The notoriety of Chinese eunuchs de- 
rived from their political role. Their power 
derived from their custodianship of the 
imperial harem, which made them privy 
to the most intimate palace intelligence and 
gave them influence over the heirs to the 
throne. In the self-contained world of the 
palace, emperors, upon assuming the 
throne, tended to rely upon their trusted 
eunuchs rather than the unfamiliar state 
bureaucracy to which the eunuchs were in 
opposition. Indeed, the late Karl A. 
Wittfogel in his Oriental Despotism saw 
“political eunuchism" as an enduring fea- 
ture of Chinese autocracy. 

Unfortunately, Anderson's book is 
merely a potted dynastic survey in which 


palace eunuchs are often absent or periph- 
eral. Her sources — all of them in English 
— are distressingly meagre. An important 
question left unasked is how the tradition 
of political eunuchism has survived meta- 
phorically under the People's Republic, 
where the reigning gerontocracy in Zhong- 
nanhai remains cut off from the realities of 
the world beyond. m Jon W. Huebner 





Shanghai Gothic 


The Tribulations of a Chinese Gentleman 
by Jules Verne. Translated by Ellen E. Frewer, 
illustrated by L. Benett. Oxford University 
Press, Hongkong. HK$65 (LIS$8.35). 


Kin-Fo is Shanghainese, 31, rich, en- 
gaged to La-oo, a beautiful young widow, 
and despite everything, world-weary. Then 
all his investments founder, and he cannot 
face a life of poverty. He spends most of 
his spare cash on the first instalment of a 
life insurance policy with La-oo as princi- 
pal beneficiary, and makes elaborate plans 
for his funeral, but falters when it comes to 
committing suicide. He persuades his tutor 
Wang, a philosopher and former Taiping 
rebel, to swear to kill him. Wang then dis- 
appears, and Kin-Fo discovers his fortune 
is safe after all. Guarded by two American 
agents of the insurance company, and ac- 
companied by his feckless servant Soon, 
Kin-Fo searches for Wang to tell him the 
murder is no longer necessary. Wang 
jumps into a river to avoid pursuit, and is 
presumed drowned, but 
he had passed on the con- 
tract, and thus Kin-Fo was 
still in danger .. . 

It's a thoroughly con- 
trived plot, “devised,” ac- 
cording to the blurb on the 
back of the book, "to illus- 
trate the maxim that only 
he who has suffered can 
truly appreciate happi- 
ness." Luckily, this stuffy 
attitude is eclipsed by all 
sorts of adventures, which 
allow Verne to introduce 
locations, people and be- 
haviour which must have 
seemed splendidly out- 
landish to his readers in 
19th-century Europe. 
More than 100 years later they often seem 
merely quaint and irritatingly ill-founded. 
It's probably best to treat Verne's China as 
a sort of Ruritanian fantasy, reflecting the 
ignorance of his audience, and the popular 
fascination exerted by the exotic east. 

The background against which Kin-Fo's 
adventures take place is a curious mixture 
of vivid imagination and second-hand re- 
ality. Verne regularly dishes up what ap- 
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pear to be barely digested gobbets of re- 
search, gleaned from other people's ac- 
counts of places or customs, and not al- 
ways accurate. The layout of Peking, for 
instance, is described in overwhelming de- 
tail, but with a complete absence of evoca- 
tive atmosphere. It would be more im- 
pressive if he had not included "an enor- 
mous pyramid of coal, three hundred feet 
high" among the "chief points of interest." 
Coal Hill is indeed a famous landmark, but 
would hardly have survived if it had actu- 
ally been made of coal. The names of most 
of the buildings are translated in flowery 
terms, but occasionally he dishes up a 
romanisation so bizarre that it is not recog- 
nisable as Chinese even when pronounced 
with a thick French accent. 

Such descriptive passages may have 
been fascinating to Verne's original read- 
ers, but they contribute very little to the 
story, and at times slow the narrative down 
to a standstill. He would have been better 
off sticking completely to fiction, at which 
he excelled, being always at his most en- 
tertaining when he allowed his imagina- 
tion free rein. 

One marvellous invention is Capt. 
Boyton's apparatus, a gutta-percha suit 
designed to keep the wearer afloat, while a 
small sail, its mast fixed in a socket in the 
foot of the suit, allows him to sail along on 
his back. These outfits, which included a 
device for brewing tea at sea, were worn 
by Kin-Fo and company during an escape 
from pirates and subsequent battle with a 
tiger shark. 

The whole thing is delightfully absurd. 
At times you can't help wondering 
whether Verne was just 
trying to see how much he 
could get away with. Then 
he'll embark on one of 
those lengthy descriptions, 
and you have to take him 
seriously, or skip the bor- 
ing bits and rely on the il- 
lustrations to fill the gaps. 
There are about 50 beguil- 
ing engravings, and the 
artist's impressions of 
China and the Chinese 
considerably enhance the 
story, contributing both 
drama and comedy. With- 
out them the text could al- 
most be considered too 
trivial to merit resurrec- 
tion. With them its as if 
Disney had set out to make a family mati- 
nee adventure movie, with a rather pe- 
destrian script, but had persuaded 
Bertolucci to shoot it. 

It's a pity the publisher detracted from 
the period quality of this reprint by updat- 
ing the novel's title. As the book is so obvi- 
ously a quaint 19th-century curiosity, they 
might have left it as it was: The Tribulations 
of a Chinaman. m Sue Earle 
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POLICIES 


Pakistan asset sales attract range of investors 


Under the hammer 


By Jonathan Friedland in Bangkok —— 
and Salamat Ali in Islamabad 


akistan's ambitious effort to re- 
vamp its economy along free- 
market lines took a big step for- 
ward on 21 October when a cabi- 
net sub-committee approved the sale of 24 
state-owned enterprises. Finance Minister 
Sartaj Aziz described the exercise as the 
biggest and swiftest sale of state assets ever 
undertaken by a developing country. 

Four days before the sub-committee's 
decision, 235 private sector bids had been 
opened for 101 state companies which 
were on the block. Most of the tenders fell 
below 90% of the evaluation price set by 
the government, and 12 of the units failed 
to attract any offers at all. 

According to Aziz, the Privatisation 
Commission has been instructed to transfer 
the 24 units to the new owners within the 
next two months. The unsuccessful bidders 
for the other state assets — most of which 
are in dire financial straits — will be urged 
to raise their offers to a level more in line 
with the official evaluation. The firms that 


. failed to attract bidders will either be re- 
. advertised, floated on the Karachi Stock 


Exchange or sold piecemeal. 

Up for grabs in this second major round 
of sell-offs was an estimated US$2.5-4 bil- 
lion worth of assets, ranging from me- 
dium-sized bakeries to vast fertiliser plants. 


. In total, the Nawaz Sharif government has 


either sold, or intends to sell, US$11.5 bil- 
lion worth of shares in state-owned enter- 


. prises, including the national telecommu- 


nications monopoly, several power com- 
panies and Pakistan International Airlines. 
These more strategic assets will be the last 


on the auction block. 


World Bank officials at their annual 
meeting in Bangkok said they were im- 
pressed by the decisiveness of the Sharif 
government, and were strongly supportive 
of its efforts to improve economic effi- 
ciency. They noted, however, that 
Islamabad's headlong rush towards priva- 
tisation is creating unfamiliar, often vexing, 
challenges for Pakistan's regulators. 

The auction "is a new experiment and it 
is unclear how it will turn out," said one 
senior World Bank official. "The govern- 
ment of Pakistan has little experience in 
maintaining the public interest without 
being too intrusive." 

In Bangkok, Aziz said that he was 


encouraged by the response from investors 
to the auction. Of the 745 application docu- 
ments sold to private businessmen at Rs 
5,000 (US$203) each, 31.5% resulted in bids 
secured by Rs 1 million refundable depos- 
its. Bidders also had to put down non-re- 
fundable sums of Rs 10,000 each. 

The most interest was shown in cook- 
ing-oil plants, closely followed by auto- 
motive-parts factories. Rice mills and bak- 
eries also attracted considerable attention, 
as did chemical, ceramic, engineering and 
cement concerns. The huge fertiliser com- 
panies on sale attracted the lowest per- 
centage of bids to documents sold. And for 
all but five of the units, which are bank- 
rupt and whose assets will be auctioned 
off, a minimum of 51% ownership is up for 


Pakistan privatisation 


sale, with the figure varying with each 
company. 

Most of the bids came from such well- 
known local business houses as the 
Karachi-based Tawakkal and Schon 
Groups. Tawakkal bid a total of Rs 5 bil- 
lion for seven companies, including the gi- 
ant Pak-Saudi Fertiliser. Schon offered Rs 6 
billion for 12 companies, going up against 
Tawakkal on at least one, textile-producer 
National Fibres. 

Other, more curious, local bidders have 
also emerged. Analysts suggest these un- 
known parties are perhaps seeking to take 
advantage of a government directive pre- 
venting tax authorities from investigating 
the source of bidders’ funds and are at- 
tempting to legitimise huge sums of unex- 
plainable income. One little-known group, 
called Calcon, is bidding over Rs 2.6 billion 
for three cement plants at prices which 
business analysts consider abnormally 
high. 
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More positive is the emergence of em 
ployee groups as bidders. According t 
Mohammed Yaqub, president of the unior 
that represents state-enterprise employees 
workers of 30 companies have made bid: 
for control. In six cases, including that o 
the Pakistan Engineering Co. — whicl 
prior to its nationalisation in the early 1970: 
was considered the country's equivalent o 
General Motors — the workers are the sol 
bidders. In three other cases, worke: 
groups have put in the highest offer. 

Foreign interest was relatively modest 
but indicated that multinational firms are 
beginning to take investment in Pakistar 
seriously. Aziz said that 15-20 bids were 
solely foreign while another 20 were 
foreign-local joint ventures. The invest. 
ment-banking arm of American Expres: 
Bank in Pakistan alone tendered 17 bids or 
behalf of what are assumed to be foreigr 
clients. 

Business sources in Pakistan say that 
representatives of Saudi businessman 
Gaith Pharoen, a shareholder and major 
borrower of the collapsed Bank of Credit 
and Commerce International (BCCI), bid for 
two cement plants. Pharoen, who has been 
permanently barred from banking in the 
US, already claims a majority stake in an- 
other Pakistani cement plant and in Attock 
Oil Refinery. 


any of the bidders are flying 

blind. According to one top 

businessman, bidders were not 

allowed an opportunity to take 
a look at the books of the state enterprises. 
As a result, say business sources, the bids 
vary widely in several cases. For Pak-Saudi 
Fertiliser, for instance, offers vary from Rs 
27 billion to Rs 3.6 billion. 

Aziz said that no reserve price was fixed 
for the units because, among other reasons, 
such a system had created a delay when 
the first 25 government companies to be 
privatised were put on offer. He added that 
local consultants hired by the commission 
had provided estimates of the market value 
of the companies and that most cases had 
been clear-cut, except where pricing of land 
was a major factor in the evaluation of their 
assets, 

Those who do succeed in their bids will, 
in many cases, have an arduous and ex- 
pensive task on their hands. At least 50 of 
the units are losing money. "Only 15 are 
making good money above the rate of in- 





flation [currently 11% a year]," Aziz said, 
while another 25 are marginally profitable. 

If all goes well, Aziz says he expects 
Islamabad to reap between US$1.5-2 bil- 
lion from the sale. Further, the exercise will 
help lessen the drain on the treasury. Fi- 
nance Ministry sources say that once the 
privatisation process is completed, annual 
budgetary savings could amount to as 
much as Rs 5 billion. Pakistan's current 
fiscal year budget is Rs 258.3 billion. 

Despite cutting its budget deficit from 
7.5% of gross domestic product (GDP) in the 
year to June 1991 to an estimated 4.8% this 
year, Islamabad remains under strong 
pressure from the IMF to reduce further 
non-productive spending. Aziz confirmed 
that buyers of the newly privatised units 
would be forced to assume responsibility 
for their liabilities, much of which are owed 
to Pakistan's hard-pressed banks. Nation- 
alised in 1974, four of the country's five 
biggest lenders are now being partially 
turned back to the private sector. 

Successful bidders may well have other 
awkward obligations. The government is 
establishing a privatisation fund, in part 
from the proceeds of the sale, to provide 
compensation of five months' salary for 
each year of service to any of the employ- 
ees of the auctioned companies who opt to 
resign. But for workers that decide to stay, 
the new owners will be obliged to gua- 
rantee a year's employment, regardless of 
the quality of their performance. 

Pakistan's powerful state-sector labour 
unions have generally opposed the Sharif 
government's privatisation programme, 
and see the year's moratorium on firings 
as a minimum concession. They have also 
won agreement from Islamabad that it will 
pay Rs 1,000 a month for two years to any 
worker made redundant after the morato- 
rium ends. In all, some 100,000 workers' 
jobs are at stake in the privatisation cam- 
paign. 

Aziz also made clear that the new 
owners would not receive special consid- 
eration as Islamabad pursues its trade lib- 
eralisation programme. Since the Sharif 
government assumed office in November 
1990, import licensing has been largely 
eliminated, some non-tariff barriers have 
been dismantled and the maximum tariff 
rate has been cut from 125% to 90%. “These 
industries ought to be viable" even if Pa- 
kistan brings the maximum tariff rate 
down to a target of 50% within the next 
two years, Aziz said. 

World Bank officials agree. Outgoing 
senior vice-president Moeen Qureshi told 
the REVIEW that "there is a complete con- 
sistency between trade liberalisation and 
privatisation.” He suggested that bidders 
would simply adjust their offers to take 
into consideration the lower levels of trade 
protection and the corresponding impact 
on the performance of the privatised con- 
cerns. m 
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India receives backing of World Bank and IMF 
e e 
Friend in need 


By Philip Bowring in Bangkok 


ll of a sudden, and under improb- 
A able circumstances, India has 

emerged as a favourite of the inter- 
national lending institutions. If the minor- 
ity government of Prime Minister P. V. 
Narasimha Rao can sustain the momentum 
of economic reform — and the task ad- 
mittedly is immense — India could become 
as redeemed in the eyes of the outside 
world as Mexico. The prize would be an 
enhanced flow of multilat- 
eral capital and large-scale 
direct investment by a host 
of multinational firms. 

The IMF board is set to 
agree on a standby ar- 
rangement allowing India 
to draw up to SDR 1.7 bil- 
lion (US$2.3 billion) in 
seven tranches over the 
next 18 months. This fol- 
lows hard on the heels of 
emergency injections this 
year totalling SDR 1.4 bil- 
lion. These injections con- 
sisted of, first, a low- 
conditionality first credit 
tranche — 25% of India's 
IMF quota — and, second, 
a drawdown from the oil- 
and commodity-related Compensatory 
and Contingency Financing Facility. 

The new standby, which is equal to 75% 
of the IMF quota, comes with stringent 
conditions attached. But its easy negotia- 
tion is a recognition of the effectiveness of 
the stabilisation measures adopted by Rao 
and Finance Minister Manmohan Singh 
soon after they came to office in June and 
their subsequent commitment to reform. 

IMF and World Bank officials have all 
been, as Bank senior vice-president Moeen 
Qureshi put it to the REVIEW, "very im- 
pressed by [India's] commitment to trade, 
investment and financial deregulation" 
and surprised at the speed of it. Further- 
more, previous promises to cut the budget 
are now being delivered. IMF officials said 
they were happy with India's exchange- 
rate policy. The rupee has fallen by 30% 
against the US dollar in the past year. 

The favourable response was reflected 
in the aid consortium meeting in Paris re- 
cently when commitments of US$6.2 billion 
for the current year were received, much 
of it in the form of quick-disbursing funds. 
Not everyone is optimistic, though. At the 
annual meeting of the IMF and the World 
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Singh: credibility. 


Bank in Bangkok in mid-October, a senior 
Bank of Japan official said: “We are wor- 
ried about India and how badly organised 
they are. We are afraid Singh will fail in 
the face of a huge debt load and a difficult 
political balancing act.” 

As World Bank managing director 
Attila Karaosmanoglu suggested to the 
REVIEW, the bureaucracy is now on the side 
of reform, not standing in its way. He 
noted that Singh’s reforms had already 
been prepared by bureaucrats before the 
new government came in. 

At the meeting in Bang- 
kok, IMF managing direc- 
tor Michel Camdessus 
made an explicit reference 
to India in a discussion 
which urged governments 
and bankers to support 
those who had (like India) 
been good borrowers de- 
spite periodic crises, and 
were now committed to 
change. 

The gameplan now is to 
convert the new standby - 
into an extended fund fa- 
cility, a medium-term loan 
linked to macroeconomic 
adjustment. This is likely to 
be negotiated after the next 
budget, due in March, when Singh will 
have the opportunity to show a continued 
commitment to fiscal rectitude and to the 
reform of the trade, industrial and financial 
sectors. 

Meanwhile, the World Bank is set to 
approve a US$500 million structural ad- 
justment loan linked to industrial deregu- 
lation and trade reform (in particular a shift 
from quotas towards complete reliance on 
tariffs). Half the loan will be drawable im- 
mediately and the other half after next 
year's budget. Funds will mostly come 
from ordinary resources, not the soft-loan 
International Development Agency (IDA). 

This is the first of what, if reform con- 
tinues, will be at least three policy-related 
loans of similar magnitude that the bank 
has in mind. The second, which should be 
negotiated by mid-1992, will be to support 
financial-sector reform. 

Money will mainly go to help 
recapitalise the state banks whose balance 
sheets are not what they seem. While state 
banks will probably not be privatised, the 
system will be opened up to private-sector 
competition, foreign as well as local. In 
addition, supervision will be improved, 
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Impatient for change 


The REVIEW's editor, Philip Bowring, 
interviewed Indian Finance Minister 
Manmohan Singh in Bangkok. Excerpts: 


How can people be confident that radi- 
cal reforms can be sustained by a mi- 
nority government? 

All opinion polls support reform. The 
majority of people recognise that for 
years India’s potential has been bottled 
up. They see what has been happening 
in countries like Thailand and Malaysia 
and are impatient for change. Attitudes 
were already changing in the 1980s, but 
we thought that we could liberalise at a 
leisurely pace. The crisis made us realise 
we had to move fast. 


But can you keep moving once the cri- 
sis has passed? 

If reform can produce positive results, 
that will be a vindication and support 
further steps. Already what we have 
done has reversed the doom-and-gloom 
attitudes earlier in the year. Confidence 
is returning and support for our policies 
at home and abroad is clear. The consor- 
tium meeting in Paris was very success- 
ful and we have negotiated a new 


interest rates liberalised and the privileges 
of state banks eliminated. 

The third and perhaps most important 
policy loan will be to support industrial 
reform. This is mainly intended to cushion 
the disruptions which will inevitably result 
from the withdrawal of budget support for 
lossmaking state industries. A sectoral loan 
for restructuring agricultural pricing may 
also be considered. The new loans will 
mostly be made in addition to existing 
World Bank lending, which (including IDA) 
was US$2.1 billion last year. This year it 
could amount to US$3 billion. 

Some US$12 billion in World Bank 
lending to India remains undisbursed, ei- 
ther because of a lack of counterpart funds 
or because of the amount of time needed 
to lend for major projects. The World Bank 
has also been unhappy with India's pric- 
ing policies, particularly for energy and 
water, but these are under review. 

At an unprecedented "Invest in India" 
roadshow in Singapore on 18 October, 
Singh said he hoped that the IMF's en- 
dorsement would bring foreign commer- 
cial banks back to India, many of which 
moved to cut their credit exposure to the 
country in late 1990. This would enable 
New Delhi to refinance its troublesome 
US$3.5-4 billion in short-term commercial 
loans with medium-term borrowings. m 


standby arrangement with the IMF and a 
structural adjustment loan with the 
World Bank which will go to their 
boards soon. We expect to negotiate an 
Extended Fund Facility with the IMF and 
other loans from the World Bank to 
support major sectoral reforms in bank- 
ing and industry. 


When will you be giving details of 
sectoral reforms? 

We will have a report on the financial 
sector by November. Banking must be- 
come more competitive and transparent. 


And trade policy? 

We have already started reducing 
quantitative restrictions and over the 
next three years will get away from them 
completely and rely on tariffs. We have 
also started reducing our very high tar- 
iffs, though tariff reform creates a fiscal 
problem because 50% of revenues come 
from tariffs. We will have to replace 
these with excise duties, though those 
have to be shared with the states, so that 
means restructuring. 


What do you propose to do about direct 


FINANCE 2 


he Indian Government is trying to 


Carrot and stick 
shore up the country's shaky bal- 


T ance of payments by means of a 


new tax amnesty, combined with threats 
of swift retribution for those who shun the 
offer. The effort is aimed at attracting some 
of the estimated US$100 billion in illicit 
funds stashed away by Indians at home 
and overseas. 

Attempts to do this in the past have 
flopped, but this time the government is 
making the programme as attractive — 
and as simple — as possible. The transfer 
of funds to financial institutions from the 
local underground economy and from 
overseas will be allowed with no questions 
asked and with a total tax amnesty assured 
between 1 October and 30 November. 

If this does not result in a significant 
inflow of funds, New Delhi is threatening 
to force the disclosure of where the money 
is hidden, targeting an extensive list of sus- 
pected transgressors compiled by the tax 
authorities. Individuals on the list would 
first be prodded with "invitations to sub- 
scribe" to а "once-in-a-lifetime" opportu- 
nity to cough up their hidden wealth, ac- 
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taxes? 
Tax administration must be im- 
proved and rates of direct tax cut. 


How will your industrial policy be 
changed? 

Within three years, public-sector units 
will have to look after themselves and 
not rely on the state budget. Loss-making 
public-sector units will be sold off or al- 
lowed to die. We have reduced the area 
of industry reserved for the public sector 
to a handful of strategic industries and 
are encouraging foreign investment. In- 
dian industry has come of age and In- 
dian entrepreneurship needs to thrive on 
competition. 


What about your agriculture policy? 

We have reduced the fertiliser sub- 
sidy and will reduce food subsidies to 
consumers by targeting only the really 
needy. We will use big buffer stocks 
rather than a complex distribution sys- 
tem to ensure supplies. In some states 
the market alone is sufficient. We are also 
working with the states to have a na- 
tional agreement on minimum prices for 
water supplies to farmers. 


And the budget deficit? 
It will fall very sharply this year, and 
drop again next year. " 


cording to revenue officials. If this fails, the 
government says it will resort to selective 
tax raids to unearth the unaccounted in- 
come and will impose harsh penalties. 

The government is offering local and 
non-resident Indians three ways to return 
their hidden wealth to the official economy: 
> The State Bank of India is issuing India 
Development Bonds, a five-year note de- 
nominated in US dollars, carrying a 9.5% 
coupon, and with full tax immunity. 
> Non-resident Indians can remit, free of 
tax, foreign exchange to anyone in India 
without revealing the source. 
> The National Housing Bank is offering 
à local deposit scheme that requires an in- 
dividual to leave 40% of his deposit at the 
bank to finance the redevelopment of slum 
areas in exchange for tax immunity and 
the right to withdraw the remainder of the 
deposit within 24 hours. 

The Reserve Bank of India reckons a 
conservative estimate would be around 
US$2 billion in retrieved funds. Local 
bankers predict a minimum flow of US$3- 
4 billion, given the initial positive response 
from overseas Indians. п Sucheta Dalal 
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Malaysia s offshore tax shelter develops apace 





By Doug Tsuruoka in Kuala Lumpur 


fter a hesitant start, Malaysia's off- 
A shore tax haven on Labuan Island is 

picking up steam just over a year 
after it was created by an act of parliament. 
Crucial questions remain about the location 
and infrastructure of the new International 
Offshore Financial Centre (IOFC), but fi- 
nancial institutions are voting with their 
feet and opening offices there. 

“As far as the concept is concerned, I’m 
all for it,” says a Kuala Lumpur-based in- 
surance expert. His optimism is shared by 
counterparts in the banking industry. 
“With the expected growth in the region 
and the government's commitment to the 
project . . . Labuan can become a major 
offshore banking centre in Asia," says an 
executive of a major foreign-based bank. 

Three commercial banks (BBMB Inter- 
national, Public Bank and Maybank Inter- 
national), eight trust companies, 20 off- 
shore companies and one insurer (Malaysia 
National Insurance) have been granted ap- 
proval to set up on the island, which is 10 
km off the East Malaysian state of Sabah. 
When the tax shelter was officially launch- 
ed on 1 October 1990, only two companies 
announced their immediate intention to 
move there. 

On 17 September, the Hongkong Bank's 
Malaysian unit gave a symbolic boost to 
the Labuan initiative when it became the 
first foreign-linked institution to apply to 
set up an operation on the island. Sources 
say the authorities will soon announce the 
names of others ready to join the 32 already 
committed to Labuan. 

The total deposits received by the three 
commercial banks operating on Labuan 
doubled in the March-June period of this 
year, to M$568 million (US$207 million). 
The level of offshore lending by the three 
banks surged four-fold to more than 
M$100 million. Officials say inquiries con- 
cerning Labuan are coming in from the 
Middle East, Japan, South Korea, Spain and 
Britain. 

Arjunan Subramanium, a member of 
the original government task force on 
Labuan, notes the tax shelter has already 
surpassed the minimum of 30 companies 
necessary to make it a success in its first 
three years of operation. "It's really moving 
quite well," he says. The government ap- 
pears to have narrowed a credibility gap 
with critics who questioned whether the 
authorities would take the steps necessary 
to make the tax haven a success. 


Haven’s gate 


Four years of rapid growth in the re- 
gion have created a bumper crop of poten- 
tial clients for budding tax havens such as 
Labuan, despite the attractions of well-es- 
tablished offshore sites. Labuan's low op- 
erating costs compare favourably with 
those of its rivals. A foreign offshore com- 
pany, for instance, can register in Labuan 
for only M$6,000. Living costs as well as 
the salaries paid to local support staff on 
the island are also low when compared 
with, say, Singapore. 

As for tax incentives, those granted by 
the Malaysian Government are on a par 
with inducements offered elsewhere. An 
offshore company operating in Labuan 
may elect to pay a reduced tax rate of 3% 
on its declared profits, or a flat rate of 
M$20,000. 

Income from non-trading activities such 
as investment holdings in 
securities, loans, deposits 
and immovable properties 
are not subject to tax and 
there are tax exemptions on 
interest and royalties re- 
ceived from offshore com- 
panies. Separate incentives 
are also offered for offshore 
banking, trust and insur- 
ance activities. 

Experts, nonetheless, 
point out that Labuan must 
continue to add to its roster 
of firms if it is to be viable. 
“A critical mass has to be 
generated," notes a 
Malaysian central-bank of- 
ficial who is playing a key 
role in the project. "It has 
to have an aura of Ber- 
muda, slow and steady," he says, "as well 
as slow and wholesome." Experience 
shows that it takes 20-30 years for most 
offshore financial centres to take root. 

But Labuan's newness also allows it 
more flexibility in meeting the needs of its 
growing international clientele. While 
many offshore sites are hard-pressed to 
retain clients and must grapple with a 
jumble of existing rules, Labuan is entering 
the fray with a relatively clean slate. 

Sources say that nine amendments to 
the Labuan Offshore Companies Act will 
be introduced in parliament later this year 
to streamline the applications process and 
make the site more attractive to investors. 
Details of the amendments are sketchy. But 
the changes are expected to alleviate some 
of the bureaucratic obstacles which sur- 
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faced after the 10FC was launched. 

Labuan's proponents have been quick 
to exploit issues which are plaguing other 
tax havens. In the wake of the Bank of 
Credit & Commerce International fiasco 
and the ripples created in offshore centres 
such as the Cayman Islands, Malaysian 
Finance Minister Datuk Seri Anwar 
Ibrahim has vowed that all applications for 
the fledgling tax shelter would "be care- 
fully screened" to weed out possible 
money-laundering operations. 

At the same time, analysts emphasise 
that many secrecy features found in other 
offshore centres will be retained, except in 
cases where national security is threatened. 
“If you pass the hurdle of the entry point, I 
think your freedom to move is very large," 
says one source close to the project. Com- 
pany accounts, for instance, will be k 
confidential except for possible breaches of 
Malaysian law. 

Labuan's biggest weakness, however, 
continues to be its proximity to established 
low-tax regimes such as Singapore and 
Hongkong. Critics ask why so much effort 
was expended in creating a centre which 
duplicates many of the services available 
in these cities. Johor, the Malaysian state 

neighbouring Singapore, 
i would have been a more 
. 2 sensible choice, some ana- 
j E lysts say. 

Labuan's defenders, 
however, have launched a 
publicity campaign to 
counter such opinions. 
Hongkong is being charac- 
terised as hardly the place 
to make investors feel sè- 
cure, given the changeover 
to Chinese rule in 1997. 
Singapore is also believed 
to offer less leeway than 
Labuan, because its rules 
are less flexible. And 
Labuan stands to benefit 
from its proximity to oil- 
rich Brunei. 

Malaysian officials ar- 
gue that Labuan was designed to comple- 
ment, rather than replace, Hongkong and 
Singapore, and was created with different 
aims in mind. Many foreign banks, for ex- 
ample, are eager to tap into Malaysia's lu- 
crative banking sector. But few have been 
able to obtain government licences in the 
crowded industry. Labuan offers a way for 
foreigners to siphon off some of this busi- 
ness through offshore lending to Malaysia, 
which has reached a total of M$5.1 billion 
this year. 

There are other perks for foreign bank- 
ers. Banks not incorporated in Malaysia 
may set up a branch or subsidiary on 
Labuan and still qualify for the nominal 
3% tax on their profits. 

Interest on the insurance side has been 
more limited, but is expected to come from 
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domestic as well as international sources. 
This is partly a response to over-regulation 
in Malaysia’s domestic industry. Under 
present regulations, all Malaysian insurers 
must conform to a fixed, tariff-rated (as 
opposed to a variable-rate) system. Vari- 
able rates are permitted only on specified 
types of insurance policies. Labuan, how- 
ever, gives customers access to competitive 
global insurance rates which cannot be 
found domestically. 

“Petronas, for instance, can write risk 
looking at substantially less than premium. 
This can be anywhere from 70-80% less 
[than domestic rates] if the worldwide in- 
surance market is soft,” notes one insur- 
ance specialist. 

In addition, Labuan offers the greatest 


inducements for “captive” insurers who 
were created to protect a specific company 
or group of companies. Policies can be 
reinsured with global insurance companies 
at rates which are far less than those 
charged by domestic insurers. Labuan 
holds attractions for large multinationals, 
too, especially from Australia, where there 
are extensive self-insurance operations. 
Indeed, the whole area of reinsurance 
(where insurers spread the risk among 
other underwriters) promises to be one of 
Labuan's strongest suits. Malaysia has al- 
ready taken a liberal stance towards the 
use of “technical reserves,” which are es- 
sential in carrying out such reinsurance 
activities. By contrast, Singapore has 
adopted a more narrow interpretation on 


the use of these funds. 

Overall, however, the fact that Labua 
is something of an outpost and that acces 
to it will be restricted — at least until th 
government expands its existing air sery 
ices — continues to rankle a few analyst: 
The island’s 2,750-m runway can only a 
commodate Boeing 737 aircraft. 

Twenty hotels on the island boast 
combined capacity of little more than 50 
rooms, and only one is likely to be re 
garded as suitable by the well-heeled busi 
nessman. More than half Labuan's flat 
featureless terrain is covered by forest. 

Amenities such as schools, utilities anc 
shops are in short supply and are not ex 
pected to meet the needs of the sizeabl 
number of expatriate executives and thei 
families likely to be drawn to Labuai 
within the next decade. The island's cur 
rent population of 26,000 is expected t 
reach 100,000 well before the year 2015. 

But the Malaysian Government says i 
has already well-advanced plans to ad 
dress the shortcomings of the island's in 
frastructure. Most of its current attention i: 
fixed on expanding public-works project 
and Labuan’s links to the outside world. 

Malaysia Airline System (Mas), the only 
carrier currently servicing Labuan, is re- 
viewing plans to institute direct flights tc 
Hongkong and Asian capitals. Telekom 
Malaysia, the privatised national telecom- 
munications provider, is spending M$75 
million over the next few years to upgrade 
telephone services on the island. This in- 
cludes plans to complete the laying of a 
new submarine cable and to install 12,000 
new telephone, telex and data lines. 

A major expansion of the road and 























TRADE 


The US and Singapore signed a Bilateral 
Trade and Investment Framework 
Agreement on 11 October. US Trade Rep- 
resentative Carla Hills travelled to the 
city-state to sign the accord following a 
meeting with Asean ministers two days 
earlier in Kuala Lumpur. 

Singapore is the first Asean member 
to agree to such a trade accord with 
Washington after the US-Asean memo- 
randum of understanding on trade and 
investment was signed in 1990. The Phi- 
lippines and Thailand earlier signed simi- 
lar agreements. 

Aside from establishing an annual 
ministerial forum in the hope of expand- 
ing trade and investment, the US-Asean 
accord stated that it would not stand in 
the way of any bilateral economic agree- 
ments between the US and Asean mem- 


Modest platform 


bers. The bilateral agreements with Singa- 
pore, the Philippines and Thailand are 
similar to the 29 accords the US has signed 
with Latin American countries. 

The bilateral agreements promote open 
trade and investment by providing for 
consultative mechanisms and an agenda 
requiring the sides to hold talks within 30 
days following the presentation of a list of 
trade or investment barriers by either 
party. US officials stress that these ar- 
rangements only guarantee consultations 
on trade and investment and do not ne- 
cessarily lead to special arrangements. 

US officials say Washington and Sin- 
gapore are planning to tackle such issues 
as anti-dumping and countervailing du- 
ties, market access and intellectual-prop- 
erty rights. The US is the city-state's larg- 
est trading partner and investor. US-Sin- 
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gapore trade totalled US$21 billion last 
year, while US companies have invested 
US$9 billion in the country. 

The US-Singapore agreement comes at 
a time when Gatt negotiations are making 
only slow progress and when some Asian 
countries are reluctant to liberalise trade 
and investment. As a result, the deal has 
raised worries that it may be contrary to 
free-trade principles. A US trade official, 
however, says such concerns are ground- 
less. 

In Singapore, Hills compared the bi- 
lateral agreement with the Asia Pacific 
Economic Cooperation (APEC) initiative 
(formalised among East Asian, Australa- 
sian and North American countries in 
1989), calling it a constructive joint venture 
that will open regional markets and ex- 
pand trade. "It represents an extraordi- 
nary convergence of our philosophies and 
purpose: to eliminate barriers to trade and 
investment between us and worldwide." 

Some Asian trade officials complain 
that the US-Singapore agreement contra- 
venes an understanding that no country 





transport system serving the 92-km? island 
is envisaged under the Sixth Malaysia Plan, 
a key national development package which 
has apportioned M$365 million for infra- 
structure development on Labuan over the 
next five years. There are other plans to 
build a M$71 million extension to Labuan's 
airport terminal, a M$51 million hospital, 
an international school, golf courses and 
even karaoke lounges. 

Bank Negara is also tapping consultants 
to develop a 4.2 ha international "financial 
park" on Labuan which will contain mod- 
ern offices and the latest communications 
hardware. The park will also act as a self- 
contained township and headquarters for 
the central bank on the island. 

Another sign that the government is se- 
rious about the Labuan initiative is the 
pivotal role of former finance minister Tun 
Daim Zainuddin. Daim, who handled the 
finance portfolio for seven years before 
"retiring" in March this year, serves as the 
chairman-designate of the government's 
Labuan Development Authority. 

Daim’s political clout encompasses not 
only Malaysia’s ruling party but also ex- 
tends to financial movers such as Brunei's 
royal family and the ministers of key Asean 
countries. These connections could be har- 
nessed to Labuan's advantage. 

Ultimately, the success of Malaysia's 
most ambitious experiment in the interna- 
tional financial markets will depend on the 
government's commitment to turning a vi- 
sion into reality. A recent visitor to Labuan 
remarked that despite its infancy as an off- 
shore tax shelter, Labuan is already suffer- 
ing traffic jams because of the absence of 
highways and other transport services. ш 


working to strengthen the APEC process 
should engage in any bilateral or multi- 
lateral trade agreements. Some Japanese 
trade officials are particularly angered 
by the accord. 

Nonetheless, analysts point out that 
strengthened ties between the US and 
Singapore, which have few trade dis- 
putes, could set an example for other 
countries, especially in Southeast Asia. 
Malaysia, for example, is believed to be 
considering a trade and investment 
agreement with the US. 

The US-Asean ministerial meeting 
may have also contributed to closer 
economic goodwill between the US and 
Southeast Asian countries. At a news 
conference after the meeting, Hills 
promised that the North American Free 
Trade Area (Nafta) would not reduce 
the access of Asean exports to North 
American markets. Nafta will be made 
up of the US, Canada and Mexico. 

Hills also said the US welcomed 
Asean's plan to create a free-trade zone 
within 15 years. ш Susumu Awanohara 
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INVISIBLE HAND 


The dying flame 


Now that the threat of world war has apparently receded, spectres of another kind 
of global conflict are casting a long shadow. At Geneva, the Uruguay Round of the 
Gatt is lurching towards an uncertain conclusion as the hopes and ideals of the - 
world's few remaining committed free traders are mocked by cynical manoeu- 
vring over agricultural subsidies. 

It is no coincidence that the concept of free trade should fall into disrepute the 
dimmer memories become of the world's last great politico-economic and military - 
conflict. The economic regionalism which now seems more alluring than | | 


by the East Asian NICs are potent factors. So too is 
across the borders of the US and Western Europe from poor neighbou 
The temptation to form political alliances aimed at injecting a new dynamic 





standable. The danger is that the process will assume a pena 
overriding global interests. ' 
At the World Bank, perhaps 






there will be trade- and investment-diverting consequences of EC expansion as _ 
well as of the p Enterprise of the Americas. To take just one example, _ 
Mexican textile exports to the US could threaten those from Asia and elsewhere. 

Regional trading blocs are supposed to be Gatt-consistent, in the sense of not 
raising existing barriers against goods from outside. But there is a temptation to - 
apply external levies to protect the weakest member of a bloc. 

Economist David Hale of Kemper Financial Services in Chicago acknowledges _ 
the possibility that regional economic blocs could "significantly redirect trade flows 
to serve political ." Hale believes that certain Asian countries with what 
he terms a "history of protectionist trade policies" — such as South Korea or - 
Taiwan — may seek bilateral free-trade agreements with the US to lessen the risk 
of the US diverting too much trade to Latin America. 

There are, he argues, “powerful cross-currents” operating against economic 
regionalism. East Asian countries are anxious not to become economic satellites of 
Japan, and Japan will not continue to prosper by selling only to Asia without ће 
rich consumer markets of the West. Mexico, too, will seek new trade alliances - 
elsewhere to lessen its dependence on the US. 

These arguments overlook the inexorable trend towards political and security 
cooperation that accompanies regionalism, a phenomenon all too apparent in Eu- 9 
rope. These ties can be more compelling than those of pure economics and they аге 
undermining the more liberal forces which created the Gatt. m Anthony Ro E 
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BUSINESS AFFAIRS 





INDUSTRY 1 


South Korea s electronics makers are slowly catching up 


Taking on the titans 





By Mark Clifford in Seoul 

When a young researcher 
named Lee Young Woo 
joined Samsung Electronics 
in 1968, one of his first 
projects was working on 
vacuum tubes for radios. At 
the time, this was about as close as South 
Korea's electronics industry came to the 
cutting edge of technology. Twenty-three 
years later, a team led by Lee, now in 
charge of semiconductor research at the 
company, finished in a virtual dead heat 
with market leader Toshiba Corp. of Japan 
in the race to introduce the world's first 16- 
megabit DRAM semiconductor. 

This remarkable achievement is not a 
flash in the pan. In 1990, South Korea's 
electronics industry became the world's 
sixth largest in terms of output. Although 
it is still far behind the US and Japan, South 
Korea is expected this year to race ahead of 
both France and Britain into fourth place. 
Only Germany stands in the way of the 
South Koreans taking the No. 3 spot. 

As far as output of DRAM semiconduc- 
tors goes, South Korea is already in third 
place, behind Japan and the US. And across 
a wide spectrum of electronics products, 
South Korea has a significant presence. 
Indeed, one of every 20 personal comput- 
ers in the world is now made in South 
Korea. 

"Who could imagine that we could 
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make nearly everything from optical fibre 
and semiconductors . . . by ourselves and 
sell them to the world?" President Roh Tae 
Woo asked at a televised cabinet meeting 
on 14 March. Roh's speech was aimed at 
exhorting businessmen and officials to 
reach still greater technological feats. 
Nowhere is technology more critical 
than in the electronics area, where South 
Korea aims to catch up with the US and 
Japan. It will aim to do so by the same 
methods — hard cash, strong government 
support and sheer determination — that 


Among the big boys 
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big growth. 
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1990, the company's net income eased 7.8% 
to Won 7 billion (US$10.3 million) following several years of 


have enabled it to claw its way up the 
world electronics league. 

As Roh put it, “To boost the country’: 
technology to the highest level is to over 
come the last barrier between us and oui 
determined goal of joining the ranks of the 
world's advanced countries." 

The closer South Korea gets to the fron! 
runners the harder it becomes. They are 
more determined than ever to prevent it 
from achieving the same feat as Japan. А! 
the same time, merely following the lead- 
ers condemns South Korea to a treadmill 
of hard work and thin profits. 

If any country can take on the electron- 
ics giants, the US and Japan, it is South 
Korea. It enjoys a number of advantages 
over its lesser rivals, foremost among them 
being the question of corporate size. Each 
of South Korea's four largest conglomer- 
ates — Samsung, Hyundai, Lucky- 
Goldstar and Daewoo — are in the van- 
guard of the industry. They account for 
over half of the industry's entire output. 
All four have chosen electronics as a core 
business, as part of a government drive to 
force the chaebol to specialise. 

Their size enables them to out-invest 
their weaker competitors. On semiconduc- 
tors alone, South Korean companies spent 
Won 1.8 trillion on capital investment and 
Won 300 billion on research and develop- 
ment (R&D) in 1989-90. These deep pockets 
give them advantages that companies in 
Taiwan, Hongkong and Singapore usually 


from a year earlier 


m . . 
` Love-hate relationship 
E eh Koreans love to complain about what a rotten job the 
Е | government is doing to help them, and the electronics industry 
| is no exception. “The Blue House, the Economic Planning Board 
. and the National Assembly are ignorant about the importance of 
. information technologies,” says Lee Yong Teh, chairman of 
. Trigem Computer, South Korea's largest maker of personal 


gc ne ment does stumble often in its policies on the 
` electronics industry. In the 1970s, Lee was unable to persuade 
.. bureaucrats to back the development of a computer industry. 
^io pd quit his government research job to start up Trigem 
2 and build South Korea’s first personal computer. 

y During the 1980s, Trigem emerged as one of South Korea's 


E few significant businesses not affiliated with a conglomerate. In 
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Another example of the government's miscalculations in the 
industry occurred in the early 1980s, when planners refused to 
endorse Samsung Electronic’s plans to jump into the semicon- 
ductor business. Today, Samsung Electronics is the world's third- 
largest DRAM maker. 

Moreover, the government's record has not been that good 
on projects it supports. One of the least successful ventures is an 
attempt to crack the minicomputer field. 

Using technology licensed from a small California computer 
company, Veritas, South Korean electronics makers want to 
produce a minicomputer for the South Korean market. But the 
only customers for the minicomputer, which has been plagued 
by development problems, are likely to be the government 
agencies and banks, which are strongly influenced by govern- 
ment directives. 

The state-owned Korea Development Bank loaned Daewoo 
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cannot match in terms of broad product 
offerings and large engineering staffs. For 
example, the miniaturisation and case de- 
sign involved with notebook computers is 
something that only a few Taiwan compa- 
nies have achieved because of large up- 
front costs. 

Not just the big four, but the entire in- 
dustry is investing heavily. Total invest- 
ment jumped from Won 1.6 trillion (US$2.1 
billion) in 1987 to Won 2.6 trillion two years 
later and firms are expected to spend about 
the same amount this year. Spending on 
R&D by the private sector climbed from 
Won 292 billion in 1985 to Won 
832 billion in 1989. Electronics 
is part of an economy-wide 
push to spend more on R&D. 
Total spending shot up to 1.9% 
of GNP in 1989 from 0.58% in 
1980. The government aims to 
increase the figure to 3.5% in 
1995 and 5% in the year 2000. 

The size of South Korean 
electronics firms helps them to 
think long term and cross-sub- 
sidise their operations. They 
fund research efforts that have 
no immediate pay-off simply to 
break their technological de- 
pendence on the US and Japan. 
Samsung Electronics, the big- 
gest company in the industry, also has 
the largest spending programmes. It has 
financed major research efforts in areas 
such as screen technology and disk 
drives. 

The big companies are also willing to 
finance loss-making ventures if they deem 
them to be strategically necessary. 
Samsung Electronics, for example, will 
sustain a loss of about US$40 million this 
year from its exports of personal comput- 
ers. The loss will be covered by profitable 
operations elsewhere in the company. 
Other personal-computer exporters are ei- 


Telecom, Goldstar, H 


yundai Electronic Industries and Samsung 


ther losing money or doing little better than 
breaking even. 

Size is one advantage. Another is gov- 
ernment support. This helps the firms to 
raise cheap finance. Many of the large 
electronics companies receive preferential 
financing that lowers their average fund- 
ing costs to 12-13% (compared with 20% 
for most manufacturers). Even so, the 
country’s sclerotic financial system will 
continue to dull the industry’s competitive 
edge. 

Government intervention has been par- 
ticularly telling in the field of education. 





DRAM beat: Hyundai Electronics’ research team. 


Officials are directing what they hope will 
be a finely coordinated effort involving 
government research institutes, universities 
and private firms to catapult South Korea 
into the ranks of the top three of the world- 
wide electronics industry by the turn of the 
century. 

The Education Ministry has authorised 
the country’s universities to increase ad- 
missions of engineering students by 6,000 
annually — this year’s level was 40,000 — 
starting in 1992. A high proportion of these 
engineers will find their way into the elec- 
tronics industry. 


БЕ 
Some of the work for South Korea's highest profile electro- 


In the past few years, government has 
sponsored the establishment of new labo- 
ratories dedicated to research in semicon- 
ductors, robotics and machine tools at 
Seoul National University, South Korea's 
top educational institution. In 1989, the 
Ministry of Trade and Industry set up 
Kaitech, a production technology institute 
to bridge the gap between academia and 
industry. In August, it inaugurated an 
electronic components and technology in- 
stitute. 

Yet for all their government's support 
and the firms’ massive size, the electronics 
industry faces some high 
obstacles if it is to achieve its 
goals. “Electronics is very typi- 
cal of Korean industry,” says 
Kim Hwan Suk, a researcher at 
the Science and Technology 
Policy Institute. “The strong 
point is that compared with 
other developing countries, 
Korea has big companies that 
have financial, human and 
technological resources. [How- 
ever,] even though the size [of 
companies] has grown very 
| rapidly, the quality of the 

^ products and the technologi- 
cal capabilities are still very 
weak." 

Bigness is all very well, but it slows the 
companies down. Daewoo Telecom presi- 
dent Park Sung Kyou points out that firms 
are too bureaucratic. "Our overhead struc- 
ture is very, very high compared with a 
Taiwanese company," he says. "We are 
becoming too slow to move. We are trying 
to streamline our operations and slow 
down wage increases." 

One result was that South Korean 
firms completely missed the market for 
com-puter laptops. But they have been 
able to introduce notebook-sized com- 
puters late last year. Goldstar executive 


Electronics a total of Won 15 billion in soft loans to adapt the 
computer for the local market. The deferred loans carry an an- 
© nual interest rate of 5% in a country where market interest rates 
аге typically near 20%. 
: ite all the miscues, however, the government's efforts to 
` bolster the electronics industry are beginning to pay off. Cajoling 
and preferential funding have created a critical mass of produc- 
ers, researchers and technicians to sustain the industry. The 
government's focus on information technology has also resulted 
in a broad base of technological skills able to support an in- 
creasingly sophisticated manufacturing sector. 
. In what may prove to be опе of its wisest moves, the 
overnment began funding research laboratories to act as bridges 
between industry and academia. One of the best known of these 
` is Seoul National University’s semiconductor-research labora- 
tory, which is training a new generation of chip designers. The 
















nics project, the race to develop a 64-megabit DRAM chip, 
done at the laboratory. But its main objective is to en 
students and researchers to learn how to do more basic c 
work. an {- 

The laboratory receives about Won 600 million a year f 
the Education Ministry. About 70% of this money is d 
to students and faculty at smaller universities for use in 
research efforts. The laboratory, which has about Won 10 bil 
in equipment, is also involved in materials a s Am 
effort is also under way to produce thin film 
optoelectronic telecommunication s 

Upgrading design skills is important for South Kore 
June, an assistant pi 


aboratory, set up in 1988, has annual programmes for about 200 i 
tudents and employees of private companies. logy." 
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_ Vice-president Choe Kwan Hee says his 
` firm intends to come out with major model 
. changes every year and incremental 
| changes at least twice a year for its note- 


۱ 


.. book computers. 

One reason for being slow off the mark 
1 is that South Koreans do not know their 
| . markets well enough, notably that of the 
.. US. One remedy has been to set up listen- 
. ing posts in the form of research and de- 
. Sign centres in California's Silicon Valley, 
. and some firms have acquired small hi- 
. tech US companies in the past five years. 
. Another strategy is to move their facto- 
. ries overseas to get closer to their custom- 
. ers as well as to take advantage of cheap 
. labour. Samsung Electronics alone has 11 
. overseas manufacturing plants making TVs, 
_ videocassette recorders, microwave ovens, 
refrigerators and audio equipment. 

But the biggest problem remains that 
South Korean electronics companies are 
still having to follow the leaders. One result 
is that they cannot command the premium 
prices charged by their betters. South Ko- 
rean companies made 13 million Tvs in 
1989, trailing market leader Japan's pro- 
duction by only 1 million units. But a South 


ENODUSTRY 2 


Daewoo Telecom is not the 
sort of high-growth com- 
pany that charms invest- 
ors with its hot products 
or lucrative niche market. 
The company's business 
sprawls across the computer and tele- 
communications fields, but it cannot lay 
claim to any special technical excellence 
or design cachet to set it apart from other 
companies fighting for market share. 

But if South Korea succeeds in the 
high-stakes battle for a bigger share of the 
global electronics market, it will be on the 
strength of companies such as this affili- 
ate of the Daewoo group, South Korea's 
fourth-largest conglomerate. Daewoo 
Telecom is among the most active South 





just electronics) is only about Won 2.3 tril- 
lion, or less about half of IBM's yearly 
budget for research. 

But there seems to be no effort to nar- 
row the range of targets. The South Kore- 
ans want to excel in every field of elec- 
tronics. Companies are investing heavily in 
R&D on such items as memory chips, disk 
drives, optoelectronics, flat-screen moni- 
tors, high-definition television and multi- 
media. The government is handing out 
cheap land and low-cost credit in an effort 
to spur this development. 

This year, the Ministry of Trade and In- 
dustry will give Won 70.6 billion worth of 
financial support in the form of grants and 
low-cost loans to support the localisation 
of no less than 413 electronics technologies. 
These range from mundane items such as 
TV picture tubes to more exotic technolo- 
gies such as hand-held computers and 


Low-key pioneer 


Korean companies in its quest to succeed 
in the computer market, which this year 
will account for about 46% of the compa- 
ny's estimated revenue of Won 287 bil- 
lion (US$385 million). 

Daewoo Telecom's strategy is to con- 
trol its distribution network for personal 
computers and to buy technology-rich 
companies. The company's president, 
Park Sung Kyou, has made a series of 
acquisitions in the past four years in the 
US aimed at helping it prosper in the 
worldwide computer market. The com- 
pany bought semiconductor maker 
Zymos to gain expertise in designing the 
chips used in its computers and telecom- 
munications products. It also acquired 
Renaissance, a graphics-display company, 
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software for graphics, imaging and simu- 
lation. The government hopes that many 
of the benefits will flow to small and me- 
dium-sized companies, but if past experi- 
ence is any guide, larger companies will 
continue to dominate the electronics sector. 

The Ministry of Trade and Industry is 
also coordinating high-profile projects to 
develop high-definition television, DRAM 
semiconductors, computers and advanced 
fax machines. Planners expect that Won 
375 billion will be spent on these projects 
by the mid-1990s, with one third of the 
money coming from government and the 
rest from private industry. 

Despite all this R&D, South Korea re- 
mains dependent on foreign firms for 
components. When supplies are tight, 
manufacturers have to stand in line for 
critical components, as they did earlier this 
year when a shortage developed for the 
liquid-crystal-display screens used in 
laptop and notebook computers. "The 
Japanese are the sole provider of flat-panel 
displays,” complained Trigem chairman 
Lee Yong Teh. ^We need to solve that 
situation." 

The answer is to supply it themselves. 


to have access to screen-display software. 

Zymos and Renaissance have since 
been merged to form Appian. Daewoo 
also has a product-development centre 
and a design centre in California, where 
its notebook computer was designed. 

Park believes low-cost high-volume 
production is a dead-end for technology 
companies. "Production per se has ceased 
to become a big factor," Park says. "What 
matters is who can buy components more 
economically and who has earlier access 
to new technology. [Although] tech- 
nology is important, technology alone 
does not guarantee a winner. It is how 
you use that technology to serve the 
market." 

In the late 1980s, Daewoo Telecom 
rocketed to prominence on the strength 
of its exports to Leading Edge, a personal 
computer distributor in the US. Daewoo's 
contract-manufacturing shipments to the 
US peaked at about 20,000 units a month 
in 1987 and 1988. Although Daewoo 
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_ At least one company, Samsung Electron- 


ics, is on its way to self-sufficiency in liq- 
uid-crystal-display screens — proof that a 
scatter-gun approach to research can pay 
off. Although the shortage has eased, 
Samsung says it will start producing the 
-screens by the end of the year. “We will be 
able to supply most of our own needs,” 
_ Says. Kim Young Soo, president of the com- 
_ puter and systems division of Samsung 
Electronics, who adds that the company is 
investing heavily in screen development. 
Perhaps the biggest fear, though, is of 
being shut out of key technologies. Many 
South Korean researchers worry that the 
country’s rivals will deny industry the 
technology and components it needs to 
catch up. “Japan and the US may make a 
kind of club to exclude other countries,” 
says researcher Choi Young Rak, who 
studies the semiconductor industry at the 
Science and Technology Policy Institute. 
We need our own research capability. 
Nobody will give us technologies.” 
“Despite all its successes, South Korea's 
-electronics industry feels besieged by its 
more powerful rivals. US and European 
manufacturers are determined not to be 
caught napping by another upstart, as they 
were with Japan. “This is a very difficult 
time for the Korean electronics industry,” 
says Lee Ki Seung, director-general of the 
Ministry of Trade and Industry’s electron- 
ics bureau. Like other South Koreans, Lee 
worries about access to technology, weak 
aggregate demand in overseas markets and 
increasing protectionism. 

One answer is for South Korean elec- 
tronics companies to follow the worldwide 
trend and form business alliances. Al- 
though foreign firms will not give away 
technology to South Korean firms, they are 













Telecom had introduced incremental 
design improvements on its computers, 
it was stuck in the middle of the pack in 
a market with shrinking margins. 

Worse yet, Leading Edge's star soon 
faded, and the company filed for bank- 
ruptcy in 1989. Daewoo Telecom de- 
cided to buy the distributor and try to 
breathe new life into it, and the turna- 
round strategy seems to be paying off. 

Exports mostly to the US this year 
are expected to grow 25% from a year 
earlier to US$100 million, following a 
similar increase in 1990. Park says 
Leading Edge will come close to 
breaking even this year, and he expects 
substantial profit next year. 

"| am market-driven," says Park, 
who has pushed Leading Edge to em- 
brace change by going after new sales 
channels. "We have been reacting very 
quickly to changes in the market, 
. whether product, distribution or tech- 





nology changes." m Mark Clifford 
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increasingly willing to form cooperative 
ventures. 

Samsung Electronics has a licensing 
agreement with IBM in semiconductors, 
and the US company may source personal 
computers from the South Korean manu- 
facturer. Samsung Electronics also has a 
joint venture with Hewlett-Packard to use 
the US company’s technology to develop 
workstations. 

Goldstar bought 4.97% of Zenith, the US 
maker of TV screens, for US$15 million 
early this year, an arrangement that gives 
it access to the firm’s technology. The 
company also has close ties with Hitachi, 
which has helped it in the DRAM business. 
Since signing an agreement with Hitachi in 
mid-1989, Goldstar Electron has built a 
US$500 million silicon-wafer plant. The 
plant has a monthly output of 5-6 million 
one-megabit DRAMs and about 1 million of 
the more advanced four-megabit DRAMs. 

These sorts of ties underscore the 
emergence of South Korean electronics 
makers as an important force in the 
worldwide industry. The Goldstar Elec- 
tron-Hitachi agreement allows Hitachi to 
concentrate its capital spending and pro- 
duction on newer products while main- 
taining a secure supply source for more 
mature devices. Much of Goldstar Elec- 
tron’s DRAM production now goes to 
Hitachi for use internally and for sales to 
Hitachi's customers. 

The advantages of linking up are plain 
to foreign firms, too. Large US and Euro- 
pean companies are teaming up with South 
Korean electronics makers to take advan- 
tage of South Korea's production 
efficiencies in return for supplying tech- 
nology. 

The South Koreans would like to play 
off the US and Japan against one another. 
Minister of Science and Technology Kim 
Jim Hyun recently asked US officials to 
encourage American companies to work 
together with South Korean firms to keep 
pace with Japanese semiconductor manu- 
facturers. Alluding to Japan, Kim report- 
edly told US officials "that if the current 
trend continues, the US and Korea would 
completely lose competitiveness in the 
fields of next-generation semi-conductor 
chips and related equipment and materials 
technology." 

But there are limits to the degree of co- 
operation South Korea can expect with 
countries like the US. The name of the 
game for South Korea is to sell as much as 
possible overseas. Exports of electrical and 
electronic products rose to US$17.2 billion 
in 1990 from US$4.6 billion in 1985, and 
they increased 15% in the first nine months 
of this year compared with the same period 
last year. But with the US economy in the 
doldrums and no new blockbuster pro- 
ducts in sight, South Korean exporters will 
be hard-pressed to keep up these double- 
digit rates of export growth. s 
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the EC’s farm-suppor 

later, the French fa 
Mermaz, agreed to back 
sion’s plans for changes to 
agriculture subsidies. 

One of the main reason 
of heart is that EC members 
exports from their Eas 
bours after their econ 





were essential if East European countries 
were to be integrated into the global 
ing system. Some in Brussels argue | th 
this is the only way of ensuring. that the 
Eastern bloc nations will "play fair" i 
trade, by ending years of alleged dumpin ; 
trade protection and piracy. 4 
Brussels thinks it is important to gain | 
the support of india, Indonesia and Malay- 
sia (China is not a member of the Gatt) 
order to secure a credible farm-refo: 
package at the Uruguay Round talks 
rently under way in Geneva. Andriessen 
said that on his Asian trip he would 
“clarify” the EC's stance on agriculture and 
press his counterparts in New. Delhi, Ja 
karta and Kuala Lumpur to start making 
concessions on such issues as textiles, serv- 
ices and intellectual property protection. _ 
On textiles, the EC's message would Бе. 
cautiously optimistic, said Andriessen, 
adding that the EC was ready to meet: 
Asian exporters’ demands for the (decade 
long) phasing out of the Multifibre Ar- 
rangement. This could only be achieved if. 
there was agreement on a “balanced politi- 
cal package,” including reinforced Gatt 
rules on subsidies and counterfeiting. Ж 
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Taiwan directs investment flows away from China 


The Vietnam option 


By Jonathan Karp in Taipei 


hen Taiwan’s irrepressible busi- 
W nessmen first scampered into Vi- 

etnam a few years ago in search 
of new markets and cheap labour, their 
government watched from the sidelines. 
These days, Taiwan officials have moved 
to centre stage, urging greater investment 
in Vietnam in a high-profile campaign to 
forge commercial ties with Hanoi and to 
divert business from China. 

Vice Minister of Economic Affairs P. K. 
Chiang on 23-28 September became the 
most senior Taiwan official to visit south- 
ern Vietnam since diplomatic relations 
were severed with the falling of the Saigon 
government in 1975. His trip to Ho Chi 
Minh City included talks on signing an in- 
vestment-protection agreement, which 
businessmen on the island consider vital to 


Vietnam because we already have too 
much [investment] in mainland China." He 
added that "[Vietnam] wants only eco- 
nomic ties; mainland China not only wants 
to bring in our capital but under the sur- 
face I think they are politically ambitious." 

Taiwan has become the largest foreign 
investor in Vietnam, with approved 
projects worth US$439 million through 
June 1991, or 21% of all foreign involve- 
ment, according to Vietnamese figures. 
Taking advantage of cheap labour and tax 
breaks, Taiwanese firms are developing 
fruit plantations and manufacturing goods 
ranging from instant noodles to shoes and 
clothes — similar to investments made in 
China. 

The task of directing investment and 
trade away from China recently has be- 
come an obsession with some government 
officials, who fear the Taiwanese and Chi- 





bolstering investor confidence. The two 
sides are studying a draft agreement, 
which Chiang says could be signed within 
three months. 

Chiang also attended the ground-break- 
ing ceremony for a US$80 million export- 
processing zone under joint development 
by the Ho Chi Minh City government and 
two Taiwanese firms. One of the partners 
is Central Trading and Development Corp., 
a company owned by Taiwan's ruling 
Kuomintang (KMT) — yet another clear 
sign of the government's seal of approval 
for investment in Vietnam. 

Chiang is forthright about the motive 
behind the new policy. “I hope our people 
will not invest in mainland China but in 
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nese economies are becoming dangerously 
intertwined. They are concerned that in- 
vestments could be lost due to sudden 
policy shifts in Peking, or be used as a po- 
litical tool to influence cross-Taiwan Strait 
relations. Peking’s heated rhetoric over the 
issue of an independent Taiwan has rein- 
forced this sense of insecurity. 

Accurate investment statistics on Tai- 
wan investments in China are difficult to 
obtain since most of the companies are 
small and do not register with the govern- 
ment's Investment Commission. The com- 
mission says it amounts to US$753 million, 
but economists and businessmen place the 
figure at more than US$2 billion. 

Indirect trade leapt 41% in the first 
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seven months of this year compared with 
the same period in 1990, according to data 
compiled by Hongkong customs authori- 
ties. Imports and exports were US$3.04 bil- 
lion dollars, or about 4% of Taiwan's total 
trade. In the first seven months of 1990, 
China's share was 3%. With China gain- 
ing a greater portion each year, Taiwan 
has said it might scale back the number 
of items which can be sold to the main- 
land. 

“1 fully agree that we must watch very, 
very closely that we are not going to de- 
pend too heavily on mainland investment 
or trade," says Dick Mou, assistant secre- 
tary-general of the semi-official China Ex- 
ternal Trade Development Council (CETRA), 
who has visited Vietnam a number of 
times since 1988. "I think we should wait 
until China moves towards more political 
openness." 

No such qualms exist among Taiwan 
policymakers towards Vietnam, where 
substantive political reform has not accom- 
panied the nascent move towards a mar- 
ket-driven economy and openness to for- 
eign investment. Indeed, besides the in- 
vestment-protection pact, Taiwan is pursu- 
ing all manner of bilateral negotiations 
with Hanoi. 

CETRA, which handles commercial ties 
with countries that do not have diplomatic 
relations with Taiwan, has established 
trade offices in Hanoi and Ho Chi Minh 
City. And Vietnam and Taiwan have re- 
sumed fishery and forestry cooperation 
negotiations, suspended earlier this year 
after Vietnam impounded some Taiwan- 
ese fishing boats. 

During his talks in Vietnam, Chiang 
dangled the carrot of possible aid via his 
ministry's International Economic Coop- 
eration and Development Fund. He told 
the REVIEW that the Taiwan Government 
planned to train Vietnamese Government 
officials and businessmen. "Vietnam wants 
to learn about our small businesses and is 
interested in our investment because their 
country is very much similar to Taiwan 30 
years ago," Chiang notes. 

That generation gap has enabled Tai- 
wan to transplant labour-intensive and pol- 
luting industries which are no longer vi- 
able in Taiwan because of rising labour 
costs and stricter environmental-protection 
laws. The bulk of exports to Vietnam is 
machinery, which will be used by Taiwan 
owned enterprises. 

Taiwan investment has almost exclu- 
sively been in former South Vietnam, 
which during the 1960s was Taiwan's 
third-largest Asian trade partner after 
Hongkong and Singapore. Infrastructure, 
too, is better in the south — though it is 
still deficient — while the residents have a 
bigger appetite for commerce than for com- 
munism, businessmen say. 

The five-year development of the ex- 
port-processing zone outside of Ho Chi 


31 OCTOBER 1991 


ba ие 5 





Offshore... on course 


Steering the right course to successful offshore banking 
is plain sailing with the specialist facilities offered 


by Standard Chartered — a comprehensive range of 


financial services designed to keep your investments 
secure and on target. 

For example, the Extra Value Deposit Account which 
has all the advantages of a current account and is available 
in Sterling or US Dollars. It also provides a cheque book, 
standing orders and monthly statements whilst paying a 
high rate of interest. 









* Minimum deposit only £1,000 or $2,000 





* Competitive rate ofinterest paid quarterly 





e No minimum withdrawal level 








€ Tax not deducted at source 
\ 
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Standard @ Chartered 
OBESE ORE BANKING 


€ No bank charges 





Standard Chartered's knowledge and proven experience 
offshore is available in a choice of three locations, Jersey, 
Guernsey or the Isle of Man. Each office offers the same 
range of products, identical interest rates and high level of 
service. To provide customers with the best possible 
attention a new account will be directed to the most 
appropriate branch unless any specific preference is 
indicated at the time of opening the account. 

Standard Chartered Bank. Offshore banking that's plain sailing. 


Deposits made with offices of these Companies in the Channel Islands and the Isle of Man 
are not covered by the Deposits Protection Scheme under the Banking Act 1987 The paid up 
capital and reserves of the two companies are, Standard Chartered Bank (Cl) Limited £30 
million and Standard Chartered Bank (Isle of Man) Limited over £3 million 


— — — — — — — —À س‎ —À —À —À —À — — — — — — 
For further details GOMA: the Coupon and mail to: 


| Shirley Kung OR Gordon W 
Standard Chartered Bank (C.L) Limited 








| 12th Floor. 4 - 4a Des Voeux Road Central Е 
Hong Kong. Те 80 1599. Fax: 87 0208 Channel Islands. Tel: (0534) 74001. Fax: ( 





| Please send me details of: (please tick / as required 


| Extra Value Deposit Account Fixed Term Deposits Trust Services 
| International Health Plan Fund Investment Management 
| Name 


| Address 


Tel/Fax B12 





Didn’t you want to make a deal 
in Taipei recently ? 


| 





Global business contacts are merely national expertise is in-depth familiarity 
local business contacts spread out over a with local conditions. 
wider area. Are you planning sales, production or 
This is particularly true in banking. For Investment outside your own market? 
international activities, it is normal to con- Speak to UBS, Switzerland's leading bank 
sult a bank with international experience. and one of only a few AAA banks world- 
And the most important part of inter- wide. 


UBS. The bank of experts. 
Union Bank 


of Switzerland 





UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Sydney, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 





Minh City should serve as a focal point 
for future Taiwan investment. The 300- 
ha site will house some 200 basic light in- 
dustries, mainly Taiwan subsidiaries or 
joint ventures. The KMT’s Central Trading 
and Development Corp. and Pan Viet 
Corp. — the other Taiwan partner — each 
has a 37.5% stake, while the Ho Chi Minh 
City government holds the remaining 
25%. 

Taiwan officials say other large-scale 
investment projects are in the offing. San 
Yang Industry Co., Taiwan's eighth-largest 
firm based on sales, plans to build motor- 
cycles in Vietnam. Other major companies, 
such as government-owned Taiwan Sugar 
Corp., are doing feasibility studies. 

These officials believe Washington is 
moving towards lifting its trade embargo 
on Vietnam and that Taiwan investors will 
gain by developing access to their favour- 
ite market. One Taiwan-based business- 
man says he had a client who was already 
shipping clothes from Vietnam to the US, 
re-labelled "Made in Hong Kong." 

Still, it is too early to declare the Taiwan 
Government's Vietnam policy a success. 
"We prefer the mainland because it has the 
same culture and language and because the 
market is bigger," says Chen Chia-Chun of 
Chung Shing Textile. The company this 
year invested US$1.6 million in an under- 
wear factory in Vietnam, but it also sank 
US$1.8 million in a Shanghai plant that 
makes the same product. 

^Our government has its concerns but 
industry has its own concerns," Chen says. 
"The government says, "Don't invest in the 
mainland,’ but Japan and Korea will go in 
instead of us." 

Further, Taiwan businessmen have 
streamed into Vietnam over the past few 
years to have a look, but interest now may 
be tapering off due to insecurity about the 
country's legal system and the high rents 
demanded compared with China. “I tried 
to organise a trip to Vietnam for potential 
investors, but only one person signed up," 
foreign-trade consultant Chen Chiu-chen 
says. “I always have at least 20 people per 
trip [to China]. I don't think the future is as 
bright as the government says." 

A recent poll showed that half of Tai- 
wanese businessmen still prefer to invest 
in China than in other countries, and the 
Ministry of Economic Affairs, despite its 
Vietnam campaign, this month approved a 
US$20 million plant to make tyres in China, 
the largest officially sanctioned Taiwan in- 
vestment in the country so far. 

Ultimately, Taiwan's desire to steer in- 
vestors to Vietnam and away from China 
to avoid political interference may fail. In 
August, Peking pressured Hanoi to post- 
pone the resumption of direct flights to 
Taiwan after a gap of 16 years. These pow- 
ers of persuasion could increase when Pe- 
king and Hanoi restore diplomatic rela- 
tions in November. m 
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ECONOMIC MONITOR: 


THAILAND 


Gentle downturn 


soft landing for Thailand's 

economy now seems assured, 

though the degree of softness will 

be determined by the level of in- 
vestment, the impact of an easier monetary 
policy and the direction of a stubborn cur- 
rent-account deficit. 

Analysts are most concerned about the 
sharp drop in new investments this year. 
The Board of Investment (ВО!) says there 
was a 36% fall to 392 in the number of 
investment applications through July, 
which by projected value represents a 34% 
decline in investments from the same pe- 
riod last year. 

There could be a small number of in- 


Thailand’s imbalances 


x #- Су 


poe oe 


Current 
account balance 





vestors, however, who see no need to stop 
at the BOI for tax exemptions now that the 
government has cut import duties on capi- 
tal equipment. Moreover, the value of new 
investment applications for the first seven 
months of 1991 is well above the pace set 
in 1987, when the nation's economic boom 


an. 

Still, growth in bank lending has slowed 
sharply as well. In August the annual 
growth rate of bank loans was 22.4%, a 
sizeable reduction compared with 36.5% a 
year earlier. The September figures have 
yet to be released, but bankers believe they 
will reveal more of the same — mostly 
drawdowns of old loans with few new ap- 
plications. 

This slowdown prodded the Bank of 
Thailand, the central bank, to slacken its 
monetary reins in early September, leading 
banks to cut their prime rates in early Oc- 
tober by 1% to 15%. The loosening had no 
immediate effect, though, as bankers say it 
could take until the end of the year before 
economic activity increases significantly. 
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Some even predict interest rates will have 
to fall further to smooth out the economy's 
decline, 

The stockmarket, too, has sagged as in- 
vestors had less cash with which to take 
up new offerings and rights issues worth 
about Baht 10 billion (US$390 million) in 
October alone. Concerns about political sta- 
bility also played a part in the stock ex- 
change's lacklustre performance. The Stock 
Exchange of Thailand index dropped to 
630.8 on 21 October from a 1991 high of 
908.9 in April. 

As for Thailand's trade deficit, import 
growth remains strong, with imports in the 
year to August rising 24.8% over the year- 
earlier period, compared with 22% for ex- 
ports. At that rate, the trade deficit should 
top Baht 300 billion this year, com 
with January forecasts of roughly Baht 250 
billion. 

Revenue from tourists coming to Thai- 
land has failed to offset rising imports. The 
current-account deficit at the end of Au- 
gust was estimated by the central bank at 
Baht 141 billion, putting it on a path of 
more than Baht 200 billion by year-end, or 
about 8.3% of GDP. The deficit was Baht 64 
billion at the end of 1989. 

The central bank, however, believes it 
can bring the economy in for a soft landing 
without having to tighten the monetary 
reins again and risk a sharper downturn. - 
In support of this optimism, the bank pre- - 
dicts the nation will have US$18 billion in - 
reserves, a comfortable cushion equal to 5.5 
months' worth of imports. 

But increasing liquidity risks a resur- 
gence of inflation just after a sharp rise in 
food prices has resulted in heated protests 
from consumers. Pork prices rocketed 32% 
in June compared with the year-earlier pe- 
riod. In July, the price of chicken climbed 
10.4%, while fruit jumped 14.1%, rice 16.6% 
and fish 17.2%. 

The rising price of fish reflected heavy 
export demand and declining catches in - 
the Gulf of Thailand, but this was of little 
consolation to consumers. Despite increas- 
ing complaints from Thais, the govern- 
ment's food-price index through July rose 
only 5.9% from the year-earlier period. This 
compares with an average annual rate for 
the past three years of 7.796. 

The overheated economy is also catch- 
ing up with manufacturers. The overall 
producer-price index was up 8.3% in July 
from a year earlier, while the agricultural 
products and foodstuffs index was up 
10.2%, and industrial products 8.9%. 

m Paul Handley 
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Philippine debt talks stalled by bribery allegations 


Power and 


By Rigoberto Tiglao in Manila 
Citicorp are on a collision course 


T over the bank’s involvement in the 


financing of the infamous Bataan nuclear- 
power plant project. Allegations of bribes 
paid by the bank to secure the pole posi- 
tion in the loan syndicate that financed the 
uncompleted plant have upset plans to re- 
negotiate the nation’s outstanding com- 
mercial bank debt. 

Manila recently has revived efforts to 
investigate and file charges against 
Citicorp, encouraged by gains in its case 
against the plant’s supplier Westinghouse 
Electric Corp., which has been charged in a 
US district court with bribing its way to 
the head of the queue to win the contract 
to build the Bataan plant during the 
Marcos years. The US bank 
— the Philippines’ largest 
commercial bank creditor 
with a total of US$1.1 billion 
in exposure — now stands 
accused of allegedly bribing 
cronies of former strongman 
Ferdinand Marcos to secure 
the lead management spot 
in the loan syndicate which 
financed the mothballed nu- 
clear plant. 

Officials at the special 
Presidential Committee on 
the Nuclear Power Plant 
claim that there are docu- 
ments indicating that 


he Philippine Government and 
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Aquino: ordered delay. 


influence 


Citicorp, through its investment arm 
Citicorp International Bank Ltd, got itself 
appointed as lead manager of commercial 
bank syndication in June 1976 through the 
intervention of former strongman Fer- 
dinand Marcos. 

A 15 October report by committee 
claims that: "Documents reviewed from 
various sources seem to confirm that 
Marcos — through [Marcos' crony 
Herminio] Disini — in fact intervened and 
directly ordered the naming of Citicorp as 
lead manager. This was done against the 
advice of then executive secretary 
[Alejandro] Melchor and some National 
Power Corp. (NPC) officials and apparently 
notwithstanding the fact that NPC was al- 
ready negotiating with Amex International 
to be the lead bank." 

The report claims that Citicorp con- 

tacted Disini "to act as 
§ their agent and intercede 
* with Marcos" to grab 
ё away the financial advi- 

sory role from American 

Express. "Documents 

from Malacanang seem to 

show that Disini submit- 
ted Aide Memoires to 

Marcos [on behalf of 

Citicorp] arguing that 

Amex should be replaced 

by Citicorp," the commit- 

tee reported. 

Citicorp's success in 
getting the contract was 
so unexpected that Amex 


Safe as houses? 


| Faced.with anti-usury religious tenets and 
high inflation, Muslims in Pakistan are 

. increasingly turning to Islamic finance 
houses (known as ) to maintain 
the value of their capital. But inadequate 
monitoring of the operations of modarbas 
has aroused anxiety in parts of the finan- 
cial sector, which is reeling from two se- 
vere blows to its confidence. 

Modarbas, which mainly invest in 
machinery leasing, were first floated in 
1985 as a response to an Islamisation 
drive launched by the late military ruler 
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Gen. Zia-ul Haq. Under Islamic law, a 
guaranteed fixed return on capital is re- 
garded as usury and is strictly forbidden. 
Modarbas are exempt as their profits and 
losses are shared among investors in their 
shares (the money raised from the flota- 
tion being used to finance such activities 
as leasing arrangements). 

Until 1990, only seven modarbas were 
listed on the Karachi Stock Exchange 
(KSE). Now there are 27. According to 
consultants to the modarba companies, 55 
applications are in various stages of 
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International official E. F. Teitler “emerge 
from the woodwork to cry foul" and eve 
blamed the US Embassy in Manila fc 
helping out Citicorp, according to a doa 
ment obtained by the committee from th 
embassy. 

Citicorp was the lead manager, togethe 
with Hongkong affiliate Asia Pacific Cap 
tal Corp., which syndicated the US$256. 
million loan that financed part of the initiz 
US$1.2 billion foreign-sourced cost of th 
nuclear plant. Citicorp's Manila office ha 
attempted to underplay its role by point 
ing out that the bank “put in US$19.3 mil 
lion, or just 7.59; of the syndication am 
less than 2% of the total planned cost. 
However, Citicorp would have profite 
from the transaction through Citicorp's rol 
as lead manager because of the fees i 
charged. 

In a document found in Malacanan; 
written by К. A. Nigel Henley — wh 
signed his name above the designation 
"Executive Director: Citicorp Internationa 
Bank Ltd/Asia Pacific Capital Corp." — 
Citicorp wanted a fee amounting to 0.25% 
of all direct and guaranteed loans extendec 
by the US Export-Import Bank and 0.50% 
of all other amounts arranged by the 
syndication. These fees would have to 
talled US$3 million, which the МРС, tech. 
nically the plant's owner, found to be toc 
high. 

Manila wants to prove that Citicorp be- 
came the lead manager in the same way 
that Westinghouse Electric Corp. and 
engineering firm Burns and Roe Enter- 
prises grabbed the nuclear-plant contract 
from General Electric International and 
Ebasco Services, Inc. — through bribes 
paid to Disini and Marcos himself. So far, 
however, public documents fall short of 
showing that such bribes, even in the form 
of special commissions, were paid by 
Citicorp. 

The closest the government can get is a 


Uere Б by the Corporate Law Au- 
thority. Newspapers say the figure is 
nearer 200. 4 


Two developments have prompted 
some observers to cast a wary eye over 
Pakistan's financial concerns. First, there 
was the collapse in July of the Bank of 
Credit and Commerce International (BCCI), 


in 
the country. Second, the tive sector 
imploded, leaving debts of Rs 16 billion 
(US$650 million) at risk. Some argue that. 
Мес ee was aes to the first. 
An say that a possible collapse of 
modarbas, in the wake of восі and the 
cooperatives, could undermine the coun- 
try's entire financial structure. 

Earlier this year, 25 modarbas had a 
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IBJ chairman resigns in 

wake of loan scandal 

> Industrial Bank of Japan (1Bj) chairman 
Kaneo Nakamura resigned on 22 October 
to take responsibility for loans made 
while he was president of the bank to Nui 
Onoue, an Osaka restaurant proprietor 
alleged to have arranged massive yen- 
deposit frauds. iBJ president Yoh 
Kurusawa will retain his post but accept a 
50% pay cut for six months while 
numerous other officials of the bank have 
also been disciplined in various ways. A 
pillar of the Japanese financial 
establishment, 18] lent a total of ¥240 
billion (US$1.8 billion) to Onoue in the 
late 1980s, with many of the loans secured 
by forged deposit instruments. 


Drought in Java crimps 
textile production 

> The president of Indonesia's state 
electricity company said the supply of 
electricity to industrial users in Java 
would be curtailed starting in early 
November unless dams supplying 
hydropower plants were refilled by 
rain. Indonesia is suffering an 

extended dry season, which has caused 
droughts in many areas of Java. Over 100 
textile and garment factories in West 
Java have complained that they already 
have been subjected to electricity 
blackouts that are affecting production 
schedules. 


Thai central bank plots 
offshore banking facility 

> Thai central bank governor Vijit 
Supinit said the bank is drawing up an 
ambitious framework to allow offshore 
banking in Thailand. The central bank 
believes Thailand can build a niche in 
offshore banking catering to the 
Indochina-Burma region if it can establish 
an adequate financial infrastructure, 
which is one of the goals of the 

sweeping revamp of the financial system 
currently under way. Vijit said that moves 
could be taken as early as next year to 
establish the offshore banking facility in 
Bangkok. 


Asian textile exports 

pressure EC for new accords 

> Several textile exporting countries from 
South and Southeast Asia are demanding 
significantly more access to EC markets in 
negotiations extending the Multifibre 
Agreement (MFA) for one year beginning 
31 July. Brussels has just opened talks 
with Indonesia, Pakistan and India, all of 
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which are pressing for better terms. EC 
trade negotiators argue that since talks on 
phasing out the MFA are being held within 
the Uruguay Round of Gatt negotiations, 
no major concessions will be made in 
provisional bilateral deals. The EC has 
agreed, however, to give MFA signatories 
more flexibility in switching exports from 
one EC market to another. Thailand, 
Hongkong, Macau and South Korea have 
already agreed to extensions. 


Consulting group sets up 
Thailand’s first credit-rating 

> Thai economic consulting group Tara 
Siam Business Information has established 
the country's first credit-rating agency in 
association with the Securities Analysts 
Association, which is made up of 
members of the Stock Exchange of 
Thailand. Called the Thai Rating Agency 
Ltd, the group plans to enlist a prominent 
international rating agency to help set up 
its operations. 





Cambodia details multilateral 
finance requirements 

> Cambodia will need at least US$900 
million in reconstruction loans to revive 
its economy, said Chhay Than, finance 
minister of the Phnom Penh government, 
who attended the annual meetings of the 
IMF and World Bank in Bangkok on 15-17 
October. Than was a member of an 
observer delegation led by Son Sann, 
which represented Cambodia’s Supreme 
National Council. World Bank officials 
said the Cambodians offered no details on 
the current state of their country’s 
economy or plans for reviving it. 
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Malaysia halts contract bids 
at Tenaga following probe 

№ Malaysia's semi-privatised national 
electricity provider, Tenaga Nasional, has 
been ordered by government officials to 
halt its tender for a new computerised 
information billing system following 
charges of alleged favouritism in the 
tendering process. Energy, 
Telecommunications and Posts Minister 
Datuk Seri S. Samy Vellu told reporters 
on 21 October that the decision was made 
after a ministry probe found that some of 
the allegations, contained in anonymous 
letters to government officials, were true. 
Samy said that in one case privileged 
information concerning the M$55-75 
million (US$20-27 million) tender had 
been leaked to a bidder for the contract. 


India's TISCO to offer equity, 
convertible bonds offshore 

9 Tata Iron and Steel Co (TISCO) is to 
seek New Delhi's permission to raise 
US$100 million either through the listing 
of shares on foreign stockmarkets or 


= through convertible eurobonds. This 


follows hints by Indian officials at an 
investment conference in Singapore on 18 
October that New Delhi would consider 
allowing Indian companies to raise capital 
offshore through direct shareholdings. 
The initial TISCO proposal sets a maximum 
of 5% of capital that can be placed 
overseas. Meanwhile, TISCO's board 
decided on 21 October to approach Indian 
investors for Rs 12.7 billion (US$491 
million) via a rights issue and secured 
premium notes to finance expansion. 


Singapore's Temasek takes 
another stake in New Zealand 


> The Singapore Government's 
investment arm Temasek Holdings has 
made another investment in New 
Zealand. Construction Technology Ltd, a 
company owned by Temasek, has taken a 
44% stake in New Zealand-based 
specialist construction company 
Construction Techniques Ltd, along with 
an option to raise the stake to 5196 in four 
years. The New Zealand firm issued new 
shares worth NZ$900,000 (US$510,780) to 
the Temasek subsidiary, which in turn 
lent NZ$800,000 to the New Zealand 
company. The two companies are also 
planning to set up a joint venture in 
Singapore for select construction projects 
in Singapore. Temasek made its biggest 
overseas investment to date in New 
Zealand earlier this year, paying US$465.5 
million for stakes in Brierley Investments 
Ltd. 
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PRICES 



























































Previous 3months Year 
Last sale to 21 Oct. Latest week ago ago 
Gold London (2) 36380 36005 36840 36835 
New York (3) 
Current delivery (Dec. 104.95 105.55 9960 117.50 
ei M MAT 103.85 А 
London (7) 
Current delivery (Oct) — 122700 1,100.00 13030 203500 
Tin Kuala Lumpur (1) 14.89 Be o 15.39 16.28 
New York (3) 
Current delivery (Dec.) 63.15 64.52 70.13 73.23 
a _ 
Rubber Kuala Lumpur (8) 
Current delivery (Nov.) 228.50 230.50 228.50 238.50 
Jan. Gelivery XM 229.50 к 
Jute Dhaka (11) 3 _ 0 _ 0 380.00 410.00 
Palm Oil Kuala Lumpur (4) 
Current delivery (Nov.) 828.00 820.00 829.00 681.00 
Jan. m 844.00 B itn. 
Sugar New York (3) 
Current delivery (Mar. 865 848 9.18 966 
May delivery 857 
Pepper Singapore (9) 
Sarawak Asta bik 100% _ 215.00 215.00 _ 22250 305.00 
Wheat Chicago (5) 
Current delivery (Dec.) 357.00 347.00 268.00 263.60 
Mar. 359.40 ا"‎ 
Chicago (6) 
Current delivery (Dec.) 251.20 249.00 233.00 228.20 
‚ delivery 26020 _ ign TIR ЯЕ E 
Rice Bangkok (7) 
5% white fob М 292.00 307,00 302.00 275.00 
Chicago (5) 
Current delivery (Nov.) 552.40 54540 527.00 611.40 
Jan. 564.00 1 k 
New York (7) 
Current delivery (Dec.) 1,201.00 1,266.00 975.00 1,199.00 
Mar. delivery 1,260.00 й 7 
Coffee New York (3) 
Current delivery (Dec.) 83.15 81.50 83.15 91.55 
Mar. delivery 87.05 А 
Petroleum 
Sumatran light Tokyo (10) 20.30 19.75 1890 3460 
Brent London (10) 22.73 22.45 20. M3 — 28.38 
(1)M$a шна (3)0$е alb (4) M$ a tonne (5) USe a 60 Ib bushel 
(6) USe а 56 Ib bushel (7) US$ a tonne (8) РЅ51, ees i9) S$ a 100 kg (10) US$ a barrel 
(11) BWD, US$ a tonne ^ Source: Telerate, International Jute Organisation 




























































































Previous 3 months Year 
21 Oct. week agot agot 
Australia dollar 1.2527 1.2882 1.2814 
Bangladesh’ taka S775 ^ ^ $3025 à 3555 
Britain pound 05843 205961 05151 
Brunei dola 1.6908 1.7525 1706 
Burma* kyat 6.265 6405 5925 
Canada dollar _1 1.1555 1.1758 
France franc 5.802 5.9855 _ 5.087 
Germany mak _ 1.7021 1.763 1.52 _ 
Hongkong dollar 7433 7.7574 7.7835 
India rupee 25.79 - 25.8031 18.0147 
Indonesia rupiah 1.97400 195700 186800 _ 
Japan — ye 129.56 13754 126.72 
Macau’  pataca 80 ^ 805 805 
Malaysia dollar 2742 2.7838 2.6993 
Nepal* rupee 42.80 4270 &— 2400 
New Zealand dollar - 1.7609 1.7662 1.6469 
Pakistan. rupee 24.555 24,5557 21.7582 
Papua N.G. kina 0.9385 5 0.9434 
Philippines _ рез 2700 27.893 25.698 
Singapore dollar 1.6908 1.7525 1.706 
South Korea оп 750.00 73130 71600 - 
$ri Lanka rupee - 41.48 41.48 40.643 40379. 
Switzerland franc 1.4831 1488 — 1.5055 1.2855 
Taiwan NT dollar 2641875 26.3853 26.935 27.28 
Thailand bah #54 25505 2571 24.99 


синнен emir ek ie eck ees 
Soviet Union US$-Rouble 0.5849 Laos US$-Kip 
Vietnam US$-Dong 11,700.00 Cambodia USS-Riel 1,000.00 


SDR1=US$1.36314 ECU1=US$1.21371 S$-M$1.6223 
“Official rate Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 
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Currency deposit and bond yields 














21 Oct. 
uM 52 Е — 2 
Sterling 10.50 103125 10.1875 10125 982 
Yen. 650 625 5935 5625 5775 
Swiss Fr. 8.00 83125 — 85 ~ 8.1875 = 
Dm 9.1875 93125 93125 93125 821 
А$ 88125 85625 84375 8.5625 10.01 
0$ —- . Bi, 8065 8.0625 8.0625 9.06 
ECU 94375 95625 85625 9.5625 883 





TOffered rate Source: Telerate, Salomon Brothers 


Economic indicators, selected Asian countries 
































nsa С Australia China Hongkong India Indonesia — Japan _ Malaysia 
Economic Growth 96 (real) (1) 
1990 5 23 44) 7 56 10.0 
1991 2 6 34 3544) L4 38 me 
International Reserves (5) 
Latest US$15.69b (Aug) US$36.14b (Jun) па. US$1,19b (Aug) US$8.54b (Jul) US$69.77b (Aug) US$9.88b (Apr) 
Year earlier US$1470 — — US$24.37b na US$358b - US$5.39b US$76.08b 0557.746 
Latest 3 "е +US$1.24b (Маг-Мау) «US$2.69b S$0.13b (Jun- 270 (Маг. S$0.41b/8) (May-Jul) AI MONI -US$ dun 
1 “Мау) + (Jun-Aug) -US$0.13b (Jun-Aug) — -US$0.27b (Mar-May) +US$0.41b(6) (Jul v 
Previous 3 months +US$0.44b +US$1.11b s -US$2.19b -US$1.75b *US$0.17b +US$17. -US$0.65b ўва. 
Year earlier. +US$0.160 _ 4US$2.48b +US$0.88b -US$0.69b 05%. 18b __ 5 Ub .. +b 
Exports (6) 
Latest 3 months US$10.13b US$18.78b US$25.43b US$4.53b "TÉ 160(8) US$78.98b US$7.94b 
% change previous 3 months +4.1 +138 +147 40 +469 0.1 
% year earlier +78 | +194 44 +173 72 Ba +95 +16.8 
(7) 

Latest 3 months US$8.89b US$16.08b US$25.57b evt 816 US$6.75b/8) US$56.78b US$8.98b 
% change previous 3 months 46 +45 +5.0 +45 42 +45 
% change year earlier 40 Ls +21.4 +229 А... ki d d +307 «09 _ +322 
Consumer Prices 
Base Jul 80-Jun 81=100 Aug 1990=100 Oct 84-Sept 85=100/2) 1982=100 Apr 88-Mar 89=100 1990=100 1990=100 
Latest 3 months index average 214.1 (Jan-Mar) 104.9(1 1) (Aug) 160.2 (Jun-Aug) 260 (Apr-Jun) 123.6 (Jun-Aug) 103.1 (Jun-Aug) 104.6 (May-Jul) 
% change previous 3 months -0.2 па. +16 +31 +01 +13 
% change year earlier 49 +49 7 ^26 pc? +89 2 +34 4 +48 
Money Supply (3) 

A$202.98b(9) (Jun) ^ Rmb 1,561.86b (Jan-Mar) ERO: 93b (Aug) Rs 2.781(9) (Jun) Rps 87 76t (Jun) 2m (Jul) uam (Apr) 
% change previous month +15 +6.4(10) 03 +34 
% change year earlier +6.6 +308 Kn +16.8 3251 34 “в 











(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus goid except for Singapore (6)fob (7) cit 
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wae Profit-taking lowers New York а a а Tokyo rallies despite absence of Big Four 

. . 3 . ч E E 3 * 
brokers т т a Straits bourses follow Tokyo 5 lead а т a political worries plague Taiwan т т а 
economic optimism sparks rally in Australia in week ended 22 October a т а 
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Average daily turnover US$3.8b 
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turnover US$53.0m 
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New Zealand 
NZSE-40 Capital Index, 
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“Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 11991 Morgan Stanley Capital Intemational 





Interest rates (%) 

































































Philippines Singapore Soul козе A Thailand Prime Interbank Interbank Interbank 
————— seii m — n ——— 21 Oct. lending 1 month! 3 months! 6 months 
25 83 9 51 10 Australia 1350 9125 885038 875 

1525 657 89 7 7590 „8. 
: a Britain 1050 1050 103125 10.1875 
US$28.99b (Jun) US$13.35b (Aug) US$72.16b (Jun) US$16.44b (Aug) EU T » 
rre US$23.35b US$15.81b US$63 63b _ 0591292 Hongkong 900 4.9375 525 550 
-UUSS0.68b (Apr-Jun)  -US$179b(JunAug)  -US$3.18b(JuSept) — «US$430b(JuSepi) 058237 (Мауи) س‎ 0» 20 = го INE 
-US$1.02b -US$173b -US$1.906 «US$3.68b -US$0.23b peer 19 
-US$1.00b -US$2.02b __ 20880250 +US$4.960 «US$0.31b 
: "700 6562 6375 60625 
US$2.14b US$15.21b US$16.98b US$20.27b US$6.84b — —- —— 
457 450 98 49 +68 Malaysia 75 7% 809 826 
+95 +18.5 +04 +152 +183 — = 
سے‎ New Zealand 1275 805 8.00 8.00 
US$17.01b US$20.16b US$15.97b 0959.216 Р E 8 
73 +48 27 421 422 Philippines 2300 18935 174375 18375 
43 +44 74 4207 475 diigi "o &й Gus. ЖОН 
1978-100 Sept 87-Aug 88-100 1985=100 1986=100 1986=100 South Korea 11890 — = = 
592.2 (Jun-Aug) 1102 (Jun-Aug) 144.6 (Jul-Sept) 115.1 (Jun-Aug) 125.5 (May-Jul) —— 
429 407 420 419 416 Taiwan 1000  — = Ел 
| 4188 439 494 437 +59 . = چ‎ 
وڪ‎ — ; Thailand 1550 — 1400 1450 EE 
ERU TS VAT one EOM DA 107230 UN us 800 5305 5495 54375 
4215 417.8 +18.3 5 4199 “Long term "Short term íMonetary Stabilisation Bond (1 year) 





(8) Including petroleum (9) МЗ (10) % change over past 3 months (11) One month Source: Official statistics 
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SHROFF 


Humble pie and champagne 


apan's Big Four securities houses are 

grinding their teeth as a “voluntary” 

partial suspension of their stock trad- 

ing robs them of the full fruits of a 
turnover surge on the Tokyo Stock Ex- 
change (TSE). But Shroff is not shedding too 
many tears: the four appear headed back 
to the boom times. 

On 15 October, Nomura, Daiwa, Nikko 
and Yamaichi began a penance (suppos- 
edly self-imposed but in fact decreed by 
the all-powerful Ministry of Finance) for 
"compensating" selected clients for 
stockmarket losses and other transgres- 
sions. 

The brokers will close sufficient offices 
for one to six weeks to cut by 60% the indi- 
vidual client business they depend upon 
heavily. And they will refrain from solicit- 
ing corporate business during that period. 

Already, the errant brokers have seen 
their share of total equity trading ac- 
counted on the TSE reduced to around 13%, 
| from the 1989 bull-market level of 39%. 
This is at a time when turnover on the TSE 
has climbed back to around 500 million 
shares a day from a low of 200-300 million 
earlier this year. 

There is little likelihood, though, that 
second-line Japanese brokers such as 
Kokusai, Wako or Okasan will be able to 
step in to snatch more than a point or two 
of the Big Four’s traditional market share. 
In fact, if analyst Robert Zielinski of Jardine 
Fleming in Tokyo is right, the industry gi- 
ants are set to regain within a couple of 
years or so the Olympian heights they tum- 
bled from after 1989. 

Nomura’s recurring profit collapsed to 
¥234 billion (US$1.7 billion) in the year to 
31 March 1991, from ¥489 billion in the pre- 
vious period. Nomura forecasts a recurring 
profit of ¥250 billion level in the year to 
March 1992, but Jardine Fleming thinks the 
figure could be as high as ¥350 billion, de- 
pending upon market turnover. 

With the Japanese economy sliding to- 
wards a fairly hard landing, the pressure 
on the Bank of Japan to lower its discount 
rate sharply and quickly is becoming too 
strong to resist. That is likely to boost the 
Tokyo stockmarket to the kind of activity 
levels that Wall Street is enjoying in the 
midst of a recession-hit US economy. 

If analysts are right in predicting a level 
of 28,000 for the Nikkei-225 stock average 
by the end of the year, the securities houses 
will start clawing back their valuation loss 
provisions (against own-account trading) 
and that will make their profit-and-loss ac- 
counts look a good deal better. Yamaichi 
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has already done this, wiping out what 
threatened to be a first-half loss this year. 
Securities firms have been selling shares 
heavily into a market pushed up mainly 
by foreign buying in recent weeks. In Sep- 
tember, the brokers were net sellers of yen 
stocks worth ¥1.2 trillion, absorbing net 
selling by just about all categories of Japa- 
nese investor except margin buyers. A 
similar trend has carried over to October. 
For all their public contrition — and the 
Big Four have also pledged not to partici- 
pate in the Japanese government-bond 
market during October — Japanese brokers 
are not behaving as though they are brac- 


From gloom to 


-— 


ing for a tough time. By all accounts, few 
have seriously tried to cut costs. 

What will cushion the brokers is the fact 
that share prices, though well down from 
their bull-market highs, are way above 
their mid-1980s levels. Brokerage commis- 
sions, which are still fixed in Tokyo, are a 
function of price as well as turnover. 

While Japan's securities industry re- 
mains under the control of the finance min- 
istry, the threat of a deregulated commis- 
sions regime is unlikely to be matched by 
action. Fixed commissions in a market en- 
joying high turnover should see the post- 
penance Big Four moving from fast to feast 


in short order. m Anthony Rowley 


Eyebrows are being raised in Seoul at a plan 
by the Ministry of Finance to sell Won 280 
billion (US$370 million) worth of equity in 
unlisted Korea Exchange Bank (KEB), the 
government's chief overseas financier. The 
stock will be sold over the counter of KEB 
branches on 11-20 November. 

The deal is unprecedented. The 40 mil- 
lion shares will be sold at Won 7,000 each 
and will not be listed until the stockmarket 
recovers from its current lethargy. Inves- 
tors seem likely to gain a massive windfall 
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when they are traded: top South Korean 
bank shares all sell for around Won 12,000, 
irrespective of earnings and asset values. 

The share sale is likely to undercut the 
finance ministry's attempts to breath new 
life in the stockmarket. Officials seem to be 
under the illusion that by not listing the 
stocks there will be no effect on the stock 
exchange. But Won 280 billion will have to 
come from somewhere. 

A cynic might wonder if this deal had 
anything to do with the fact that the fi- 
nance minister, Rhee Yong Man, was the 
head of KEB when its privatisation was first 
mooted. Probably not directly. The pattern 
of favouring financial firms for new stock 
offerings is a venerable tradition at the fi- 
nance ministry. Brokerage houses and 
banks were the ones which issued the li- 
on's share of new equity in the past couple 
of years. They proceeded to spend the 
money on plush new branches and hiring 
more staff, hardly the best way of making 
themselves more competitive. 

m Mark Clifford 


Two cheers for the new regulations an- 
nounced on 15 October by Bapepam, the 
watchdog agency of the Jakarta Stock Ex- 
change. The regulations spell out capital 
requirements for stockbrokers, as well as 
requiring brokers to mark their portfolios 
to current market values and to make se- 
curities firms insure client's funds until 
transactions are completed. 

"The trend is right but these rules by 
themselves aren't going to have much ef- 
fect,” says one foreign broker. Several of 
the regulations were simply restatements 
or clarifications of measures issued earlier 
by Bapepam. 

One positive effect of the new rules is 
that the higher capital requirements may 
shake many smaller brokers out of the 
market. There are some 280 licensed bro- 
kers in Jakarta and only about half of them 
show up on the floor on any given day. 
The unwieldy number of brokers is hin- 
dering efforts to privatise the exchange, 
which is the fundamental step needed to 
establish some kind of trust and sense of 
order in Indonesia's capital market. 

Bapepam could make more progress in 
restoring its tarnished reputation if it made 
listed companies accountable for their earn- 
ings projections. It would also help if the 
watchdog established some form of pro- 
tection for minority interests and provided 
for a better custodial system for stocks. 
These things would do a lot to build confi- 
dence. = Adam Schwarz 
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Same objective. Different approaches. 
Call on Commerzbank for the right one. 


Finding the optimal solution to 
a problem often depends upon 
the perspective you take in ap- 
proaching it. Especially when 
it comes to complex projects call- 
ing for the creative skills of invest- 
ment bankers. 


Which is why more and more 
corporations, banks, government 
entities, and institutional investors 
around the world are turning to 
Commerzbank. 


Headquarters: Frankfurt Commerzbank in Asia: Branches: Hong Kong. 
2021235/6, # 
# 3502-6264 - Commerzbank (South East Asia) Ltd., Singapore 
# 5003161 
& 723-3142/3145, # 723-3921 - Affiliated Bank: Korea International Merchant Bank, Seoul, 


=Œ 35024371/75, # 3508-7545 - Osaka, 


4 254-4505 · Beijing, 5004959 


At Commerzbank, you benefit 
from the strong placing power, 
financial engineering knowhow, 
and global reach of one of Ger- 
many's major players in invest- 
ment banking. 


We offer a comprehensive 
choice of investment banking ser- 
vices. Ranging from fund-raising 
operations and M&A to asset 
management and broker/dealer 
services. 


In addition to the bank's head- 
quarters in Frankfurt, you also 
have access to our international 
network of specialized investment 
banking units. In key centers such 
as New York, London, Zurich, 
Luxembourg, Paris, Amsterdam, 
Tokyo, Singapore, and Seoul. 


For an individual approach to 
your investment banking needs, 
call on Commerzbank. 


COMMERZBANK 


German knowhow in global finance 





2234855 
· Bombay. 


8429666, # 8681414 - Singapore. 
202-1230 · Subsidiaries: Commerz Securities (Japan) Co 
# 2253943 - Representative Offices: Bangkok 
221133, 231886/72, # 2040329 - 
753-4244, # 752-1659 





2234855, # 2253943 - Tokyo 
Ltd., Tok 35 922200 
254-4506/7 


Jakarta 710231/34, # 710245 - Seoul 
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Education 


+ 17/35; 1540m x 45m 
Three grass strips 





roperty 


LAVERTON AERODROME 
POINT COOK 
AERODROME 

VICTORIA — AUSTRALIA 


Expressions of Interest for 
the Purchase/Lease and/or 
Operation 


Expressions of interest are invited for the purchase/lease 
and/or operation of Laverton Aerodrome and/or Point Cook 
Aerodrome and associated facilities. 
The Defence aerodromes, Laverton and Point Cook, are 
located 23 km and 29 km respectively to the south-west of 
the City of Melbourne, Victoria, Australia. 
A brief description of the facilities on offer at each aerodrome 
is as follows: 
LAVERTON 
Two sealed runways 
05/23; 1527m x 45m 


POINT COOK 
Two sealed runways 
17/35; 1366 x 45m 
04/22; 1130 x 45m 
Additional grass strips 
Pavement suitable for C130 One Pavement suitable for 
Heavy duty apron areas C130 


Nine hangars Sealed apron areas 
Control Tower Six hangars 
NDB Control Tower 

NDB 


A Ministerial Consultative Committee has been established 
lo examine the future potential uses of the land and facilities 
at Point Cook and Laverton Aerodromes. 
An information pack. providing full details on the land and 
facilities is available. 
Expressions of interest close on 15 November 1991 and a 
formal briefing of interested parties will occur shortly after. 
Requests for the information pack and lodgement of expres- 
Sions of interest can be made to: 
Mr Keith Forsey 
Director Facilities Policies and Studies 
Facilities and Property Division 

Department of Defence, Russell, ACT AUSTRALIA 2601 

Tel 61 6 265 4909; Fax 61 6 265 4064 


Review Classified Sections 


The classifications available in this section are as follows; when 
booking, please state your requirements: 


Appointments 

Business Equipment 
Business Opportunities 
Business Services 
Conferences & Exhibitions 
Courses & Seminars 


Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 

Residential Schools 


Fellowships Universities 


` Hotels & Accommodation 





CLASSIFIED ADVERTISEMENTS 


Appointment Notices 





investigating initiatives t 
companies’ abilities to 1 


countries. 


Vencap Equities Alberta Ltd. 


; Vencap Equities Alberta 
Lid. is pleased to announce 
Jack W. Kennedy, Q.C., 


| former Alberta Agent 
"General in Hong Kong, has 


become associated with 
Vencap on a consultative 
basis to assist the 


- corporation and its 


eff 


а publicly traded 


venture capital company with assets under 
management of almost $300 million: In eight years, 
Vencap has invested and committed almost $190 
million in 56 companies from a wide range of 
industry, including consumer products/retail, 
industrial/manufacturing, and technology. 


1980 Manulife Place 
10180 - 101 Street 


2000 Trimac House 
800 - 5 Avenue S.W. 


Edmonton, Alberta, Canada ^ Calgary, Alberta, Canada 


T5] 384 


Phone: (403) 420-1171 
Fax: (403) 429-2451 


JACK W. 


Wondering how to gua- 
rantee influence and 
success in China? Write 
today for free details onthe 
Chinese Language Kit to: 
TOBUN, Felsbeg, 6146 
Grossdietwil/Switzerland. 





гё 





T2P 316 
Phone: (403) 237-8101 
Fax: (403) 264-0324 


KENNEDY, Q.C. 


investment Opportunities 








INVEST IN INDONESIA? 


Needjoint venture partner, Set 
up rep office, Arrange technol- 
Pay transfer, Require business 
HQ services and contacts 
while in Indonesia. P T ANA 
'RATUMAS, Tel & Fax 62-21- 
5304765 P.O Box 7302, JKBMI 
11073, INDONESIA. 





To place your classified ad, | 
fax: Hong Kong (852) 8346051 or call: 


Hong Kong 8328473. 
Singapore 2203603. 
32700251 
3913275. 
3639736 
5703123 


Tokyo 
Bangkok 
Sydney 
Jakarta 


~ Auckland 


7775723 
6161011 
7856665 
3340008 
8086618 
4130561 


Taipei 
Manila 
Seoul 
^ London 
„Мез York 








ullo enn ы‏ ڪڪ 


CLASSIFIED ADVERTISEMENTS 


Appointments Business Opportunities 





China Correspondents 


A new, pan-Asian, quality business magazine 
scheduled for publication in Hong Kong next year 
seeks two fulltime correspondents to cover 


business activity in the People’s Republic of China, 


Hong Kong, and Taiwan. One will be based in 
Hong Kong; the other, in Beijing. 


The successful applicants will be completely fluent 


in spoken and written Chinese (Mandarin), and 
able to demonstrate with photocopies of clippings 


and/or manuscripts a capacity for incisive research 


and a lively writing style in English. Please send 
résumés and photocopies of work samples to 
Anthony Paul, Group Editorial Director, Manager 
International Company, 2/F, 3-5 Old Bailey Street, 
Hong Kong. HK fax: (852) 574-8857. 


J CU JAMES COOK UNIVERSITY 
OF NORTH QUEENSLAND 
AUSTRALIA 
Professor of Modern Languages 


The Position: The University is seeking to appoint a Professor of Modern Languages to 
Head the Department of Modern Languages following the retirement of Professor K V 
Sinclair AO from the Chair of French at the end of 1991 The appointee will also be 
Director of the institute of Modern Languages. 


Languages currently taught in the Department are Japanese, Indonesian. Chinese. 
French and Italian The Department also offers subjects in linguistics and is considering 
а new range of language courses to respond to current demands in areas such as 
tourism, commerce, Aboriginal and Torres Strait Islander Studies, education and ESL 
The Institute conducts short course evening classes in a wide range of languages and 
undertakes language consultancies. The associated ELICOS centre teaches a range of 
English courses to fee-paying students. 
Qualifications: Scholars with a distinguished research record and appropriate teaching 
experience in any of the lanquages which the Department teaches are invited to apply 
Preference may be given to candidates with expertise in Japanese Expertise in 
linguistics may also be an advantage Applicants must be fluent in English and have a 
commitment to language teaching and associated cultural studies at all levels. 
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The manufacturing arm in Malaysia of 
one of the world's most respected 
names in hair care has limited free 
capacities for 


CONTRACT FILLING OF HAIR & 
BODY CARE PRODUCTS 


to makers specifications. Product 
Categories that can be produced 
include permanent waves and neutra- 
lizers, hair colours, shampoos, con- 
ditioners, tonics, hair creams, wet gels, 
bath foams, hand & body lotions, hair 
straighteners, creams (no aerosols, 
talos and similar preparations. 


















Principals demanding quality and reli- 
ability and looking for long term co- 
operation are requested to direct their 
enquiries to: 


The Managing Director, 

Chemo Laboratories Manufacturing Sdn Bhd, 
Lot 4 Jalan Ragum 15/17, 40000 Shah Alam, 
Selangor, Malaysia. 

Fax no. (03) 5598087. 
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* Folds away neatly 

* Fixes left or right 
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AND INNOVATION 


Computers that sing 


hile demand for IBM-type 
personal computers was 
growing, most manufacturers 
were happy just to crank out 
the clones. But now that the market has 
levelled off, differentiation has become the 
name of the game. Happily for PC manu- 
facturers, they have the means to give their 
machines a recognisable identity. 

The IBM-type machines have remained 
largely unchanged for the past five years. 
They all run Microsoft's DOS operating 
system on microprocessors built by Intel. 
But now, Intel's monopoly is beginning to 
crumble. US chipmaker Advanced Micro 
Devices earlier this year introduced a re- 
verse-engineered version of Intel's power- 
ful 32-bit 80386 chip. Then, in September 


| another US company, Chips & Technolo- 


gies, introduced a range of forward-engi- 
neered 386-compatible chips. 

Chips & Technologies says its new de- 
vices are faster and cheaper than those 
produced by its competitors. They 
can also be customised by software 
to allow the addition of value-added 
features, such as power manage- 
ment. This is the ability to reduce 
power consumption when a ma- 
chine is switched on but not in use. 

“Our Korean and Taiwanese 
customers understand that they 
need a different game, one with 
more alternatives. Here, we are of- 
fering them an alternative," says 
Vinod Mahendroo, marketing di- 
rector of Chips' new-products divi- 
sion. He expects Chips' new proc- 
essors to have the greatest impact 
on the high-volume desktop and 
notebook PC markets. 

But no matter how versatile the 
new microprocessors, it is difficult to see 
them resuscitating the PC market on their 
own. Compelling new software is needed. 
One promising new product category is 
multimedia software: programs which fea- 
ture audio and pictures in addition to text 
and graphics. 

The sudden decision announced earlier 
in October by erstwhile archrivals Apple 
Computer and IBM to join forces was in 
large part occasioned by a mutual desire to 
develop multimedia technology. But it will 
be the middle of the decade before any 
products emerge from the partnership. 

In the meantime, Microsoft chairman 
William Gates has stolen a march on Ap- 
ple and IBM in getting multimedia to mar- 
ket. Late last year, the Seattle-based soft- 
ware powerhouse announced a set of 


specifications intended to transform the PC 
into something completely different. 

A dozen computer manufacturers — 
including Japanese giants Fujitsu and NEC 
— plus a host of smaller software firms 
took Gates' proposal seriously. Earlier this 
month, amid the dinosaur fossils at New 
York's Museum of Natural History, they 
unveiled the fruits of their labours. 

The MPC — Microsoft's name for the 
new machine — comes in two forms. The 
complete set costs US$2,800 or more and 
includes a special compact disc player 
among all the usual PC accoutrements. This 
will put still, animated and video pictures 
on a PC screen with stereo sound backing. 

Or, for the 70 million people who al- 
ready own a PC, an upgrade kit costing 
about US$800 (not including speakers) can 
be bought. It is this huge base of potential 
customers that constitutes the MPC’s main 
chance of succeeding as a standard model. 

So far, would-be multimedia software 





Multimedia travels on a single disc. 


providers have been frustrated by the mi- 
nuscule number of computers equipped 
with drives capable of playing their discs. 
For example, InterOptica Publishing, a 
Hongkong-based company that began op- 
erations two years ago, wrote its first disc 
— a multimedia travel encyclopaedia 
called The Orient — for Apple’s Macintosh 
computer. Although it became a top 10 hit 
on Apple's CD software chart, the disc sold 
fewer than 1,000 copies. 

"It was a joke," recalls InterOptica 
managing director Catherine Winchester, 
"Apple hasn't pushed [computer CD play- 
ers]; Apple's dealers don't sell them." Fed 
up with lack of sales, InterOptica decided 
to ditch the Mac in favour of the MPC. 

The company has been rewarded with 
orders for thousands of copies of its sec- 
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ond disc, Great Cities of the World. One rea: 
son that the product is selling in such large 
volumes is that, to stimulate sales, severa! 
of the MPC's backers want to include disce 
along with their hardware. Great Cities is a 
travel guide targeted primarily at the con- 
sumer market. 

A characteristic of multimedia software 
is the amount of information that can be 
crammed on to a single disc. For each city 
on the InterOptica guide, there is a slide 
show complete with narration plus loca! 
music, detailed maps showing the sights 
hotels, restaurants, transport systems, re- 
cordings of useful phrases in the local lan- 
guage, an essay by travel writers and a 
quiz. 

In addition to Great Cities, some 60 ti- 
Чез are available for the МРС. These in- 
clude atlases, dictionaries, encyclopaedias, 
almanacs and thesauri. Collectively, they 
constitute "a world of knowledge," en- 
thuses Microsoft multimedia systems gen- 
eral manager Rob Glaser. 

Speaking at a multimedia con- 
ference just outside Tokyo this 
month, Glaser said information in 
multimedia form was more inter- 
esting than as just text. This is 
especially when combined with 
search techniques designed to give 
users the ability to find inform- 
ation quickly. Glaser believes MPCs 
will sell to homes, offices and 
schools. 

Of the makers, Fujitsu appears 
particularly well positioned to take 
advantage of the new standard. For 
the past two years, it has been 
selling in Japan its own PC based on 
the compact disc. It will be in- 
teresting to see if Fujitsu can parlay 
its domestic experience into overseas suc- 
cess. 

The other Japanese MPC maker, NEC, is a 
leading maker of compact disc players for 
computers and stands to do well out of 
multimedia. Outside Japan, leading Asian 
PC makers such as Taiwan's Acer and 
South Korea's Samsung have also shown 
an interest in producing MPCs. 

As a product, the MIC still leaves much 
to be desired. In particular, access time — 
how long it takes to get information off the 
disc and on to the screen — can be almost 
painfully slow. That will improve. In the 
meantime, perhaps the most important 
thing about the new standard is that it of- 
fers software houses an incentive to be- 
come involved in multimedia production. 

п Bob Johnstone 
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| Grass roots overlooked 
, One would never guess from reading Paul 
| Handley’s and Susumu Awanohara’s 
| Power struggles [17 Осі] that opposition 
| to Thailand's Pak Moon dam grew out of 
| the determination of Ubon Ratchatanee 
| villagers to defend their land and fisheries 
| rather than the concerns of the Western 
; environmental lobby. Although the villag- 
| ers have been demonstrating and petition- 
"ing against the dam for several years, they 
are. not mentioned once in the article. 

` Your lack of attention to village-level 
opposition қ Рак Moon leads you into fac- 
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themselves would have known, among 
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tual error when you claim that recent | 
|. World Bank documents have responded 


who had spoken with Ubon villagers | 


| refused to release its lists of the villagers | 
| whose houses or land would be flooded | 
| by the project — even to the four villagers | 
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WE DIDN'T 
INVENT LIGHT, 
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Philips Lighting - the Lighting 
ctivities of Philips Electronics. 





Ps: incandescence and gas 


discharge, we proudly present the world’s first 
QL induction lamp. A major breakthrough in 
lighting technology 


-QL 


INDUCTION LIGHTING is based on the combi- 
nation of two well-known technologies: electro- 
magnetic induction and gas 
discharge. No filaments, no 
electrodes to limit lamp life, 
a system driven by electronics, 
resulting in some 60,000 hours 
of practically maintenance-free lighting. Inte- 
resting architectural possibilities arise as well 
as new opportunities in luminaire design 





Superior quality and comfort 

instant, flicker-free full light at switch 
on. Dimming the lighting level without loss of 
the excellent colour impression adds to com 
fort and quality. OL underlines our commitment 
to the future as the world's leading lighting 
manufacturer. 


Bringing light to life 

For 100 years, Philips Lighting has led the 
way in research, technology and understand- 
ing the needs of our professional and 
consumer customers, for one reason only - 
because we want you to have the very best 
lighting solutions. 

For a better way to work and a better 
quality af life. But then light is our life! 


_ BRANGING.YOU BE раш. 
Because lights 
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cial links with the junta should reconsider 
their positions very carefully. The junta’s 





KHIN AUNG 


е Nobel Peace Award to Aung San Suu 
yi, leader of the National League for De- 
Ocracy Party, has brought into sharp fo- 
$ the human-rights abuses and political 

epressions of the Burmese military junta 
hich calls itself by the repugnant sound- 
g SLORC. The Burmese acronym, Nyien 
i, literally means silence under pressure! 
55. With the joy of the award comes the 
almost inevitable question of what it will 
mean for the Burmese people and will it 
‘bring the people out to topple their dicta- 
tors. The answer is no. The Burmese peo- 
¿ple were killed by the thousands in 1988 
and the SLORC has institutionalised brutal- 
Ну во that the people are now completely 
paralysed by fear. However, the award is a 
tremendous morale booster for us. 
As for China and the Asean nations — 
‘wallowing in the windfall from the rape of 
Burma's resources and enjoying a ready- 
made market for their arms and cheap 
goods from their factories — their silence 
at the award makes me feel ashamed. 
Countries which have no moral compunc- 
tion to support the genocidal Khmer Rouge 
certainly will not lose any sleep consorting 
with the SLORC. It is most regrettable that 
Japan, which is an economic giant, still acts 
as moral dwarf and buffoon by granting 
aid to the SLORC. 
| MAUNG ZAU TUN 








Acehnese aspirations 

The outcome of the talks between 
Malaysian Foreign Minister Abdullah 
Ahmad Badawi and Indonesian Foreign 
Minister Ali Alatas, to return the Acehnese 
fugitives who have asked for asylum in 
Malaysia, is uncivilised. Islam. always 
teaches people to respect human rights and 
to protect people who seek protection, but 
now Malaysia has become implicated in 
thwarting the political rights of Acehnese. 
Sweden ANDI MUHAMMAD TAQWA 





Resettlement of refugees 

All eight, and not just two, countries which 
have guaranteed to resettle refugees wait- 
ing in Singapore have not done so [REVIEW, 
31 Ос]. 

In July 1990, a US vessel brought 25 
refugees to Singapore. Four countries 
guaranteed in writing to resettle them 
within three months, even though they had 
not honoured earlier guarantees. One of 
the four also undertook to resettle all its 
-backlog within three months, and ex- 
“pressed understanding of Singapore's in- 
tention not to accept any further guaran- 
ees from it until it had done so. 
ingapore, therefore, admitted the 25 








new refugees, but the four countries reset- 
tled neither them nor the old cases as 
promised. As a result, nearly all the refu- 
gees now in Singapore have overstayed for 
more than a year. In July 1991, Singapore 
informed the UNHCR representative in Sin- 
gapore that no more refugees would be al- 
lowed to land until all those already here 
were removed. 

Yet when 10 refugees arrived on a 
Panamanian ship in October 1991, Singa- 
pore did not refuse them permission to 
land. Two countries which had guaranteed 
the July 1990 batch of refugees offered to 
guarantee the new cases. Since they had 


. defaulted on several previous undertak- 


ings, Singapore asked for fresh guarantees 
for these old cases. As they declined to do 
so, Singapore could not admit the new 
refugees. 

Moreover, these two countries are now 
for the first time claiming that they will not 
remove all refugees, but only those (both 
new and old cases) whom they deem suit- 
able for resettlement. This contradicts their 
written guarantees to resettle “uncondi- 
tionally" all the asylum-seekers. 

In these circumstances, Singapore can 
no longer admit refugees on the strength 
of third-country guarantees. 

CHEAH GIM LAI 
Press Secretary, 
Minister ib Home ib ci 
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Gandhi's killers 

In reference to the letter by Sachi Sri 
Kantha [LETTERS, 3 Oct.], a “smirk” by the 
late Rajiv Gandhi shortly before his brutal 
murder, the purported “warning” five 
weeks before his killing, and a specious 
assumption that Mossad had “lost face” by 
the publication of a book by an "ex- 
Mossad agent,” is apparently good enough 
evidence to suspect hands other than those 
of the Liberation Tigers of Tamil Eelam 
(LTTE) for Gandhi’s murder. 

The painstaking and impressive evi- 
dence uncovered by an Indian investigat- 
ing team which fairly points the finger at 
the perpetrators pales into insignificance 
before the novel line of reasoning of your 
correspondent. 

Such impeccable logic of LTTE apologists 
is not unfamiliar to Sri Lankans. Clearly 
“looking for scapegoats” continues! 
Colombo U. PETHIYAGODA 


Yobbo image 

A word in defence of your cover [10 Oct.] 
— in which you depict Australians as 
“yobbos,” according to correspondent Ann 
Marie Angebrandt [LETTERS, 24 Oct.]. I 
suspect that if yobbos weren't driving 
Australia’s economy, its economic indica- 
tors would be better than they are. And in 
that regard, I would direct her attention to 
the PRICES AND TRENDS pages at the back of 
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the magazine. 

It would be nice if the REVIEW couk 
have spent time exploring the cultura 
highways and byways of Australia’s 1 
million diversities, but its brief was to fo- 
cus on the country's economy and, Ре 
force, yobbos. E 

Having said that, I don't see much 
wrong with having a beer and playing ^ 
games on the beach and 1 don't think most 
Australians who do these. things. deserve . 
to be called yobbos, the message опе reads 
in Angebrandt's lecturing missive. s 
Hongkong ; jon McCORMICK i 











Since a couple of people have written tO. 
you to criticise your coverage of Australia, 
I thought I'd better write and compliment 
you on it. I felt the cover summarised the 
country very well. Good blokes no doubt, - 
having a good time, but achieving nothing 
and going nowhere. 

I can't believe the way decisions ar 
made in this country (if they are made at 
all). Always with one eye on the opinion 
polls, and almost every decision to hel 
“mates” or for short-term expediency. ; 

Just where we'll end up is anyone's 
guess. You could perhaps help us all by 
telling us how long to go before the inter 
national financial community is likely 
hit the panic button over our foreign del 
what the likely consequences will be; an 
how we can prepare for it? 
Geraldton, WA 

























Nuclear critics 
In your article Nuclear qualms 4 julyl y you 
said: “These people [nuclear critics] 
which is attributed to me. Being pri 
out of its proper context, the quote has 
been interpreted by some that “these p 
ple" refers to all nuclear critics. This is ¢ 
tainly a very unfortunate misunderstand 
ing. I have always maintained, in my many 
public statements, that among nuclear 
critics, many are sincerely concerned about. 
safety and environmental effects, and І те- 
spect these people. On the other hand; | 
there are some critics who might be 
spreading misinformation for some other. 
reason. The latter group is the subject o 
my comments. 

Besides, in the same paragraph, youl 
said, ". .. the agency which both regulates 
and promotes nuclear power in Taiwan” . 
which is not correct either. The Atomic Ene 
ergy Council promotes peaceful uses of 
atomic energy, but development of nuclear _ 
power is under the jurisdiction of the Min. 
istry of Economic Affairs. — YIELYUN HSU. 
Taiwan Chairman, AEC 
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well-armed parties. 

Banditry is rife and the 

countryside is littered with уд. 

countless landmines. Текем? 

Demobilising the bulk of ки 

the armed groups and av 

clearing the mines to Challenge for Miyazawa (48). 


particularly of military goods. 

Inside Track 

Indonesia is set to award a ground- 
breaking forestry-inspection contract to 
Reid, Collins, a Vancouver-based 
forestry consulting firm. The four-year, 
US$10 million contract is to cover 
outside inspections of logging 
concessions in three Indonesian 
provinces. The current annual loss from 
non-payment of reafforestation funds by 
loggers is estimated at US$200 million. 
Forestry industry sources say that the 
local partner for Reid, Collins is a unit of 
the Bimantara group, a widely 
diversified conglomerate controlled by 
President Suharto's second son, 
Bambang Trihatmodjo. Reid, Collins is 
being tipped over two other finalists: a 
Finnish group and a partnership 
between Sweden-based Silviconsult and 
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Geneva-based Societe Generale de 
Surveillance. The latter was originally 
believed to 5e the best placed to win the 


project. 
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Bator favours no restrictions, but Peking 
— worried about “spiritual pollution” 
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to limit access to border-area residents. 
China was more generous with financial 
aid on President Yang Shangkun’s recent 
visit, pledging a nine-year interest-free 
loan of Rmb 50 million (US$9.3 million) 
for Mongolian purchases of Chinese 
goods. But, on the same trip, Yang 
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Gen. Vo Nguyen 
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colonial army at Dien Bien Phu in 1954. 
Birthdays of ageing Vietnamese leaders 
are usually marked with official 
ceremonies and reports in the party 
media. Giap reportedly angered the 
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chief, Lieut-Gen. Winston Choo, will go 
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The Vietnamese Government has 

shut down the country's first foreign- 
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Cooperation and Investment, planned to 
provide balanced reporting on 
Vietnamese economic, trade and 
investment issues. Officials appear to 
have been offended by some of the first 
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NORTH KOREA 


Bush initiative could mean nuclear-free Korea 


Kim's elusive bomb 


By Peter Hayes in Pyongyang ы 


orth Korea's positive response to 

US President George Bush's nu- 

clear disarmament announce- 

ment on 27 September suggests 
that the two Koreas may be approaching a 
point where serious talks could start on 
establishing a nuclear-free zone on the di- 
vided peninsula. But talks on the nuclear 
issue, and particularly on the difficult 
problem of mutual inspection, would be a 
race against time. Protracted delay will 
make it more difficult to terminate what- 
ever nuclear weapons programme may be 
under way in the North — an activity that 
could produce a nuclear device within two 
years. 

Another danger is that failure to reach 
accommodation with the South, on both 
military and economic issues, could force 
Pyongyang to take the road to Rangoon 
rather than to Seoul. Retreat into Burma- 

pe isolation would almost certainly not 
help solve the North's economic problems. 
But such a course could mean that the 
South could then face a nuclear-capable 
North during a possibly 
turbulent transition from 
President Kim Il Sung's 
leadership. 

Hints that the Bush ini- 
tiative might make possi- 
ble a breakthrough on the 
nuclear issue were 
dropped by senior North 
Korean officials and army 
officers during a visit by 
this writer to Pyongyang in 
mid-October. “We wel- 
comed it and asked for it 
to be realised early in the 
Korean Peninsula,” said 
Kim Yong Sun, reportedly 
very powerful within the 
political hierarchy. He 
noted that North Korea 
had never before welcomed a US initiative. 

Diplomatic and official sources in Seoul 
confirm that a joint North-South declara- 
tion on the nuclear issue is under active 
consideration in Seoul. But there are prob- 
lems of credibility on both sides. In par- 
ticular US and South Korean officials ques- 
tion whether the North is really anxious to 
talk, or is merely attempting to create a 
mood which might make South Korea 
more amenable on other issues — notably 
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Kim Yong Sun: inspection. 


the provision of economic aid. 

The North's continuing refusal to sign a 
safeguards agreement with the Interna- 
tional Atomic Energy Agency (IAEA) re- 
mains the single biggest obstacle to a reso- 
lution of the nuclear issue in Korea. The 
North reacted angrily to the IAEA board of 
governors’ September meeting which cas- 
tigated Pyongyang for not signing the ac- 
cord. Pyongyang officials initially con- 
cluded that the West wanted to expel 
North Korea from the IAEA altogether. 

On the face of it the Bush statement 
would seem to have removed some of the 
ill feeling in Pyongyang about the events 
in September. “I want it to be clear,” said 
Kim Yong Sun, "that we are ready to re- 
ceive nuclear inspection, even if it is to- 
morrow." If the US responds to North 
Korea's demands for a nuclear-free zone in 
“one way or another," he stated, North 
Korea's signature of the safeguards accord 
would follow "automatically." 

South Korean and US officials view 
such statements as incredible, citing North 
Korea's negotiating intransigence and 
shifting attitudes to its obligations under 
the Nuclear Non-prolif- 
eration Treaty of which it 
is a signatory. They also 
believe that US intelli- 
gence has shown defini- 
tively that the North is 
developing nuclear wea- 
pons at Yongbyon with 
plutonium from its own 
reactor, and that it is 
building a uranium-en- 
richment plant. Western 
analysts estimate that the 
North could construct a 
crude nuclear device, as 
opposed to a deliverable 
nuclear weapon, within a 
couple of years. 

Particular stress is 
placed by Washington 
analysts on the North's long-range version 
of the highly inaccurate Soviet Scud mis- 
sile. Like the US Lance missile in the South 
this makes little military sense unless 
tipped with a warhead of mass destruc- 
tion. 

This writer was not allowed to go to 
Yongbyon. Nor would North Korean 
officials offer any specific response to com- 
mercial remote sensing satellite photo- 
graphs and Western interpretations of ac- 
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tivities at the Yongbyon site. However, 
senior officials in the government did pro- 
vide what they claimed was a detailed ac- 
count of the country’s nuclear programme. 

Kim Choi Ki, director of the Science and 
Technology Bureau of the Ministry of 
Atomic Energy Industry in Pyongyang, 
said that Yongbyon is being used to de- 
velop the technological capabilities needed 
to operate a single planned 1.76 gigawatt 
nuclear power plant to be constructed on 
the east coast of North Korea. He also 
confirmed that the North is carrying out 
research on uranium prospecting and 
processing. As part of this programme the 
government is building a pilot plant to ex- 
tract yellow cake from local uranium ore 
which the North expects to send overseas 
for fabrication into fuel rods. 

A Soviet reactor would require 3% en- 
riched uranium 235. But according to Ki, 
the North has no plans to build a uranium- 
enrichment plant. Discussing North Ko- 
rea's reactor plans Ki only mentioned a 
research reactor built by the Soviets at 
Yongbyon and already inspected by the 
IAEA. He refused to comment on the fact 
that satellite pictures show a 40-megawatt 
reactor operating at the site, referring to 
"false propaganda" about Yongbyon. 

Ki also denied adamantly that the 
North has a plutonium reprocessing plant. 
Nor, he claimed, does it have any plans to 
pursue a plutonium-based breeder reactor 
economy. Pyongyang has decided not to 
embark on "deep study" of this topic, Ki 
remarked. 

Official denials aside, Pyongyang's his- 
torical experience and its strategic impera- 
tives are consistent with the thesis that it 
may want its own home-grown bomb. 
North Korean officials have not forgotten 
the nuclear threats made during the Ko- 
rean War. In addition, various factors con- 
verged in the mid-1970s that could explain 
a decision to obtain a nuclear option if not 
the bomb itself. 

First, the US raised the volume of its 
verbal nuclear threats against North Korea 
at the end of the Vietnam War. Second, 
South Korea's attempted nuclear-weapons 
programme came to light in 1975. Third, 
US mobilisation during an August 1976 in- 
cident on the DMZ convinced many North 
Koreans that the US was prepared to risk 
war again with North Korea. 

A decision by Pyongyang to develop 
nuclear weapons could also appear to 
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make sense in military terms. North Ko- 
rean officials are aware that the North is 
already or will shortly be militarily inferior 
to the South in offensive military capability. 
Further, North Koreans have concluded 
that the Soviet nuclear umbrella in Korea 
has been withdrawn and that China does 
not offer a reliable substitute. 

North Korean officials flatly deny sug- 
gestions that the shifting conventional ba- 
lance in favour of the South might have 
led the North to start its own bomb pro- 
gramme. But some officials seemed to ad- 
mit that there might be an element of de- 
liberate ambiguity in the North’s nuclear 
stance. Asked if the North might be de- 
veloping a posture of increasing capability 
matched by studied ambiguity as to inten- 
tion, one official commented: “There is 
ambiguity in the South too because of the 
NCND policy” (the US policy of neither 
confirming nor denying that nuclear 
weapons are stored at any given location). 

Pyongyang's strategic situation and its 
Juche (self-reliance) ideology are both con- 
sistent with attempts to increase its nuclear 
capability while assiduously maintaining 
ambiguity as to its ultimate intentions. This 
ambiguity may be discarded when the 
South offers a political and economic deal 
that provides more security than the nu- 
clear option. But each of the three major 
parties to the dispute — North and South 
Korea and the US — have contradictory 
interests in a nuclear-free zone. 

North Korea's conditions for signing the 
IAEA safeguards accord include withdrawal 
of US nuclear weapons from the South 
within one year and the right to inspect 
bases, warships and aircraft in South Ko- 
rea. These conditions are seen in 
Pyongyang as being essential to remove 
current uncertainties about the US position. 
It is known in the West, for example, that 
there are no nuclear mines left in South 
Korea. But the North Korean military still 
believes that the mines are there. 

The North’s political flexibility is likely 
to be limited by the military’s insistence 
that they must be confident that all nuclear 
weapons are removed 
from the South. But this 
leaves room for movement 
on other conditions such 
as those involving transit, 
the linkage of nuclear 
withdrawal with a reduc- 
tion of the US troop pres- 
ence or other issues such 
as the pace of bargaining 
on national reunification. 

Political officials indi- 
cated that Pyongyang may 
be ready to horse-trade 
some of its demands. In- 
deed, one called the 
North's inspection de- 
mands “theoretical.” “In 
practice,” he said, “we 


7 NOVEMBER 1991 





Kim II Sung: transition. 


DIPLOMACY 


Early 
Signs 


Impoverished North Korea, increas- 
ingly left to its own devices by its allies, 
China and the Soviet Union, is appar- 
ently rethinking its hardline posture 
towards South Korea. This shift was 
evident in Pyongyang when South Ko- 
rean Prime Minister Chung Won Shik 
and his Northern counterpart held a 
fourth round of talks aimed at replac- 
ing confrontation with reconciliation. 

Under a joint statement signed by 
the two premiers on 24 October, South 
and North Korea have agreed to nego- 
tiate a single comprehensive accord 
outlining details on ending the state of 
confrontation and promoting peaceful 
exchanges. These details will be fleshed 
out at further, lower-level talks at 
Panmunjom. Depending on progress at 
these talks, the proposed agreement 
could come up for signing at the next 
premier-level meeting in Seoul in mid- 
December. 

At Pyongyang on 23 October, the 
atmosphere at the conference tensed 
briefly when North Korean Premier 


need to have talks with the US on such 
matters.” 

Other North Korean officials consist- 
ently said that they were willing to negoti- 
ate on all their specific demands. They ad- 
mit, for example, that they cannot link the 
withdrawal of US conventional forces to 
that of nuclear weapons. “We understand 
that the US wants to play a deterrent role 
and watch over the implementation of dis- 
armament in the North 
and the South,” said one 
official. 

In spite of this apparent 
flexibility the obstacles to 
an agreement look formi- 
dable. In order to break the 
current deadlock the 
North would have to 
modify or drop its de- 
mand to inspect transiting 
warplanes or ships. In the 
aftermath of the Bush 
statement, this demand is 
not politically feasible. Nor 
is it technologically practi- 
cal in the case of warships. 

For domestic political 
reasons, the most difficult 
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Yon Hyong Muk demanded the re- 
moval of tactical nuclear weapons un- 
der US control in the South. South Ko- 
rean delegate Kim Jong Whie war м 
demanded that Pyongyang should 
accept international i n of its 
nuclear development facility in 
Yongbyon. 

Even this inconclusive blow for blow 
was viewed r. Neither side 


arms cuts proposal, the | two sides have 
at least begun talking about it. 

In other areas, the North appeared 
to be more forthcoming than usual, 
probably because of worsening eco- 
nomic conditions at home, China's in- 
ability to help and Moscow's preoccu- 
pation with ees economic and 
political problems. _ ‘ 

North Korean officials indicated that 
they might expand trade with бош, 
now conducted i arly through di- 
rect or indirect channels. Kim Jong U, 
deputy external trade minister in 
Pyongyang, said economic tion 
would be possible, depending on the 


progress made at future premier-level 
talks. His comments appeared to be a 


measure of the desperation now grip- 
ping the North Korean economy. How 
urgently the North needs the South's _ 
help will be seen in Pyongyang's re- _ 
sponse at the next round of talks. m — 


concession for the North will be to permit 
on-demand, on-site inspections of activities 
not subject to IAEA nuclear fuel cycle safe- 
guards. For their part the US and South 
Korea will have to agree to on-site, on-de- 
mand inspections in the South. The US has 
already accepted this procedure in the con- 
text of the agreement on the reduction of 
intermediate-range nuclear forces, but the 
South has still to come to grips with the 
issue. 

The merit of an agreement on mutual 
inspection is that stringent inspection ar- 
rangements needed for a nuclear-free zone 
could also serve to support conventional 
arms reductions in Korea, including dual 
capable delivery systems such as ballistic 
missiles. Eventually the US and South Ko- 
rea seem likely to recognise this though it 
will certainly take time. 

A vital aspect of the nuclear inspection 
issue is that it is unlikely to be resolved 
without progress in other areas. In order to 
extract concessions from the North, the 
South must signal that it will provide the 
economic support at the level and pace 
needed for the North to revive its economy 
without radical social and political 
changes. " 
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HONGKONG 





a ‘ongkong governor Sir David 
H Wilson's new appointments to the 
Executive Council (Exco), an- 
“nounced on 24 October, reveal а deep con- 
:cem with maintaining the status quo in the 
face of the dramatic constitutional change 
occasioned by the first direct elections to 
the Legislative Council (Legco) in Septem- 
ber. 
5, Exco, which serves as the governor's 
: cabinet, advises him on the formulation of 
policy. Apart from four ex-officio mem- 
„bers, the size and make-up of Exco is de- 
“cided by the governor, and members have 
‘traditionally been chosen from the estab- 
lishment class most supportive of the gov- 
ernment. In the words of one former civil 
‘servant: "The government never appoints 
; genuine critics to Exco — and why should 
‘they? They're looking for support!” 
This comfortable closed club of like- 
minded people has become increasingly 
challenged as outsiders have climbed into 
ongkong's lower circles of influence 
through developments in representative 
government, particularly the gradual intro- 
duction of elections to Legco, which de- 
bates policies formulated by Exco. 
v Indirect elections to Legco, introduced 
in 1985, did not present much of a prob- 
Лет, since they still turned out a suitable 
range of the “right kind of people" to be 
appointed to Exco. Much more problem- 
atic were the first direct elections to Legco 


Liberals excluded from Executive Council 


Out of the club 


in September. Of the 18 seats up for elec- 
tion (out of the total of 57), all but two were 
won by liberal critics of government policy. 
Of the other two, one resigned almost im- 
mediately over investigations into the va- 
lidity of his credentials as a solicitor. 

The government has been under pres- 
sure to include a directly elected Legco 
member in the appointments to Exco. In 
particular the main liberal party, the 
United Democrats of Hong Kong (UDHK), 
which returned 12 candidates in the elec- 
tion, is claiming a public mandate for ap- 
pointment. 

But no UDHK members were included 
in the governor’s appointments. The gov- 
ernor, in explaining his choices, said that 
the UDHK's refusal to accept "the rules un- 
der which Exco operates" had effectively 
disqualified it for appointment. 

The main rules at issue are confidential- 
ity and collective responsibility: councillors 
are proscribed by law from revealing the 
content of their discussions, and by con- 
vention any decisions reached must be 
supported in public by all, even those who 
may have expressed opposing views in 
meetings. 

One Exco position remains unfilled, 
leading to speculation that the governor 
could still appoint a UDHK member if the 
party backs down on the two issues. But 
the inevitable compromises required by an 
Exco appointment could damage rather 
than enhance the UDHK's political power, 
judging from the fates of former Executive 





Timor 
tantrums 


A planned trip by a Portuguese parlia- 
mentary delegation to Indonesia's dis- 
puted East Timor province in November 
appears to be falling apart at the last 
minute over a dispute about which jour- 
nalists will accompany the delegation. At 
the end of October the two sides were 
still exploring a compromise. 
: East Timor, the former Portuguese 
colony annexed by Indonesia in 1976, has 
- been a persistent taint on Indonesia's in- 
ternational record. The Portuguese have 
led the campaign to keep East Timor on 








the UN decolonisation agenda and Indo- 
nesia had hoped that, by inviting the 
Portuguese to the province, the issue 
could be resolved once and for all. 

The terms of reference for the 10-day 
trip, initially scheduled to begin on 4 
November, stipulate that each side can 
bring 10 national journalists and select 
six international journalists, whose 
names must be "communicated . . . to 
the other," three weeks prior to the visit. 

Indonesia objects to the inclusion of 
Jill Jolliffe, an Australian journalist resi- 
dent in Lisbon, in Portugal's list of inter- 
national journalists. Jolliffe has written 
critically on East Timor for many years. 
Indonesia's Foreign Minister Ali Alatas 
described her as a propagandist for 
Fretelin, the armed group fighting for 
Timorese independence. 

Calling Indonesia's stance "a serious 


Councillors. The medical fünctional con- 
stituency's representative to Legco, Dr 
Leong Chi-hung, has repeatedly refused an: 
Exco appointment after his predecessor's 
appointment to Exco cost him the support 
of fellow professionals: - 

Two serving Exco members dropped 
from the new lineup, academic adminis- 
trator Daniel Tse and engineer Cheng Hon- 
kwan, are also believed to have alienated 
their Legco functional constituents. A simi- 
lar fate greeted Maria Tam, who at the 
height of her political career claimed grass- 
roots support through election to the dis- 
trict boards and Urban Council, and offi- 
cial acceptance through appointment to 
Legco and Exco. 

Whatever political weaknesses the trio 
may have exhibited, some observers see 
them as much stronger personalities, and 
more respected professionals, than their 
replacements. A comparatively bland and 
inoffensive fellow engineer, Edward Ho; 
replaces Cheng. Tam's replacement is 
Selina Chow, like Tam a keen behind-the- 
scenes networker and power-broker, but 
with no grassroots pretensions or party af- 
filiations. 

The new academic is political sciences 
lecturer Andrew Wong, who is the lone 
non-liberal left among the 18 directly 
elected Legco members. Apart from a po- 
litical clean slate, Wong boasts a basic 
knowledge of political theory that some of 
his Exco colleagues are reportedly eager to 
tap. 
The fourth new appointee, social ser- 
vices administrator Hui Yin-fat, replaces 
fellow professional Rosanna Tam, who re- 
signed earlier in the year to pursue studies 
overseas. Hui was elected unopposed to 
Legco in the social services functional con- 
stituency, but is much less popular among 
social workers than Rosanna Tam, who 
was an appointed Legco member. a 





violation . . . of the right to inform and be 
informed," Vitor Crespo, the speaker of 
Portugal's parliament, said on 26 Octo- 
ber that Portugal's group would not 
travel. to East Timor until the veto on 
Jolliffe was lifted. Senior Indonesian offi- 
cials said that an agreement separate 
from the terms of reference had been 
worked out by each country's ambassa- 
dor to the UN permitting either govern- 
ment to object to journalists proposed by 
the other side. 

These officials were annoyed that Por- 
tugal had gone public with the dispute 
over Jolliffe and that Portugal would sus- 
pend its participation over a minor issue. 
"We.have given in on so many points," a 
frustrated: Alatas said on 28 October. "1 
categorically reject the notion that we are 
the cause of a last-minute breakdown." 

Be ш Adam Schwarz 
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Religious issues dominate upcoming by-elections 


Temple trauma 


By Hamish McDonald in Ayodhya 


he building’s three domes are 
! blackened with lichen and partly 
obscured by sprouting weeds. A 
Persian inscription on the outside says that 
the Mughal general Mir Baqui completed 
it in 1532 on behalf of Emperor Babar. It is 
surrounded by a double fence of steel bars 
and barbed wire. People wishing to enter 
pass through a metal detector and are 
body-searched. Paramilitary police watch 
out from sandbagged emplacements 
around the perimeter. 

In New Delhi, the cabinet's political 
committee has held several meetings re- 
cently about the building's security, and in 
the last week of October dispatched 10 ex- 
tra companies of paramilitary police to re- 
inforce the seven already on guard. In 
Lucknow, the Uttar Pradesh state govern- 
ment wants the building removed. Masses 
of saffron-clad Hindu devotees meanwhile 
converged on Ayodhya, the site of the 
mosque in Uttar Pradesh to commemorate 
those shot down by police this time last 
year. Former prime minister V. P. Singh 
and leftist leaders headed for the same spot 
to urge its preservation, and were briefly 
arrested when police turned them back 
some distance outside Ayodhya. 

The country's economy is in dire straits 
and it is soliciting foreign funds to keep 
solvent — but a crumbling mosque in this 
shabby pilgrimage town is the focus of In- 
dian politics in the run-up to important 
parliamentary by-elections on 16 Novem- 
ber. Once again, all eyes were drawn by 
the efforts of militant Hindus to shift the 
Babri mosque in Ayodhya which they say 
sits on the birthplace of their deity Ram. 
The by-elections are for 16 seats in the 545- 
seat lower house of parliament, where the 
Congress party and regional allies govern 
from a minority position. In addition, 54 
state assembly seats will be decided. 

From one perspective, Prime Minister 
P. V. Narasimha Rao's central government 
must be relieved: the diversion at Ayodhya 
seems to show a tacit consensus among 
major parties about economic reform. Nor 
do the Hindu militants' leaders seem will- 
ing to move beyond posturing and brink- 
manship while litigation about control of 
the mosque site grinds on into its fifth 
decade in the Indian courts. The govern- 
ment's new Places of Worship Act, passed 
with the help of V.P. Singh's grouping, has 
meanwhile barred Ayodhya-like cam- 
paigns elsewhere in India. 
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Coordinated voice from the Hindu camp. 


But from another viewpoint, the dispute 
is only a symbol of a greater conflict. The 
militant revival of Hinduism through the 
cult of Ram is greatly increasing tensions 
between the Hindus and the Muslim mi- 
nority and between India and Pakistan, 
chiefly over Kashmir. 

The Ayodhya dispute has brought out 
Hindu revivalism in its many forms. One 
image is the Bharatiya Janata Party (BJP), 
which since the general elections has been 
the main opposition party in parliament 
and the ruling party in Uttar Pradesh. The 
BJP's top leaders temper religious fervour 
with expressions of legal responsibility and 
reasonableness. Another face is the Vishwa 
Hindu Parishad (vHr), a social-religious 
body aimed at strengthening Hinduism, 
which has taken up the cult of Ram with 
single-minded fervour. Both the BjP and 
VHP are affiliated to the Rashtriya 
Swayamsevak Sangh (RSS), a character- 
building Hindu nationalist movement. The 
diverse voices in the Hindu camp are al- 
most certainly coordinated, allowing the 
BJP to tread within constitutional bounds 
while keeping the threat of overwhelming 
mass action hanging overhead. 

To talk to VHP activists like secretary- 
general Ashok Singhal, the political battle 
of the BJP is subordinate to the construction 
of the Ram temple and the reinvigoration 
of Hinduism. To critics like Roop Rekha 
Verma, professor of philosophy at 
Lucknow University, the Ram cult is the 
means to political ends. “Unless frenzy is 
created they will not win political power,” 
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she said. “This was the only way to unify 
the Hindu vote.” Ram, the central character 
of the widely-loved Ramayana epic, was 
the “easiest image” to arouse Hindus 
across regional, linguistic and caste lines. 

Verma added: “The Babri mosque is a 
symbol. By removing it, the Hindus can 
show the Muslims they can’t have every- 
thing their way. The Muslims know that 
the mosque is useless, and has not been 
used for prayers for decades. But they 
know that after that, Hindu rule will come. 
In this situation, how can the Muslims give 
up the mosque.” 

Gaining power in Uttar Pradesh has 
presented the BjP with as many risks as 
advantages. Its election pledge to remove 
all obstacles before replacement of the 
Babri mosque with a temple at Ram's 
birthplace is recalled by impatient Ram 
devotees. "If they know they have come to 
power on this mandate, they know it is 
impossible to prevent us building this 
temple," said Ramchandra Das Parma- 
hans, 81, an Ayodhya priest who heads the 
foundation charged with building the 
temple. 

Uttar Pradesh Chief Minister Kalyan 
Singh is well aware, however, that any 
move on the temple would be in contempt 
of court orders freezing the status of the 
site pending resolution of the legal case. A 
breach of the law like this would invite the 
Congress government, backed by other 
anti-BJP parties, to order president's rule 
pending fresh elections. 

On 7 October, the state government an- 
nounced resumption of about 1 ha of land 
surrounding the mosque for "tourism" 
purposes. The Ram temple foundation had 
meanwhile acquired three of the smaller 
temples on this land and began levelling 
them — after transferring the idols to other 
premises. A foundation ceremony was 
held on 20 October, so that some progress 
could be claimed before the 16 November 
by-elections. Even this has drawn legal ob- 
jections. On 25 October, the Lucknow High 
Court upheld the acquisition, but barred 
the government from putting up any new 
permanent structures or transferring the 
land pending hearing of petitions from 
Muslims and other parties. 

It remains to be seen which political 
party will be most discredited by legal 
deadlock. To vHP Uttar Pradesh president 
Onkar Bhave, the solution would then be 
political. “If the court rules against us, then 
the government has to step in," he said. 
"The central government will be forced to 
take over this place and give it to the Hin- 
dus. If it does not, we will have to change 
the central government." 

The BJP would hope to gain electoral 
credit by being seen to have tried and 
failed. The Congress party will be hoping 
that the longer the dispute drags on, the 
more likely are voters to return to mun- 
dane issues of economic survival. " 
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Vietnam mends fences 

with Asean neighbours 

> Premier Vo Van Kiet, in the first tour 
of Asean by a senior Vietnamese leader 
since Hanoi's 1978 invasion of Cambodia, 
visited Indonesia on 24-27 October and 
Thailand on 28-30 October. In Jakarta, he 
signed several economic cooperation 
agreements concerning investment 
protection and air and maritime 
transportation. Kiet also reiterated to 
President Suharto Vietnam's readiness to 
join Asean. In Bangkok, Kiet had talks 
with his Thai counterpart, Anand 
Panyarachun, and was told that Thailand 
would support Vietnam's plan to apply to 
accede to Asean's treaty of amity and 
cooperation in Southeast Asia. Kiet began 
his mission to normalise relations with 
Vietnam's non-communist neighbours a 
few days after the signing of the 
Cambodian peace agreement in Paris. 


Malaysia moves out 
Vietnamese boat people 


> The Malaysian Government has 
moved all 12,358 Vietnamese boat people 
from the camp at Pulau Bidong to a new 
site at Sungai Besi, near Kuala Lumpur. 
The operation took about a month. Pulau 
Bidong, which once held as many as 
60,248 boat people in 1978, will be 
returned to the administration of the 
Trengannu state government. 


Thousands rally over 

Taiwan seat in UN 

> Taiwan's southern port city of 
Kaohsiung attracted more than 30,000 
supporters on 24-25 October for one of the 
largest and most peaceful political rallies 
ever held on the island. Organised by the 
Association for a Plebiscite on Taiwan and 
other pro-independence groups, the 
demonstration called for Taiwan's 
re-admission to the UN and a national 
referendum on what name should be 
used on the application. 


Accord on return 

of Vietnamese refugees 

> Vietnamese and British officials 
finalised a Statement of Understanding on 
29 October that outlines a programme for 
the repatriation of all Vietnamese boat 
people in Hongkong within three years. 
The agreement, signed in Hanoi, provides 
for the immediate return of more than 
200 asylum-seekers who returned to 
Hongkong after being voluntarily 
repatriated. In addition, Vietnamese 
entering the territory after 30 October 
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could be repatriated to Vietnam within 
six weeks if they fail to qualify as 
refugees under a priority screening 
process. New arrivals will not qualify for 
the re-integration allowance allotted to 
boat people already in Hongkong. 
Hongkong’s Secretary for Security, 
Alistair Asprey, estimated that more than 
50,000 of the 58,541 Vietnamese asylum- 
seekers currently in Hongkong will be 
subject to repatriation. 


Hanoi clamps down on 

racy publications 

P Vietnam's Ministry of Culture in early 
October banned all “special magazines” 
for over-exploiting themes on love, sex, 
crime and astrology, according to press 
accounts in Hanoi. State-owned 
newspapers and printing houses had 
begun publishing hundreds of "popular" 
magazines, often featuring photographs 
of nude women, to finance their other 
money-losing publications ever since 

the communist party began moves 
towards a free-market economy five 
years ago. 


Social indicators 





A step closer to 
Singapore-Pretoria ties 

P Singapore's Prime Minister Goh Chok 
Tong arrived in South Africa on 23 
October on what has been described as a 
private visit but which observers say may 
soon lead to normal ties between the two 
countries. Goh, who was on his way back 
from the Commonwealth Heads of 
Government Meeting in Zimbabwe, met 
South African President F. W. de Klerk, 
African National Congress deputy 
president Walter Sisulu and Inkatha 
Freedom Party president Mangosuthu 
Buthelezi. 
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Mongolia secures aid 
pledge from South Korea 
> South Korea has 
pledged a US$10 
million long-term soft 
loan to Mongolia and 
has promised to send 
a team of economic 
advisers as reform- 
minded President 
Punsalmaagiyn 
Ochirbat wound up 
his three-day state 
visit to Seoul on 25 October. Ochirbat has 
asked Seoul to encourage private-sector 
investment in Mongolia to expedite its 
transition to a market economy. 
Meanwhile, privately owned Korean Air 
has announced it will donate a used 
Boeing 727 jet to Mongolia’s national 
carrier, MIAT, and help train its pilots 
following the signing of an aviation 
agreement allowing Korean Air to over- 
fly Mongolia en route to Europe. 





Ochirbat. 


Peking moves towards 
unofficial Taipei link 


> Taiwanese sources in Peking have 
reported that China is ready to convert 


= the State Council’s Taiwan Affairs Office 


into an ostensibly private organisation to 
get around Taipei's rejection of official 
state-to-state contacts across the Taiwan 
Strait. Taipei, for its part, has set up a 
quasi-official Straits Exchange Foundation 
(SEF) to handle day-to-day contacts with 
the mainland, while broader China policy 
remains the responsibility of the Mainland 
Affairs Council. If Peking establishes a 
corresponding private liaison body, its 
leaders would be eligible to visit Taiwan. 


Kuala Lumpur re-asserts 
claim on disputed island 

> Malaysia's Deputy Prime Minister 
Ghafar Baba has declared that Malaysia is 
the rightful owner of the disputed Batu 
Putih island — also known as Pedra 
Branca — off the coast of Johor, on which 
Singapore maintains a lighthouse. 
Malaysia's claim resurfaced earlier in 
October but government officials had 
maintained silence over the issue until 
Ghafar's remarks on 25 October. “As а 
friendly neighbour, we will listen to what 
Singapore has to say about the matter, but 
the fact remains that the island is ours," 
he said. Singapore officials have 
meanwhile denied reports from Johor that 
Singaporean naval vessels were involved 
in an incident over the island in 1989, 
claiming that the issue was not raised by 
either government at the time. 
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HYATT HOTELS & RESORTS 
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HOTELS 
Australia 
Hyatt Regency Adelaide 
Hyatt Hotel Canberra 
Hyatt on Collins Melbourne 
Hyatt Regency Perth 
Hyatt Kingsgate Sydney 
Park Hyatt Sydney 


People’s Republic of China 
Hyatt Tianjin 
Hyatt Regency Xian 


Hong Kong 
Hyatt Regency Hong Kong 
Grand Hyatt Hong Kong 


India 
Hyatt Regency Delhi 


Indonesia 
The Aryaduta Jakarta 
Hyatt Regency Surabaya 
Grand Hyatt Jakarta 


apan 
Century Hyatt Tokyo 


Korea 
Hyatt Regency Pusan 
Hyatt Regency Seoul 
Malaysia 
Hyatt Kinabalu 
Hyatt Saujana (Kuala Lumpur) 


New Zealand 
Hyatt Auckland 


Philippines 
Hyatt Regency Manila 
Singapore 
Hyatt Regency Singapore 
Taiwan 
Grand Hyatt Taipei 


Thailand 
Grand Hyatt Erawan Bangkok 


RESORTS 
Australia 
Hyatt Regency Sanctuary Cove 
(Gold Coast) 
Hyatt Regency Coolum 
(Sunshine Coast) 


French Polynesia 
Hyatt Regency Tahiti 


Indonesia 
Bali Hyatt 
Grand Hyatt Bali 


Korea 
Hyatt Regency Cheju 


Macau 
Hyatt Regency Macau 
Malaysia 
Hyatt Kuantan 


Mariana Islands 
Hyatt Regency Saipan 
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Staying at Hyatt ensures you keep that 
winning edge. State-of-the-art business centres. 
Exclusive Regency Club accommodation. 
Unique restaurants and exceptional nightlife. 
Everything the entrepreneur needs to feel on 
truly top form. 
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Our agents are already at your disposal but оп 
January | it’s official: The East Asiatic Company of 
Denmark and Ben Line Containers of Scotland will 
launch EacBen, a new yet reassuringly familiar 


container carrier. 


EAC and Ben have been serving shippers East 
and West for more than a century. As EacBen, 
we've now strengthened our ability to meet the 
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Оп January 1, we launck 


increasingly complex requirements of the 
Europe-Far East trade. 

Top priority has been given to establishing a 
schedule with fast, frequent and dependable 
sailings—a necessity for just-in-time operations. 
New computer and communications systems haw 
been developed to ensure an efficient flow of inf 
mation and shelf-to-shelf control of vour cargo. 

We'll be offering a full range of value-added 
services, from "hot box" pickup and delivery to 
logistics management. And as an EacBen custom 
your interests will be supervised at all times by a 





new product 


»ersonal account manager who knows your re- For more information, tick the appropiate box(es) and return to: 
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One Ticket To 
The United States Of Delta. 


Delta Air Lines has made getting to almost 
anywhere in the United States as easy as 
buying one ticket. Because when you fly 
the Delta system to the U.S., one ticket 
connects you to any one of more than 240 
US. cities on over 4,400 flights a day. 

Whatever your final destination, you'll make 
quick, easy connections in Portland, Oregon, 
or at Delta's Oasis" terminal in Los Angeles. 


And if you're a frequent traveller, our 
Delta Frequent Flyer programme adds value 
to your flights by rewarding you with mileage 
awards, good for free travel. 

For more information and reservations 
on Delta's one-ticket travel, see your 
Travel Agent. Or call Delta. Instead of 
changing airlines to travel the U.S., change 
to Delta. 
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Delta Air Lines ollers flights to the United States from Hong Kong, Tokyo, Nagova, Seoul, Taipei and Bangkok 


Contact Delta reservations offices at: Auckland 793-370, Bangkok 237-6855, Bombay 204-2703 


Guam 477-8843, Hong Kong 526-5875. lakarta 588-666 Karachi 510-41& Kuala 1 umnur 219.400 
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India after the Cold War 


he end of the Cold War and Sino- 

Soviet rivalry gives India an op- 

portunity that it has not had in 

the past 35 years of ordering its 
relationship with South Asian neighbours 
without the complications stemming from 
adverse external influences. Another for- 
tuitous but favourable factor is that the 
country's economic plight makes it obliga- 
tory to opt for a lower-cost foreign policy, 
which means relying upon diplomacy 
rather than military power to ameliorate 
security problems. 

That there is a minority government in 
power in New Delhi is not necessarily a 
serious handicap. There is a fair degree of 
consensus among mainstream parties on 
the need for cooperative relations with the 
US, Soviet Union and China, the three 
major powers that have played a signifi- 
cant role in the Subcontinent. There are no 
sharp differences on issues involving South 
Asian neighbours either, though the Hindu 
nationalist Bharatiya Janata Party (BJP) 
finds it necessary to take a sterner attitude 
towards Muslim Pakistan. 

It is something to be thankful for that 
India was well positioned to cope with the 
end of the Cold War. Even while ex-prime 
minister Indira Gandhi seized upon the 
Soviet Union's Afghan predicament in the 
early 1980s to get the most she could out of 
Moscow by way of hi-tech weapons in re- 
turn for India's grudging acquiescence, she 
also took care to hedge her bets by making 
overtures to Washington and Peking. The 
results were slow in coming but the cu- 
mulative change was clear by the time the 
Cold War was winding down. 

Among the most important conse- 
quences for South Asia is the loss of Pakis- 
tan's strategic relevance to the US, high- 
lighted by the cut-off of both military and 
economic aid because of nuclear trans- 
gressions. The change has hastened the 
recognition of India as a country with 
which a mutually supportive relationship 
will fit in with US global objectives. 

Not surprisingly, the US administration 
is now encouraging India to explore the 
scope for military linkages. Transfer of 
technology for a high-performance combat 
aircraft that India has set its heart on build- 
ing illustrates one facet, while the other is 
symbolised by more recent steps for train- 
ing and other ties between the US and In- 
dian armed forces. 

Simultaneously, Washington has made 
a major political gesture by accepting the 
Indian position that Kashmir is an issue 
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By Dilip Mukerjee 


which has to be settled bilaterally between 
New Delhi and Islamabad as envisaged in 
the agreement the two signed at Simla in 
1972. There is, therefore, no need to hark 
back to UN Security Council resolutions of 
1948 — thus implicitly thwarting Pakis- 
tan's efforts to put India on the mat at the 
UN. 


The Chinese posture has changed too. 
Instead of ringing declarations of solidarity 
with neighbours vis-à-vis regional and 
other "hegemonists," Peking now advo- 
cates resolution of bilateral problems in 
South Asia, including Kashmir, on the ba- 
sis of Panchsheel, the five principles of 
peaceful coexistence. 

Peking is, of course, 
still nursing its relation- 
ship with India's neigh- 
bours through arms sup- 
plies and modest eco- 
nomic assistance, but this 
is no longer specifically 
geared to checkmating 
India. While advising In- 
dia to be magnanimous, 
China is at the same time 
quietly urging the 
smaller countries to seek 
realistic solutions to dis- 
putes — as their analysts 
freely acknowledge. 

On the bilateral plane, 
the remarkable improve- 
ment that has taken place 
since Rajiv Gandhi's visit 
to Peking in December 
1988 is strikingly brought 
out by a perceptible eas- 
ing of tensions along the 





Pragmatic Indira Gandhi. | 
There is a fair 


degree of 


consensus on 


the need for 


tenure, has been seen by critics as over- 
bearing and hegemonistic, an assessment 
evidently validated by an excessive preoc- 
cupation with building up its military 
muscle — a major factor contributing to 
unsustainable fiscal and external deficits. 

Although such comments have been 
made by many others, both at home and 
abroad, a German diplomat, the country’s 
deputy consul-general in Bombay, made 
news in August when he gave voice to 
them with a bluntness uncharacteristic of 
his profession. His indictment was quickly 
disowned by his superiors but the issues 
he raised must still be addressed. 

Leaving aside Pakistan as a special case, 
India’s overwhelming 
size and power guaran- 
tees deference by other 
South Asian neighbours 
though this in itself does 
not make problems any 
easier to resolve. It 
should be now clear to 
New Delhi that arm- 
twisting is almost always 
counter-productive. The 
air-dropping of food 
supplies or the so-called 
bread bombing of Jaffna 
in Sri Lanka in 1987 was 
to signal that India could 
not countenance an all- 
out offensive against Sri 
Lankan Tamil enclaves 
in the north because a 
massive exodus of refu- 
gees across the straits 
would cause outrage to 
their cousins in India’s 


northern border. Confi- 7 Tamil Nadu. 

dence-building mea- COO eration Colombo was cowed 
sures, among them direct with the US, into signing the Indo-Sri 
communications be- Kerr Lankan treaty but the ra- 
tween local military Soviet Union pidity with which it un- 
commanders, have made E ravelled shows it was ba- 
it possible for New Delhi and China sically flawed. Moreover, 


to move three out of its 

11 mountain divisions 

from its northern border 

with China to the western border with Pa- 
kistan — evidently with matching cutbacks 
on the other side. The bugbear of Sino-Pa- 
kistan collaboration is gradually being laid 
to rest. 

With the sea change in the external con- 
text, can India afford to pursue a more re- 
laxed neighbourhood policy? Its stance, 
particularly during Mrs Gandhi's later 
years and her son's subsequent five-year 
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India has paid dearly for 

the misadventure in 

terms of casualties sus- 
tained by the Indian peace-keeping force 
and Rajiv Gandhi's subsequent assassina- 
tion for which the Tamil Tiger guerillas 
evidently bear responsibility. A fall-out 
from the Jaffna episode was Nepal's pan- 
icky purchase of arms, including anti-air- 
craft guns, from China, leading to a crisis 
in Kathmandu-New Delhi relations which 
was overcome only after a change of re- 
gime in both countries. 
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will have to find other ways of 








solving the problems it has with neigh- 





Ss, the demographic overspill from 
EN, 


ngladesh, the flow of third-country 
ods across the open border with Nepal, 


ethnic strife and demarcation of maritime 
boundaries with Pakistan and Bangla- 
desh. 

Negotiations are the obvious way but 
India, more so than neighbours, can be 
faulted for dragging them out endlessly 
and on occasions resiling from hard-won 
understandings. Demonstrations of good 
faith are called for, and this should include 
a willingness to accept mediation or adju- 


-dication — to both of which New Delhi is 


very much averse. 
As far as Pakistan is concerned, there is 
growing international evidence to substan- 


tiate India’s charge that it is deeply in- 
volved in aiding and abetting secessionists 
in Punjab and Kashmir. Secessionist senti- 
ments in both states are not, however, Pa- 
kistani implants and many thoughtful In- 
dians recognise that the source of the prob- 
lem is the violence done to federal concepts 
by an imperious Mrs Gandhi and her son. 
A search for political solutions cannot even 
begin while externally sustained violence 
continues on the present scale. However, 
there are few takers for the BJP's call to 
sanitise the border by armed action against 
Pakistan because its formidable deterrent 
capability makes a decisive outcome un- 
likely. 

Taken together with strong interna- 
tional pressures against escalation, this ex- 
plains the Indo-Pakistani negotiations that 
have been taking place fitfully in the past 





JAPAN 


Watanabe; faction in top cabinet ranks 


Power brokers 


By Robert Delfs in Tokyo - E. 


ichio Watanabe, a politician cast 
M in the traditional Liberal Demo- 

cratic Party (LDP) mould, who is 
known for his outspoken rightwing views 
on defence and foreign policy, is likely to 
become deputy prime minister and foreign 
minister under newly elected Prime Minis- 
ter Kiichi Miyazawa. 

Supported by the top ranking Takeshita 
intra-party faction, his own faction and the 
smaller Komoto faction, Miyazawa predict- 
ably came in an easy winner with 285 votes 
out of 496 in the 27 October party election, 
including nearly 80% of those cast by rep- 
resentatives of local party organisations. 
But Watanabe's strong runner-up perform- 
ance, with 120 votes, puts him in a good 
position to demand key cabinet posts for 
himself and his followers. 

Watanabe's 120 votes included 102 cast 
by MPs, 32 more than the 70 members of 
his own parliamentary faction. This ap- 
pears to have been because of support from 
most of the 18 MPs who do not belong to 
any intra-party faction and because of de- 
fections from the troubled faction headed 
by Hiroshi Mitsuzuka. 

Mitsuzuka, who came in third in the 
leadership race with 87 votes, has been 
fighting to avoid a split in his faction since 
taking over from Shintaro Abe who died 
in May. He now faces even more serious 
political problems as a result of recent 
moves by Takeshita faction leader Shin 
Kanemaru to bar members of the former 


Abe faction from top party posts. 

This step would be contrary to 
Miyazawa's own desire to maintain a uni- 
fied party during his term as prime minis- 
ter, but Miyazawa has in effect already 
ceded decision-making power over party 
affairs to the Takeshita faction, so it is un- 
likely that he will attempt to overturn 
Kanemaru's decision. 

The Mitsuzuka faction had intended to 
nominate Yoshiro Mori as chairman of the 
party's Policy Affairs Research Council 
(PARC). That position is currently held by 
Mutsuki Kato, who was expelled from 
Mitsuzuka's faction on 14 October. Kato, 
who was Mitsuzuka's closest rival for the 
position of faction leader after Abe's death 
last May, had openly dissented from 
Mitsuzuka's campaign to become party 
president and prime minister. 

Kanemaru's move was apparently a re- 
sponse to Mitsuzuka's expulsion of Kato, 
which violated the unwritten rules govern- 
ing the actions of LDP faction leaders. But 
Kanemaru may also have been concerned 
about Mori's reportedly close personal ties 
to figures in the Takeshita faction. Together 
with Noboru Takeshita and Keizo Obuchi, 
the current LDP secretary-general, Mori is a 
former member of the Waseda Speech 
Club, a clique which binds together many 
politically active Waseda graduates. 

Mitsuzuka's defeat in the party election 
and Watanabe's prospective appointment 
to the party's second most senior post rep- 
resents a significant realignment of fac- 
tional power within the LDP. Since 1987, an 
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two years. While the danger of war by ac 
cident has largely been averted, India ha: 
shown no inclination whatsoever to dis 
cuss the substantive issue of Kashmi 
though the Simla accord specifically call 
for negotiations to achieve a final settle 
ment. 

In the present state of public opinion 
no government in New Delhi can afford tc 
be accommodating in this regard. This 
alas, means continuing tensions along tht 
western border, obliging both sides to Кее; 
their powder dry. No policy of gooc 
neighbourlines will be of any use because 
the answer can only be found by the Indiar 
political establishment through honest in 


trospection. B 


Dilip Mukerjee is à New Delhi-based journal 
ist. 


alliance between the Takeshita faction (the 
party's largest) and the second-ranking 
Abe group dominated LDP politics 
marginalising both the Miyazawa anc 
Watanabe factions. Although Miyazawa 
received the valuable prize of the prime 
ministership, the Watanabe faction is the 
clear winner in terms of expanded politica 
influence. 

A three-faction alliance by the othe 
major factions was the Takeshita factior 
leaders’ greatest fear in recent months. Col- 
lectively outweighing the voting power o! 
the Takeshita faction even with continuec 
support from the small Komoto faction 
such a coalition would have been in а posi- 
tion to name its own candidate as party 
leader and prime minister. 

By supporting Miyazawa's candidacy, 
instead of running a candidate of their 
own, the Takeshita faction leaders have 
averted this scenario, which conceivably 
might have led to a split in the faction’s 
own ranks. But the price for isolating the 
Mitsuzuka faction will be to strengthen 
both of the Takeshita faction’s new allies. 
Watanabe, a street-smart political infighter 
in the classic tradition of LDP dealmakers, 
seems far more capable of exploiting this 
situation than the elitist and cerebral 
Miyazawa. 

Watanabe's prior claim to the Foreign 
Ministry means that the key posts of fi- 
nance minister and LDP secretary-general 
will both go to Takeshita faction members. 
The two most likely candidates for these 
posts are Tsutomu Hata who was chair- 
man of the LDP Electoral System Research 
Council in the cabinet of outgoing Prime 
Minister Toshiki Kaifu, and Tamisuke 
Watanuke, a former minister of construc- 
tion. Ichiro Ozawa, previously expected to 
be named as either minister of finance 
or minister of foreign affairs, has appar- 
ently been disqualified from either of the 
two top cabinet posts for health rea- 
sons. u 


7 NOVFMRFR 1aa1 


© 1991 Bankers Trust New York Corporation and its affiliated companies. 


a 


coms > ET a ~ 


--—- 


ddiidillsrl 12 


Pi e 


Ф 





Risk surrounds almost 
everything worth having. 





Maybe you're building cars. Maybe you're building 
buildings. Between you and your corporate goals lies a 
complex set of risks. 

Manage the risk, and you'll prosper. Ignore it, 
and you won't. Managing a business is almost wholly a 
matter of managing risk. 

Here, Bankers Trust can help. Our whole enter- 
prise is dedicated to helping clients shed risk that can 


hurt them. And assume risk by which they can profit. 


We're not just talking traditional risk: currency, 


interest rates, commodity prices. 

But if your market share is menaced by imports, 
we'll help you neutralise that threat. If your pension funds 
are lagging their liabilities, we'll help you fix that, too. 

Surprised? Don't be. Our unique strength is 
managing virtually every type of global risk. 

Sogofor the things worth having. Bankers Trust 


can help put them well within your grasp. 


P Bankers Trust 
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Property spiral highlights role of public housing system 


HONGKONG 1 


Undeclared interests 





By Stacy Mosher and Michael Taylor 


in Hongkong 
7 prices for some flats rising 
by 60% since the start of the 
year, has highlighted one of the most con- 
troversial aspects of the territory’s suppos- 
edly free-market system — the relationship 
between private-sector housing developers 
and the public housing system. 

The government has declined to admit 
that it can do anything directly to slow 
down the housing price spiral and has not 
even acknowledged the link with the terri- 
tory's double digit inflation. Yet there are a 
number of ways in which the government 
can exert a very direct influence on the 
short and long-term price of housing — 
these include the amount of government 
land released for development, plot ratios 
and the covenants on released land to en- 
sure that it is rapidly developed — and 
most have been the subject of cosy deals 
with private developers. 

The system of steadily ratcheting up 
land and housing prices has suited all the 
major power centres of Hongkong — the 
government, the property developers, the 
financiers and a good proportion of the 
population. But the cost of this policy is 
that it creates the need for a massive gov- 
ernment-supported housing programme 
since roughly 46% of the population is un- 
able to afford what the private sector has 
to offer. 

What is still more regrettable is that 
Hongkong’s massive public housing pro- 
gramme has come to be manipulated, not 
primarily for the benefit of the people who 
live in the subsidised flats, but for the good 
of those who stand to gain from having a 
thriving market for private-sector housing. 

The Hongkong Housing Authority, a 
quasi-governmental body which lays 
down policy guidelines for the public 
housing programme, has become a crucial 
interface between the interests which fa- 
vour high land and property prices and 
the grassroots organisations representing 
lower-income groups who can only sur- 
vive with cheap public housing. While the 
Authority ostensibly is there to look after 
the interests of the latter group, the back- 
ground and affiliations of its board mem- 
bers as well as many of its decisions on the 


The residential property 
boom which has hit 
Hongkong this year, with 


volume and pricing of public housing 
projects suggest that it often leans towards 
the former. 

Evidence of private sector pressure on 
the Authority is clearest of all over the way 
it manages its Home Ownership Scheme 
(HOS), a programme under which those 
earning HK$14,000 (US$1,800) per month 
or less can buy flats from the Authority at 
below market prices (instead of leasing 
them). The reason for this is that the HOS 
programme — unlike the rest of the public 
housing programme — competes directly 
with private-sector developers who offer 
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Housing price spiral linked to inflation. 


flats for sale. 

Although the government has been 
providing subsidised housing since the 
early 1950s the programme only began to 
take on political dimensions, and at the 
same time started attracting the attention 
of private developers, in the early 1970s 
when then governor Sir Murray 
MacLehose decided that a sharply in- 
creased housing programme was needed 
to combat social inequalities. Under 
MacLehose's leadership a plan was drawn 
up in 1972 to move 1.5 million people out 
of squatters' settlements into public hous- 
ing over a period of 10 years. 

Sophisticated methods of cost recovery 
were used to reduce the burden of the pro- 
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gramme on the public purse. But as it: 
scope expanded public housing became : 
competitor to private property develop 
ment. Pressure was swiftly brought to bear 
with the result that the Housing Authority 
had to back down quite rapidly on the 
scale of the programme. 

Only three years after the start of the 
MacLehose programme the governmen 
eased up on public housing production 
allowing the private sector to cash in оп г 
property boom that in the words of one 
analyst "resulted in the accumulation o! 
extraordinary huge wealth for a few but ai 
the sacrifice of all ordinary citizens." 

It was at this time that the government 
introduced the HOS programme, which 
was meant to offer homes for purchase at 
the cost of production. But soon after the 
scheme began, the governor appointed an 
executive from the private sector, Alex 
Kwan of Swire Properties, to serve on the 
Authority, even though worries were ex- 
pressed within government over possible 
conflict of interest. 

Within months of his appointment, 
Kwan voiced objections to the fact that HOS 
flats cost 50-60% less than equivalent flats 
in the private sector. He convinced the 
Authority to adopt a general guideline 
pegging HOS prices at only a discount of 
25% off the current private-sector value, a 
policy that has been roughly maintained to 
this day. 

It is possible to calculate the extent of 
implicit HOS subsidies by comparing rev- 
enue from sales of HOS flats with the fair 
market value of the land on which they 
were built. In 1990 Hos flat sales brought in 
HK$2.82 billion according to Housing Au- 
thority figures while the fair market value 
of the land plus construction costs totalled 
HK$3.84 billion. The flats were therefore 
roughly 27% below market cost. 

The subsidy comes in the form of the 
government supplying the Authority with 
land at below market rates. The cost of land 
to the Authority is said to be about 30-40% 
of the cost of the finished product but the 
exact ratio is determined in annual nego- 
tiations between the Authority and the 
government. 

Like private developers, banks also are 
unenthusiastic about the HOS scheme. Al- 
though the loans they make for flat pur- 
chases under the scheme are risk free, be- 
ing guaranteed by the Authority, the mar- 
gins are less than for private-sector loans. 
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The current rate for HOS loans is 10% 
against the Hongkong Bank’s prime 
10.75% mortgage rate. 

The pricing of Hos flats is not the only 
issue where public housing objectives have 
to be adjusted with private interests. There 
is clear evidence that in recent years the 
Authority has systematically failed to meet 
production targets in those areas where it 
might pose a competitive threat to private 
developers. 

The government's long-term housing 
strategy, of which the Authority is the 
custodian, is that over the next 10 years 
1.137 million new flats will be built of 
which 483,000 will be built by the private 
sector, 363,000 by the Housing Authority 
to be rented out and 291,000 flats by the 
Housing Authority for sale. 

The Housing Authority's production 
target thus stands at 1.24 flats for rent for 
every one flat for sale. But in fact, in recent 
years, the Authority has never approached 
this ratio: in 1990-91, for example, the ratio 
was 2.09 flats for rent for every one for 
sale. The year before it was 1.75 and in 
1988-89 the ratio hit 3.68. The significance 
of this, of course, is that it is the Housing 
Authority's building for sale programme 
which competes, with government subsi- 
dies, with private-sector residential deve- 
lopments. 

In recently proposing the sale of rental 
housing units to sitting tenants in a few 
public housing estates, the government 
again had to overcome objections from the 
private sector, and also to obtain special 
permission from the Sino-British Land 
Commission. But in the event only 7.456 of 
the eligible tenants indicated an interest. 

One of the reasons given for the failure 
of the scheme was that, as with HOS flats, 
the Authority had pinned the price to the 
current inflated market value. As a result, 
even at a hefty 45% discount on the current 
market value, the flats on offer are re- 
garded as no bargain. The prices asked 
looked particularly steep to sitting tenants 
who enjoy security of tenure at a fraction 
of the rent for private-sector flats. But a 
selling price more closely related to the 
subsidised rent levels could have upset the 
delicate balance between the public and 
private housing sectors. 

The respectful attitude of the govern- 
ment towards the views of the private 
sector is reflected in the types and back- 
grounds of people selected to serve on the 
25-member Housing Authority. The chair- 
man of the Authority is Sir David Akers- 
Jones, who in the years immediately before 
his retirement from government served as 
chief secretary. 

During an earlier incarnation as head of 
the City and New Territories Administra- 
tion he developed lasting friendships with 
the indigenous landowners of the New 
Territories, where almost all new public 
housing developments are now built. 
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Akers-Jones also serves as director of 
companies involved in property invest- 
ment and development. 

Next in seniority among non-official 
members is Hu Fa-kuang, a former ap- 
pointed legislative councillor. Hu is chair- 
man of the Land Development Corp. 
which was established in 1988 to organise 
a systematic and profitable redevelopment 
of the territory's seedier neighbourhoods. 
But Hu is also managing director of 
Ryoden, a company whose nearly doubled 
turnover last year was mainly due to prop- 
erty development. 

The remaining membership of the Au- 
thority and its committees reveals more 
than adequate representation of property 
developers and agents, bankers and other 
professionals involved in contracting or 
servicing of property development, not to 
mention many individuals who are them- 
selves property owners. 

The director of housing and vice-chair- 
man of the Housing Authority, Fung Tung, 
says appointments are made on the basis 
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sector imposes blatant pressure on the 
government to restrict public housing de- 
velopment. But a real-estate agent, Herman 
Hui, was quoted recently in local newspa- 
pers as urging the government to avoid 
competing with private developers by 
building too many public housing units at 
cheaper prices and higher quality. Hui is a 
partner at Knight, Frank Kan and Baillieu, 
a leading property consultant and survey- 
ing company. Another partner of the firm, 
Kan Fook-yee, is a member of a Housing 
Authority ad-hoc committee. 

While the Authority includes some 
grass-roots representatives, at present only 
one fifth of the members are public hous- 
ing estate residents — and most of these 
are members of the ad-hoc committees 
rather than of the Authority itself. Among 
those members who can be considered 
representatives of the grass roots, a 
percentage are associated with pro-Peking 
organisations. 

China's interest in Hongkong's public 
housing programme is easy to discern. As 
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HONGKONG'S HOUSING FROM THE AIR 


of providing broad representation of the 
interests of society, and to provide profes- 
sional advice on public housing develop- 
ments. But suspicions of conflict of interest 
are not silenced by such assurances. 

One example is the development of Af- 
fluence Garden in Tuen Mun, a project 
under the Private-Sector Participation 
Scheme. The developer who won the ten- 
der was represented by Alfred Lam, a 
partner at Woo & Woo Solicitors. Another 
partner at the same firm, Norman Leung, 
is a member of the Housing Authority. 

Private-sector developers have every 
reason to worry about the government's 
housing policy impinging on their profits. 
Fung says: "We have to decide what ba- 
lance we want to strike. If the price differ- 
ential is too great, someone might rather 
wait for a government flat." 

Fung adamantly denies that the private 
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the sovereign government after 1997, Pe- 
king has always been wary of the territory 
taking on excessive welfare burdens before 
then. And under the terms of the Sino-Brit- 
ish Joint Declaration, half of the price of 
land that the government sells at auctions 
for private development is set aside in a 
fund for use by the government of the fu- 
ture special administrative region. Also 
under the Joint Declaration, land used for 
public housing development is excluded 
from the 50-ha limit on crown land that the 
government can release for sale each year. 

But an additional incentive for repre- 
sentation on the Housing Authority is di- 
rect financial interest. Chinese firms, such 
as China State Construction, compete with 
local companies for projects in the public 
and private sector, and China has taken on 
an increasing stake in the local property 
market over the past two years. = 
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LDC is development with a conscience 


Lame duck still hops 


By Michael Taylor in Hongkong 


The Land Development Cor- 
poration (LDC) was set up in 
1988 to act as the catalyst for 
urban redevelopment. Three 
years later, beset by the kind 
of ambiguities and contradictions in which 
Hongkong alternately revels and wallows, 
what the LDC has done best is to illustrate 
the difficulties of development according 
to social need under Hongkong's present 
system of land use. 

The LDC's brief was to clear the slums 
of Hongkong, rehouse their inhabitants 
and redevelop in a way that would relieve 
the territory's chronically overburdened 
urban infrastructure. Moreover, it was to 
do it without government funding. As its 
ebullient chief executive Abraham Razack 
comments: "It could only happen in 
Hongkong." 

Although unfunded, it was granted 
unique powers — the power to press for 
land to be resumed by the government — 
in effect to force property owners to sell. In 
part this was in recognition that the few 
sites untouched by Hongkong's develop- 
ers must have insuperable legal problems 
— for example, no clear title to the sites 
may exist. Nevertheless, such administra- 
tive jurisdiction over property is alien to 
Hongkong, and to mitigate its powers the 
corporation was charged to act with a 
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transparency and regard to due process 
which would make Hongkong's private 
developers wince. 

If this mixture of ruthlessness and so- 
cial conscience sit uncomfortably together 
in principle, in practice they have turned 
the LDC into a sitting target. In its publicity 
pamphlets the corporation invites the 
reader to consider that LDC stands for 
"Lets Develop with Care." In private, 
Razack cheerfully volunteers a different 
interpretation: “Lame Duck Corporation." 

The aim of developing in a way which 
would relieve Hongkong's urban environ- 
ment was compromised by the way the 
LDC was funded. Rather than inject any 
equity into the corporation, the govern- 
ment provided a HK$100 million (US$12.8 
million) loan facility, bearing interest of 5%, 
with tranches repayable within five years. 
To date, the corporation has drawn down 
just HK$31.5 million. 

Rather than use the loan as income, the 
70-man LDC lives off the interest earned by 
the HK$1.2 billion deposits bid by 
Hongkong's property developers to be- 
come partners in eight development 
schemes which Razack estimates will cost 
more than HK$12 billion to complete. 

At first sight, the LDC's terms seem un- 
attractive: joint-venture partners not only 
have to bid terms and advance sizeable 
deposits, but they must also share 30-50% 
of the final profits with the LDC, and gua- 


rantee the corporation against any loss. 

What made it an attractive option fo! 
the developers were the LDC's uniqut 
statutory powers to compel land sales 
Razack says: "In Hongkong, land is very 
scarce, and it is very difficult to assemble г 
large piece of land. Without the LDc they 
can't do it. So we provide them with ar 
additional source of land." 

One developer who has put down de 
posits of "a couple of hundred million” 
with the LDC confirmed "it's like taking out 
an option on a landbank.” The LDC's joint- 
venture partners reflect this need for land 
Foremost among them is New World De- 
velopment, once one of Hongkong's larg- 
est property developers, but also the one 
which has let its landbank dwindle to an 
insignificant 3 million ft. Similarly, another 
partner, Great Eagle, has ambitions un 
matched by a commensurate landbank. 

This would appear to make the LDC the 
plaything of the territory's property deve- 
lopers, with the developers financially sup- 
porting a body that could do the dirty 
work of buying up land from private ten- 
ants for them, armed with powers of state. 
Technically, the government is the sole 
owner of land, except in the case of the 
New Territories. When the government 
"sells" land, in fact it grants a long-term 
lease — up to 999 years. The conditions 
imposed within the lease form a central 
administrative adjunct to the planning 
process. Changes in the lease, for example, 
changes in land use, can be made, but will 
be accompanied by the "owner" or tenant 
paying the government a premium. And 
indeed, the boards of the LDC have been 
heavily populated with planners, archi- 
tects, engineers and property developers. 

This is seemingly confirmed by the na- 
ture of some of the LDC's proposed deve- 





The cost of green fees 


When Hongkong's country park boundaries were 
first established in the late 1970s, the valley of 
Shalotong in the New Territories was excluded, as 
were some other areas inhabited by indigenous 
villagers who petitioned the government not to 





curtail their rights as landowners. 


Now, the valley's two villages are nearly deserted. A private 

. developer has bought 90% of the land from the indigenous vil- 

lagers, and is seeking the government's permission to develop 

the area into golf course and to build 160 houses and 

200 apartments. The developer is also asking the government to 
release 32 ha of country park land for the project. 

The Country Parks Board has already approved the proposal, 
and the developer is negotiating with the Buildings and Lands 
Department over the land premiums it must pay to secure new 
use of the land. 

This conversion premium is one of the main benefits the gov- 
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ernment stands to gain from granting its approval. Such premi- 
ums, typically running into millions of dollars, supplied 6.7% of 
the government's total revenue last year. 

Conservation groups and nature lovers charge that the de- 
velopment will destroy one of Hongkong’s rare sce- 
nic areas. Environmental ramifications include infrastructural 
works such as sewerage and roads, a dramatic increase in popu- 
lation and massive doses of pesticide and fungicide for the golf 


course, interfering with the local flora. 
Adding to the controversy are suspicions of back-room deals. 
The proposed golf club is being developed by Devel- 


opment Co., which has as one of its directors Charles Sin, a 
solicitor and director of the collapsed Bank of Credit and Com- 
merce (HK) Ltd, former chairman of the Stock Exchange, and a 
former member of the Housing Authority. 

Shalotong Development has hired as its consultants Larry 
Tam & Associates. Tam is a member of the Town Planning 
Board. | 

Membership fees for the golf club are expected to be substan- 
tial (the Royal Hong Kong Golf Club in Fanling, for example, 
charges debentures of HK$5 million [US$641,000]). In an effort 
to mollify critics, the government and the developer have em- 
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lopments. The most extreme 
example is the LDC's joint ven- 
ture with Li Ka-shing's vehicle 
Cheung Kong. This office de- 
velopment on the fringes of 
Central differs from Li's other 
developments only in its gran- 
deur and architectural ambi- 
tion. At 64 storeys high, it will 
rank as one of the territory's 
highest buildings, and put fur- 
ther pressure on an area which 
is already under considerable 
urban stress. 

If it gets built. For in prac- 
tice, the guilelessness with 
which the LDC must approach 
its task of buying up its land 
parcels has turned it into a tar- 
get for any speculator in the ter- 
ritory with less scruples than 
itself. 

Razack says: "Being a gov- 
ernment statutory body, we 
have to do everything by the 
book. Everything we do has to 
be transparent. But this is the 
price of democracy. The LDC is 
a Lame Duck Corporation, but 
that's all right, because we'll 
play the commercial game and 
we'll make this Lame Duck 
Corporation into an area of 
hope." 

At its best, the duty to tread carefully 
means that the LDC operates with a social 
conscience quite alien to Hongkong's 
property developers. For example: "We 
have to prove to the government that we 
aren't going to render anyone homeless," 
Razack says. So the LDC has been build- 
ing a portfolio of flats to rehouse the ten- 
ants it displaces. So far it has 200 flats, 


Good committee men 


Associations 





another 192 under construction, and a fur- 
ther 174 will be started by the end of the 
year. But Razack believes that while they will 
have housing for about 600 within three 
years, the LDC's total need is over 1,500. 
Economic justice having to be seen to be 
done, the LDC offers a multitude of induce- 
ments for owners to sell their property, and 
for tenants to move out. Owners of 
delapidated flats are offered enough money 


to buy a relatively new flat in 
the area, plus a moving allow- 
ance. The valuation is made by 
independent surveyors, and 
the LDC will offer up to 10% 
above that price. 

Owners of entire blocks — 
the slum landlords — do best 
of all. The LDC will pay them 
either the existing value of the 
entire block, or the notional 
value of the site developed up 
to its fully allowed plot ratio, 
whichever is the higher. The 
result is that as soon as word 
gets out that the LDC is consid- 
ering a site for its redevelop- 
ment, the speculators move in 
and build as fast as they can, in 
the full expectation of a certain 
reward. 

“LDC does have that flaw,” 
Razack admits. “Because of our 
transparency, a lot of specula- 
tors go into the area and pur- 
chase properties. People have 
building plans approved before 
the area is frozen.” 

The result is that the LDC's 
bid to pioneer urban renewal is 
currently stalled in intractable 
negotiations, with no joint-ven- 
ture partner vying for the hon- 
our of being the first involved in the odium 
of a forced sale. Razack admits that the 
majority of development projects are al- 
ready at least a year behind schedule. And 
he also acknowleges the frustrations of his 
paymasters, the property developers: "We 
haven't gone into the second batch of ten- 
dering, and I don't want to until we have 
delivered. So people can see that we really 
mean business." Ê 
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phasised that the developer will be required to provide public 
recreation facilities and amenities. The public will also be al- 
lowed to pass freely across the golf course. 

But sceptics charge that the public stands to lose more than it 
gains, especially as the developer's good faith will be held only 
by an unspecified financial bond. 


The case bears a striking similarity to one in the late 1970s 
when eni Deacon Chiu bought up plots of land near 
the abandoned village of Ngong Ping in the proposed Ma On 
Shan Country Park. He then proposed to surrender his land, 
plus paying a but unspecified premium, if he could be 
e сосы land to build a golf course 
and low-rise housing. | 

Chiu was to plead his case to the Country Parks Board with 
the aid of a lawyer who was at the time a serving member of the 
policymaking Executive Council. Fearing that the board might 
be intimidated into agreement, former director of home affairs 
and a member of the board, John Walden, says he alerted then 
governor Sir Murray MacLehose, who had initiated the country 
parks concept, to the situation and the scheme was stopped. In 
other words, it needs intervention at the highest level to defeat 
cosy relations between developers, government officials and ad- 
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visory boards. 

Walden says that it was a common occurrence at the time 
that the country parks were being set up for developers to ap- _ 
proach villagers in desirable areas and convince them to apply — 
for exclusion from the boundaries. The developers would then 
quickly buy up the land from the indigenous villagers, many of 
them elderly and unsophisticated. Whether this happened in 
Shalotong is uncertain, but Shalotong Development began buy- 
ing land in the valley as early as 1979. 

There are reports, as yet unconfirmed, that seven other golf 
courses are being planned for the New Territories, at least one 
would involve permission to take over country park land. 

Even if the government decides to ignore public pressure, it 
will face one more important hurdle in passing the Shalotong 
project — the 50-ha limit on the amount of land it can release 
without special permission in any one year under the terms of 
the Sino-British Joint Declaration. Up to now, the government 
has gained permission to release up to 100 ha a year from the 
Sino-British Land Commission. But 32 ha makes up a large por- 
tion of that figure, at a time when land provided for residential 
and commercial development is already considered inadequate. 

m Stacy Mosher 
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Plans for more open planning 


By Michael Taylor and 
Stacy Mosher in Hongkong 
lished a set of proposals 
which amount to fundamen- 
tal challenges to the political 
tions on which Hongkong’s land-use 
policy is based. The highly contentious 
proposals raise questions over the balance 
benefits of open decision-making, and even 
the extent to which the government can 
infringe on ownership rights. If adopted in 
current freedom from restrictions enjoyed 
by the colony’s property developers. 

Among the aims of the proposals to 
the opening of the currently closed plan- 
ning process to public consultation, and a 
redrawing of the balance between private 
ment in an attempt to improve the urban 
environment. 

In the current system, government 
Planning Board (TPB), draw up draft plans 
which indicate the limits of development 
— for example, whether a particular plot is 
a developer’s scheme complies with the 
outline plans drawn up by the planners, he 
can simply get on with it. 
which is enjoyed principally by the land- 
owner or developer — it provides for a 
degree of certainty about the planning 
control to a minimum. 

If, however, a developer's scheme does 
not conform to the plans, he can appeal to 
for example, a company may buy a site, 
hold talks with the planning department 
and end up making a payment to the gov- 
being changed from residential to com- 
mercial, and the plot ratio being upgraded. 

At present this negotiation process is 
“only the applicants . . . involved in the 
consideration of planning applications, 
excluding all other people who might be 
ernment's consultation document on the 
proposals. Moreover, appeals against deci- 
sions can be made only to the TPB itself. 


A new deal 
The government has pub- 
U 
and administrative assump- 
of private vs public rights, the costs and 
full, they would be a serious threat to the 
amend the Town Planning Ordinance are 
and public interests in property develop- 
planners, under the direction of the Town 
zoned for residential or commercial use. If 
This system has one overriding benefit 
process, and keeps the level of bureaucratic 
the TPB and attempt to strike a bargain. So, 
ernment in exchange for use of the land 
almost entirely closed to the public, with 
affected by the proposals,” says the gov- 
Given its lack of accountability and 


openness, the present system is ideally 
constituted to breed corruption in the big- 
gest money game in Hongkong. 

The review of the ordinance addresses 
the problems of the lack of openness and 
concentration of power in planning matters 
by an elaborate scheme of public consul- 
tation and the introduction of an inde- 
pendent body to judge appeals against 
decisions by a Planning Board (PB) which 
would replace the TPB. 

But it has also gone further, embracing 
the notion of the public interest, and, ac- 
cording to its critics, broadening it to end 
up with a commitment to the concept of 
development guided by the planning 
process. “Development control is positive, 
in that by refusing or regulating what is 
undesirable, development is guided to- 
wards a more desirable and efficient land- 
use pattern,” the government document 
reads. Moreover, “The 
planning system should 
recognise the growing as- 
pirations of the commu- 
nity for a high quality of 
life and a better environ- 
ment, and should contain 
provisions for those as- 
pects of planning (prima- 
rily assessment of envi- 
ronmental impact, civic 
design and conservation 
issues) which are not cov- 
ered adequately by the ex- 
isting planning or other 
legislation.” 

Owen Yue, who chairs 
the Hongkong Institute of 
Planners’ working party 
on the reforms, sums up 
the changes: “It’s a change 
from the surveying pro- 
fession to the planning 
profession: surveying is all about quantity, 
planning is about quantity and quality.” 

Peter Hills, a reader at Hongkong Uni- 
versity’s Centre of Urban Planning and 
Environmental Management, feels the pro- 
posals are justified. “If the market fails to 
do this — as it clearly has up to now — 
there’s no alternative but for the govern- 
ment to intervene.” 

Certainly more openness is needed. 
Currently, provided developers stay 
within the government's draft plans for an 
area, there is nothing to stop them starting 
a development on the day the draft plans 
are gazetted. Even if residents in the area 
lodge an objection to the zoning with the 
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More green space? 


TPB, there are no statutory powers that can 
stop the work, rendering the Trb's final 
decision purely academic. Moreover, if a 
developer negotiates a re-zoning of his 
land with the TPB, the first thing people 
living next door to a development site 
might hear is the noise of the piledrivers. 

But the proposed system is extraordi- 
narily elaborate. Final planning decisions 
could routinely take many months to 
reach, with land undevelopable in the 
meantime. Whether the costs of such 
openness are justifiable is likely to become 
the subject of intense political debate. 

First, it is proposed that government 
planners should undertake a study prior 
to zoning anything, and that the result 
should be publicly displayed and consul- 
tations held for an initial three months. 
Planners would then draw up a draft plan 
which would be exhibited for a further two 
months. During this time the government 
would refuse to grant developers a plan- 
ning certificate needed to start work on any 
new development within the area — a de- 
nial currently unknown in Hongkong. 

After the draft plan had been exhibited 
for two months, the PB would make rec- 
ommendations to the Executive Council 
(Exco), the colony's policymaking body, 
about the plan within a 
further nine months. Thus, 
obtaining a planning re- 
commendation could take 
at least 14 months, during 
which time no develop- 
ment may take place. Exco 
would have total flexibil- 
ity in what it decides to do 
with a plan. It could 
change it, dismiss any ob- 
jections, or refer the issue 
to an Appeals Board ap- 
pointed by the governor. 

There is also a possibi- 
lity that the government 
will not be obliged to 
compensate landowners if 
their property is zoned 
down to a less profitable 
classification. F. Y. Kan, a 
senior partner at property 
consultants Knight Frank 
Kan & Baillieu, says town planning could 
amount to confiscation. "If you down-zone 
an area from high density to low density, 
the effect is the same as if a portion of the 
land is taken away." Any avoidance of 
compensation by the government contra- 
venes the Basic Law, the colony's post-1997 
mini-constitution, according to Kan. Arti- 
cle 105 of the Basic Law protects individual 
property ownership and the right to com- 
pensation for lawful deprivation. 

Not surprisingly, practically all bodies 
in the Hongkong property game are ap- 
pealing for public consultation on the 
amendments to be extended beyond the 30 
November deadline. ГЫ 
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Peace settlement raises a host of new problems 


Back to the unknown 





By Rodney Tasker in Bangkok and 
Murray Hiebert in Phnom Penh 


The 23 October signing of a 

peace agreement in Paris is 

viewed more as the start of 

a hazardous new path for 

Cambodia than an end to 
the country’s miseries. Ending 13 years of 
civil war with the stroke of a pen drew 
worldwide acclaim for the four warring 
Cambodian factions and their UN brokers, 
but now the financial and administrative 
headaches, and perhaps new political and 
social heartaches, begin. 

The agreement was reached after years 
of painstaking external efforts to induce the 
four factions to find common ground for 
peace. But in the end it was a rapid effort 
to compromise among the Cambodians 
themselves that made a comprehensive 
peace accord a reality. For this, Cambo- 
dians have to thank not only now-neutral 
leader Prince Norodom Sihanouk but cur- 
rent moves by China and Vietnam to cut 
through their mutual hostility to normalise 
relations, against the background of a 
shrinking communist world. 

Vietnam had been the main backer of 
the Phnom Penh government of Prime 
Minister Hun Sen set up after its invasion 
in early 1979. China provided military 
supplies and funds to the main resistance 
faction, the Khmer Rouge, and, to a lesser 
extent, to its two nominal allies — the 
Khmer People’s National Liberation Front 
(KPNLF) and a faction loyal to Sihanouk. 
This year both governments changed tack 
and began goading their proteges towards 
peace. 

Soviet President Mikhail Gorbachov 
had already put the writing on the wall for 
Cambodia by withdrawing crucial aid to 
Vietnam and Phnom Penh, and effectively 
isolating China in the de-communisation 
process he launched at home and encour- 
aged in Eastern Europe. 

Now comes the turn of Cambodia, 
where the communist party changed its 
name to Cambodian People’s Party on the 
eve of the Paris conference, dropping 
communist ideology and advocating 
multiparty democracy and a free market. 
Hun Sen even declared his support for 
Sihanouk — who led the resistance forces 
until his neutrality declaration in August 
— as the country’s future president. 

The Paris agreement was signed by 19 
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nations under the auspices of the Paris In- 
ternational Peace Conference on Cambo- 
dia co-chaired by France and Indonesia. 
Before the signing could take place the five 
permanent members of the UN Security 
Council, including the Soviet Union and 
China, had drawn up a draft agreement in 
August 1990 and then prodded the four 
factions to sign it without too many 
amendments. Leaders of the four factions, 
grouped under the Supreme National 
Council (SNC) which will embody Cambo- 
dia’s sovereignty during the peace process, 
also signed. 

The agreement calls for the UN Security 
Council and the UN General Assembly to 
agree to a UN Transitional Authority in 
Cambodia (UNTAC) which will carry out 
the UN's biggest, and probably most 
costly, peacekeeping operation. 

The daunting tasks of UNTAC, which 
will include both military and civilian per- 
sonnel in Cambodia, will be to: demobilise 
an agreed 70% of each faction's army, 
while shepherding the rest into canton- 
ments and storing their arms; enforce a 
ceasefire and ensure that no more military 
supplies are channelled from China, Viet- 
nam, the Soviet Union and Asean coun- 
tries; administer the country until an elec- 
tion in 1993 by taking over the defence, 
foreign affairs, public security, finance and 
information portfolios; and ensure that 
human rights are adhered to, with no re- 
turn to what the Paris signatories referred 
to as “past practices" — a euphemism for 
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the terror unleashed on the country by the 
Khmer Rouge in 1975-78. 

While the UN goes through the tedious 
process of arranging finance from donor 
countries for a programme which will cost 
up to US$2 billion, it is despatching an ad- 
vance guard, the UN Advance Mission to 
Cambodia (UNAMIC), to pave the way. 
France, Australia and Britain have already 
pledged military contingents to UNAMIC, 
but the US has been reluctant to return 
troops to Indochina. 

One of UNAMIC's first tasks will be to 
tackle the clearing of the tens of thousands 
of land mines planted by the warring fac- 
tions. Mine-clearing teams, funded by the 
US Agency for International Development, 
found 6,000 mines in a 1-km stretch near 
the heavily fought over town of Thmar 
Puok in northwestern Cambodia, accord- 
ing to a recent report by two US human- 
rights groups. 

The report estimated that there are al- 
ready 30,000 amputees from mines inside 
the country and another 5-6,000 in Thai 
border camps, which means that Cambo- 
dia has a higher percentage of physically 
disabled people than any other country in 
the world. 

Relief workers warn that the number of 
casualties could increase as refugees return 
to more remote areas of the country. But 
the repatriation programme, under the 
United Nations High Commissioner for 
Refugees (UNHCR), costing an estimated 
US$109 million, will take another six 
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months to begin, probably the same time it 
will take for the full UNTAC contingent to be 
in place. 

No one is expecting a smooth ride as 
the UN pacifies and administers the coun- 
try to make way for elections for a con- 
stituent assembly in early 1993. US Secre- 
tary of State James Baker, speaking at the 
Paris signing, realistically said the agree- 
ment was based more on hope than genu- 
ine optimism that the complex and costly 
UN arrangements will work out. 

Australian Ambassador to Bangkok 
Richard Butler, the first ambassador to be 
accredited to the SNC, told the REVIEW: "1 
don't think any of us have any illusions 
about how hard this will be." Australia 
pioneered both the plan to introduce the 
UN into the peace process and the forma- 
tion of the SNC. "The hard part is to begin," 
Butler said. 

As most observers view it, the "hard 
part" centres on the Khmer Rouge and its 
political and military ambitions. Most 
Cambodia-watchers are well-versed in the 
atrocities the communist Khmer Rouge 
committed during its nearly four years in 
power. It still has more than 30,000, well- 
armed and combat-seasoned troops, 
mainly in western Cambodia but with cad- 
res throughout the country. Their leaders, 
such as the infamous Pol Pot, leng Sary 
and Ta Mok, are not stupid, and are aware 
of their image as international pariahs. 

As British Foreign Office Minister of 
State Lord Caithness said in Paris: "It 
would be incomprehensible and unaccept- 
able if those intimately associated with past 
practices, notably Pol Pot, Ieng Sary, Ta 
Mok and certain others, were to try to re- 
enter Cambodia's political life, and attempt 
to return to power.” 

Under the Paris accord, the Khmer 
Rouge is granted a share of power with the 
other three factions under the SNC. Those 
brokering the peace had to recognise that 
the Khmer Rouge could not be kept out of 
an agreement, given its military clout and 
the fact that perhaps 10-15% of the 8 mil- 
lion Cambodian population can be counted 
as its supporters, 

On the positive side, diplomats say that 
the Khmer Rouge would not have signed 
an agreement it did not intend to follow — 
with or without Chinese pressure. Khmer 
Rouge radio has said the faction has 
pledged to “fully abide by the peace ac- 
cord.” Some Bangkok-based diplomats feel 
the Khmer Rouge has exhausted the mili- 
tary option, and is now turning to a long- 
term political strategy. 

But at the same time, Khmer Rouge ra- 
dio has acclaimed the Paris accord as “a 
great historic victory for our nation and our 
people — our country will be completely 
liberated.” When the Khmer Rouge talks 
about liberation, it means liberation from 
the Vietnamese whose troops were with- 
drawn from Cambodia in September 1989, 





but whom the Khmer Rouge accuse of still 
maintaining soldiers in the country. Diplo- 
matic sources say that, in a bid to under- 
mine the Hun Sen regime, Khmer Rouge 
leaders are now insisting that the SNC is the 
only authority in Cambodia. 

The new president of Phnom Penh's 
Cambodian People’s Party, Chea Sim, ac- 
cused the Khmer Rouge of planning to 
hide away forces and arms for another 
seven years in order eventually to seize 
power. Whether or not that is true, it will 
certainly be difficult for UNTAC to identify 
and demobilise 70% of the Khmer Rouge 
troops, given their remote sanctuaries. The 
KPNLF and Sihanoukist factions, with only 
some 20,000 fighters, will be less of a 
problem. 

The Khmer Rouge was apparently not 
involved in fighting as the Paris agreement 
was signed. But the KPNLF said its forces 
near the Thai-Cambodian border were 
under artillery attack by Phnom Penh 
forces, presumably as part of land-grab- 
bing operations before the arrival of the 
UN force. This and other fears for the fu- 
ture led to a subdued reaction to the Paris 
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agreement among border refugees, as re- 
ported by relief workers there. 

In Phnom Penh, there was a similar air 
of apprehension, though the prevailing 
concern appeared to be the prospects of a 
return to power of the Khmer Rouge. The 
Khmer Rouge nominal leader, Khieu 
Samphan, and defence minister Son Sen, 
as members of the SNC, are due to arrive in 
Phnom Penh with Sihanouk and other SNC 
delegates in mid-November. 

Khieu Samphan has complained that 
security arrangements for the Khmer 
Rouge and other factions in Phnom Penh 
may not be adequate, particularly as they 
are mainly in the hands of the Phnom Penh 
government. He asked for a neutral SNC 
zone in the city, a proposal which was shot 
down by Sihanouk, the SNC chairman, as 
effectively proposing an area such as the 
Vatican occupies in Rome. For the moment, 
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the wily Sihanouk appears to be cooperat- 
ing well with Hun Sen. 

“I would single out Sihanouk . . . as 
being the embodiment of Cambodia's will 
to survive," Caithness commented in Paris. 
Butler also praised Sihanouk: “His declara- 
tion of neutrality has been crucial in bring- 
ing this [peace agreement] about — it has 
been a role he has played with great skill." 

Yet, it remains to be seen how Sihanouk 
will continue to cooperate with Hun Sen, 
and indeed how Hun Sen — dubbed a 
moderate in his party — will work along- 
side his own president, Chea Sim, whom 
observers view as a hardliner. Sihanouk, 
who turned 70 on 31 October, has a track 
record as being a volatile leader, subject to 
sulking and changes of direction. Some 
cynics say his end-game is to become re- 
established in his Phnom Penh palace, 
rather than to continue keeping harmony 
among his querulous SNC colleagues. 

“A lot of questions are still open,” a 
diplomat noted. “Sihanouk will be in his 
palace and Hun Sen in his government 
house, and both will think they have the 
right to make decisions. It is not clear how 





Phnom Penh's militia training; war memorial: ‘no illusions’ about pacification. 


well this will work.” 

Many Cambodians fear that new con- 
flicts could erupt between the four factions 
— which still have a deep-seated distrust 
and hatred for each other — during the 18- 
24 months needed to prepare for national 
elections. This extended period will pro- 
vide the factions with numerous pretexts 
to break their commitments, one Cambo- 
dian political analyst warned. 

Continued political cohesion in the SNC 
as UNTAC effectively takes over the coun- 
try’s administration is one major impon- 
derable in the foreseeable future. Other 
imponderables are: 
> Demobilisation of forces: UNTAC mili- 
tary personnel will have an immense 
problem ascertaining just how many men 
each faction has under arms, given the ex- 
aggerated figures given by the factions so 
far. In other words, 70% of each faction's 
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forces have to be demobilised, but 70% of 
what? Also, those fighters who are subse- 
quently disarmed could pose a serious 
threat to security within Cambodia in the 
coming months. 

Cambodians say banditry along the 
country's main roads and cattle theft in 
the northwest have increased sharply in 
recent months. In the past, most of these 
activities were blamed on the Khmer 
Rouge, but diplomats say it now appears 
that many of them were instigated by 
renegade troops from the Phnom Penh 
army and the two non-communist resist- 
ance groups. 
> Repatriation of refugees: Will the UN 
be able to launch a smooth operation to 
transport around 500,000 Cambodians 
through areas that may still possibly be 
mined, and how will it prevent refugees 
from going back earlier on their own, either 
voluntarily or because they were forced by 
their faction leaders? 

Once back home, there will be a poten- 
tial nightmare relocating refugees in their 
old properties and land, given that new 
land titles were issued by the Hun Sen re- 
gime two years ago to those occupying 
property, whatever their previous legal 
claim. 

“Many refugees believe they can go 
back to land and property they owned 
before the war,” says Bjorn Johansson, 
head of the UNHCR’s office in Phnom Penh. 
“If everyone wants to go back to their old 
land, we could see total chaos.” 

Relief officials fear that tens of thou- 
sands of refugees, afraid that the best land 
will be allocated before they get back, will 
begin a spontaneous repatriation before 
next March, when a refugee resettlement 
scheme being developed by the UNHCR is 
expected to be ready. 
> Elections: Registering people for elec- 
tions will be a hazardous operation given 
that there has not been a recent census, 
particularly with 340,000 Cambodians liv- 
ing in Thailand, and no democratic election 
in recent memory. The 8 million Cambo- 
dians have not been allowed to nurture any 
democratic tradition since independence. 
P Relations between the SNC and UNTAC: 
While UNTAC is empowered by the agree- 
ment effectively to run the country before 
an election, the Hun Sen government will 
be anxious to maintain its authority. In the 
absence of an SNC consensus on issues in- 
volving UNTAC, Sihanouk is authorised to 
make decisions, but if Sihanouk is absent 
there could be serious wrangling. 
> One thing Cambodia can count on is 
international goodwill. Japan, Australia, 
the US, North Korea, France, Britain and 
some Asean countries are planning to set 
up diplomatic missions in Phnom Penh 
soon. Japan is also expected to be at the 
forefront of donors for UNTAC, repatriation 
efforts and reconstruction of the war-torn 
country. " 
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Massive aid needed to repair infrastructure 


A basket case 


By Murray Hiebert in Phnom Penh 
The signing of the peace ac- 
cord in Paris gives Cambo- 
dia the first glimmer of hope 
that foreign donors and in- 
vestors will help rebuild a 
country that has been bombed, landmined, 
starved and internationally isolated during 
more than two decades of civil war, mur- 
derous Khmer Rouge rule and invasion by 
the Vietnamese. 

Already, hotels in Phnom Penh are 
crowded with UN consultants, diplomats 
and foreign businessmen who have come 
to assess the country’s needs and explore 
business opportunities. 











Downtown Phnom Penh: reconstruction underway. 


Japan, which is expected to pay the bulk 
of the UN’s costs in Cambodia, has an- 
nounced it will organise a donors’ confer- 
ence in Tokyo before March to solicit fund- 
ing for an international reconstruction ef- 
fort. 

On the surface at least, Cambodia has 
had a remarkable revival since Vietnamese 
troops drove the Khmer Rouge from 
power in 1979. In the capital, a ghost town 
when the Vietnamese arrived, “dancing- 
restaurants” are crowded night after night 
with the city’s new elite, traffic has become 
hazardous owing to an explosive increase 
of private cars and motorcycles, and the 
markets are full of imported consumer 
goods. 

But the mini-boom is almost entirely 
confined to Phnom Penh, and even there 
much of the recovery is superficial. Elec- 
tricity brown-outs have worsened since the 
Soviet Union, long Cambodia’s biggest aid 
donor, cut cheap fuel supplies last year due 
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its own economic woes. 

Phnom Penh officials say they can pro 
vide only a quarter of the city's power de 
mand because they have trouble maintain- 
ing their obsolete generating and distribu- 
tion equipment, some of which dates back 
to the 1920s. The capital's three ageing 
pumping stations supply only a third ol 
the water needs of the city's nearly 1 mil- 
lion inhabitants, and much of this is con- 
taminated as it passes through leaky pipes 

While its non-communist neighbours 
have prospered, Cambodia has slipped 
backwards since it was engulfed in the 
Indochina war in 1970. Although the gov- 
ernment lacks economic data, Cambodian 
officials believe the country’s GDP today 
stands at only about three 
quarters of that in the late 
1960s. 

Phnom Penh representa- 
tives attending the IMF/ 
World Bank meeting in 
Bangkok in October esti- 
mated that the country needs 
at least US$900 million for re- 
construction. Cambodian of- 
ficials and UN representa- 
tives believe the first priority 
will be to rebuild the coun- 
try's shattered transportation 
network so that international 
peace-keepers can monitor 
the ceasefire and refugees can 
be repatriated from the Thai 
border. 

Most of the country's 
15,000 km of highways and provincial 
roads, many of them built over five dec- 
ades ago, have deteriorated sharply since 
1970. Many of the highways no longer 
have a hard surface and are badly pot- 
holed; often, roadbeds have been washed 
away by monsoon rains. 

About 80% of the estimated 4,000 road 
bridges have been destroyed and most of 
them have been replaced with temporary 
structures, according to Uk Chan, director 
of the Transport Ministry's road and bridge 
company. Uk Chan estimates that the 
country needs US$100 million simply to 
restore its roads to their pre-civil war con- 
dition. 

The single-line railway from Phnom 
Penh to Kompong Som port and from the 
capital to Battambang in the northwest has 
also been seriously damaged. Only 13 anti- 
quated engines and 300 wagons are oper- 
ating today, compared to 53 engines and 
928 wagons in the late 1960s. 


7 NOVEMBER 1991 





What a powerful world. 


At Samsung Electronics creating a better world is a tradition. 
A world where people have the power and the freedom to 
develop their own creativity. Today, Samsung Electronics 


continues this tradition by investing over US$ 700 million 


Samsung Electronics: Joong Ang Daily News Bidg., 7. Soonwha Dong, Choong-Ku 
Seoul, Korea Tel: (02) 751-6114 Tix: SAMSAN K25088, K22226 Fax: (02) 751-6064 


annually in research and development. All four Samsung 
Electronics divisions are dedicated to inventing and improving 
technologies that make our lives easier and healthier. Step 


up to the world of Samsung Electronics and enjoy the power. 


& SAMSUNG 


Electronics 


Technology that works for life. 


REGIONAL AFFAIRS 





Officials hope foreign aid donors will 
also look at agriculture, which occupies 
nearly 90% of the population. Although 
rice production has increased dramatically 
from 565,000 tonnes in 1979 to 1.86 million 
tonnes last year, the country still is not able 
to feed itself. It faced a 100,000-tonne defi- 
cit this year because of drought in 1990 and 
will face another shortfall next year be- 
cause severe flooding in August and Sep- 
tember destroyed a tenth of the ricefields, 
according to Try Meng, deputy director of 
the Agronomy Department. 

Although Cambodia exported up to 
500,000 tonnes of rice per year in the late 
1960s, its average yield of 1.3 tonnes per 
hectare is one of the lowest in the world. 
Agriculture is hampered by poor soil, er- 
ratic rainfall and a shortage of fertiliser. 
Owing to cuts in Soviet aid, the country 
used only about 10,000 tonnes of fertiliser 
last year, less than 12% of what it needed, 
according to the UN's Food and Agricul- 
ture Organisation. 

Farmers planted about 1.5 million ha of 
rice this year, down from 2.5 million ha in 
the late 1960s. Much of the arable land 
taken out of production is in the northwest, 
where most of the fighting has taken place 
in the last decade and where most of the 
refugees in Thailand hope to be resettled. 
But Try Meng said they will have difficulty 
opening up this land again — even after it 
has been cleared of mines — because 
of a shortage of draught animals and trac- 
tors. 

Many aid officials say mounting a re- 
construction programme will not be easy 
even if the peace agreement holds. After 
more than 20 years of war and disruption, 
the country lacks basic economic data 
which a new government and foreign do- 
nors need to set aid priorities. The UN 
Development Programme, which opened 
an office in Phnom Penh last year, sees the 
preparation of feasibility studies to help the 
government determine a blueprint for de- 
velopment as one of its most important 
tasks. 

Another problem is the shortage of 
trained personnel to implement aid 
projects. Besides foreign aid, Phnom Penh 
officials are looking to foreign investors 
and tourists to finance economic recovery. 
The resumption of direct flights from 
Bangkok and Singapore earlier this year 
and the completion of the Cambodiana, 
Phnom Penh's first luxury hotel, has al- 
ready prompted a sharp increase in for- 
eign visitors. Nearly 9,000 tourists arrived 
in the first four months of the year, com- 
pared to 1,542 in all of 1990. 

Foreign businessmen, who shunned 
Cambodia in the past because of its civil 
war, are also coming to explore investment 
opportunities, though the country still 
lacks sufficient laws to protect investors. 

Ouk Chay, deputy director of the De- 
partment of International Economic Coop- 
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eration, says the government has received 
applications for 250 investment projects 
since a foreign-investment law was prom- 
ulgated two years ago. Fifty-five of the 
applications have been approved. 

In early October, Phnom Penh signed 
its first offshore oil exploration agreement 
with Britain's Enterprise Oil and France's 
Compagnie Europenne des Petroles. Thach 
Xoval Xay, deputy director of the Depart- 
ment of Geology and Mines, says three 
more agreements have been approved and 
will be signed soon — the first with a 
consortium including Santos of Australia 
and Spain's Repsol, another with a con- 
sortium put together by Hungary's Nawa 
company, and the third involving, among 
others, Japan's Nissho Iwai. 

Other companies are looking to exploit 
the country's sizeable forests. BLP from 
Thailand and Double Ace, owned by 
Singaporean and Indonesian interests, 
have already won concessions to extract 
85,000 mv of timber next year. 

Cambodia had over 13 million ha of 
forest reserves prior to the war, but this 
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has fallen sharply due to war damage and 
uncontrolled exploitation in the past two 
decades. The country exploited about 
350,000 m! of timber last year — of which 
110,000 m°, worth US$8 million, was ex- 
ported, says Uk Sokhon, deputy director 
of the Forestry Department. 

Companies from France, Singapore, 
Taiwan and Thailand are also exploring 
investment opportunities in rubber. 

Other foreign firms, including Oberoy 
of India and several companies from 
Thailand and Hongkong, are negotiating 
to build new hotels to cater to the expected 
increase of tourists and business visitors. 
And Bangkok's Siam Commercial Bank, in 
a joint venture with the Cambodian Na- 
tional Bank, recently established the coun- 
try's first commercial bank. At least three 
other foreign banks from Hungary, France 
and Thailand have held talks with Phnom 
Penh about opening branches or joint- 
venture banks. a 
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Capital prepares for 


Sthanouk’s return 


A lick 
of paint 


By Murray Hiebert in Phnom Penh 


Like a bride preparing for 
her wedding, the Cambo- 
dian capital is getting ready 
for the return of Prince 
Norodom Sihanouk, the 
country’s former god-king, one-time head 
of state, and until recently guerilla leader. 

Workmen are frantically re-painting the 
city’s dilapidated hotels and refurbishing 
its crumbling villas, while their owners are 
doubling and tripling rentals in anticipa- 
tion of a windfall from the invasion of 
thousands of foreign peace- 
keepers, diplomats and aid 
workers following the peace 
settlement. 

Sihanouk is scheduled to 
return to Phnom Penh on 14 
November to preside over 
the Supreme National Coun- 
cil (SNC), a four-faction body 
which will take charge of 
Cambodia in the run-up to 
national elections, expected 
to take place in 18-24 months. 

Many Cambodians be- 
lieve Sihanouk will turn the 
country’s clock back to what 
they remember as the 
“golden age" of the 1960s 
when he ruled Cambodia. 
^When he comes back, eve- 
rything will be very good," said a woman 
running a market stall. "Now it's all very 
confused, but when he comes I think prices 
and taxes will go down." 

But a foreign relief worker with long 
experience in the country is sceptical. "A 
lot of people have a naive idea that when 
Sihanouk comes back peace will return and 
massive amounts of aid will instantly flow 
in. They could face a huge let-down when 
they find that little has really changed," he 
said, referring to the likelihood that many 
foreign donors will wait until elections 
have been held to commit large-scale eco- 
nomic development assistance. 

But at least some Cambodians are ap- 
prehensive about the prince's first trip 
home since he was released from palace 
arrest and whisked out of the country on a 
Chinese aircraft a few days before a Viet- 
namese invading army toppled the Khmer 
Rouge government in Jan 1979. 

^We're still thinking about what it 
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means if Sihanouk comes back. 
When he comes, the Khmer Rouge 
will also come back,” one gold 
dealer said, alluding to the return 
to Phnom Penh of some Khmer 
Rouge representatives as members 
of the sNc. “In 1975, we thought 
the Khmer Rouge would bring 
peace, but they were worse than 
war.” 

In preparation for Sihanouk's 
arrival, the Phnom Penh govern- 
ment has spent Riel 200 million 
(US$200,000) to repaint and repair 
the plumbing and electrical system 
in the Khemarin palace where the 
prince will live, according to Oung 
Sophany, deputy director of the 
palace compound. The govern- 
ment is also reported to have sent 
a special plane to Bangkok to pick up new 
furniture for the palace, which was built 
by Sihanouk’s uncle in 1930. 

Sihanouk will receive ambassadors ac- 
credited to the SNC in the nearby Devie 
Vinichhay, or throne hall, which needs to 
be repainted but otherwise seems to be in 
good condition despite years of neglect. 
But the prince will find that many of the 
royal and religious treasures once housed 
in the throne hall and silver pagoda, where 
the country’s kings used to worship, have 
disappeared since he was here last. 

Previously, the government had blamed 
Khmer Rouge looters for losses from the 
palace, but since the Vietnamese troop 
withdrawal two years ago, many Cambo- 
dians have charged that the precious ob- 
jects were plundered by the invading 
army. 

On a recent morning, dancers from the 
Fine Arts College were practising the 
graceful dances they will perform for the 
prince in the palace compound. The new 

- generation of dancers was being coached 
by ageing members of the once-famous 
national dance troupe who had survived 
the horrors of Khmer Rouge rule. 

Across from the palace — at the conflu- 
ence of the Mekong and Tonle Sap rivers 
— carpenters are building a pavilion from 
where Sihanouk will preside over the an- 
nual water festival shortly after his return. 

Several kilometres downriver, the 
French Government is renovating the 
Phnom Penh government's guesthouse, 
which will be used for meetings between 
the four Cambodian factions represented 
in the sNc. Ironically, most of the skilled 
workers are from Vietnam, which installed 
the regime against which the three other 
factions have been fighting for nearly 13 
years. 

Phnom Penh officials say the resistance 
groups will be responsible for finding their 
own housing in the capital. Norodom 
Ranariddh, Sihanouk’s son and current 
leader of the non-communist group 
founded by his father, has dropped dis- 
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creet hints to the Soviet ambassador that 
he would like back his old house in which 
the envoy now lives. The other non-com- 
munist resistance leader, Son Sann, used to 
own the house now occupied by Chea Sim, 
head of the ruling Cambodian People’s 
Party — which, until recently, called itself 
the Kampuchean People’s Revolutionary 
Party. 

Foreign countries which have recog- 
nised the SNC are also scrambling to find 
embassy space. North Korea, whose leader 
Kim П Sung is an old friend of the prince, 
has been the first to fly its flag. China, 
which bankrolled the Khmer Rouge in its 
guerilla war against Phnom Penh and the 


Vietnamese, is expected to reclaim 
its old embassy, which is now 
used as the Defence Ministry 
guesthouse. 

The French are planning to take 
back their old embassy once they 
can repair the building and relo- 
cate the orphanage now housed in 
the compound. Australia has pur- 
chased a building near Wat 
Phnom, after which the capital is 
named, and the Thais have rented 
a small hotel. 

Japan, which is expected to pay 
the largest share of the UN's 
peace-keeping and election-moni- 
toring costs, will set up in the 
Cambodiana, Phnom Penh's only 
luxury hotel. The Americans have 
also sent an advance team, but 
their search has been hampered by a re- 
fusal to have any contact with Phnom 
Penh officials, who own most of the big- 
gest villas in the city. 

Perhaps out of deference to Sihanouk 
or in an attempt to demonstrate its inde- 
pendence from Hanoi, Phnom Penh has 
returned the name "Royal" to what was 
once its most stately hotel. It had been re- 
named Samakhi, or solidarity, following 
Vietnam's expulsion of the Khmer Rouge. 
Many Cambodians think the renaming of 
Ho Chi Minh, Marx and Lenin streets will 
soon follow, now that Phnom Penh's com- 
munist party has said it will abandon 
Marxism-Leninism. в 
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Khmer Rouge has new tactics but old ideals 
c 


Under the facade 





By Nate Thayer in Bangkok 
Nearly 13 years after being 
overthrown by invading 
Vietnamese troops in De- 
cember 1978, the Khmer 
| Rouge has rebuilt a strong 
army, gained some popular following 
and created a network of political ope- 
ratives throughout Cambodia. These 
achievements, despite its odious record 
of repression, could place the Khmer 
Rouge in a strong position at the next na- 
tional elections, according to intelligence 
officials and leaders of other Cambodian 
factions. 

Officially, the Khmer Rouge has aban- 
doned communism, and embraced capital- 
ism and multiparty democracy. But inter- 
nal policy documents reveal that the “new” 
Khmer Rouge political party will be clan- 
destinely controlled by the same leaders 
who were the architects of their disastrous 
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years in power in 1975-78. 

“Even though we are in a new political 
situation — that is, in a capitalist system — 
our ideals remain unchanged and we are 
still fighting the same fight,” said Khmer 
Rouge leader Ieng Sary in a document ob- 
tained by the REVIEW and verified by 
scholars and intelligence analysts. “It is 
merely that our operational methods and 
the forms of our combat are somewhat dif- 
ferent,” he said. 

It will be the traditional communist 
united-front strategy, which protects its 
clandestine network while forming a front 
organisation to participate in democratic 
politics. Several internal policy documents 
make it clear that the acceptance of capi- 
talism, an overt political party and a 
multiparty system are merely short-term 
tactical moves. 

A senior Khmer Rouge cadre said: “It 
will take 5-10 years before people begin to 
believe us again. No matter what we say, 
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What leading industry consultants 
are saying about NCR System 3000 


тте technology and the product 
strategy are brilliant. Even if NCR delivers 
only half what it promises, it warrants 

the serious attention of every OIS Planner. 
We applaud NCR for swinging for the 


home run. 95 
— GARTNER GROUP 


The right product strategy can reduce 
your processing costs by as much as 
100 times compared to conventional 
computing architecture. 

NCR's System 3000 gives you 
this processing advantage with a com- 
plete family of expandable computer 
platforms, running open operating preserve your investment in propri- 
systems like UNIX *, OS/2 or etary systems while moving towards a 
MS-DOS - the widest range of open The NCR System 3000 family — more flexible, open environment. 
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performance, an extensive set of 
existing applications, tools and peri- 
pherals — all designed to support the 
computing needs of one to hundreds 
—] ofusers. We also designed the System 
3000 to connect to your current com- 
puting architecture, allowing you to 
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no one believes us now, so we must show 
them." To foster the people's trust, the 
Khmer Rouge is hoping to exploit issues 
such as rampant corruption, indiscipline 
and the urban bias of rival political parties 
in this largely rural nation. 

While Khieu Samphan will ostensibly 
lead the Khmer Rouge, Pol Pot, Nuon 
Choa, leng Sary and Ta Mok will continue 
to clandestinely direct the organisation. 
Removing them from their leadership role 
would result in the disintegration of the 
movement, according to their policy docu- 
ments. The documents also reveal the crea- 
tion of a banking system and a programme 
of aggressive exploitation of resources in 
the areas under its control to ensure con- 
tinued income for the movement. Also, the 
Khmer Rouge will continue to use supply 
routes to Thailand, so as to not rely on 
Phnom Penh. 

Although the Khmer Rouge publicly 
refrains from criticising other Cambodian 
parties, privately its tone is more blunt. 
During peace talks in August, Khieu Sam- 
phan praised Prince Norodom Sihanouk as 
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the "only person that possesses the neces- 
sary influence and capabilities to lead [the 
nation]. But in a speech to party cadres, 
Pol Pot called him “more than 90% rancid, 
due to all sorts of hedonism, corruption, 
financial malfeasance, debauchery and 
hooliganism." 

"When, in the days to come, the coun- 
try has been liberated and there is peace, 
this will be the genesis of many new prob- 
lems, both domestically and externally," 
Pol Pot said at a party caucus. “The situa- 
tion will be extremely complex, and both 
the enemy and the rest of them will go all 
out to eliminate Democratic Kampuchea," 
he said. 

"Once peace comes, they will descend 
everywhere, and even the biggest of the 
cowards will come on strong. And when 
they come they will be arriving flush with 
capital in the form of foreign money. These 
guys have international capitalist backing. 
The situation therefore will then become 
even more complex than it is today. Given 
this state of affairs, how are we going to 
defend our ranks, our people, nation and 


Spreading the load 





By Michael Vatikiotis in Kuala Lumpur 


The US military is backing away from 
the sensitive implications of basing forces 
and support personnel in the region in 
advance of its withdrawal from the Phi- 
lippines. Washington's new approach is 
to dangle commercial contracts and mu- 
tually beneficial training before Asean 
countries as a more acceptable mode of 
US deployment in the region. 

In the US military establishment's 
clearest statement on alternatives after it 
withdraws from the Philippines in 1993, 
a senior naval admiral has reaffirmed the 
US commitment to remaining in the re- 
gion, though there is no present prospect 
of a permanent land base in any country 
in the region. "We will stay, and we will 
find different ways to maintain a for- 
ward presence and to maintain our 
military-to-military relations with the 
nations out here,” said Adm. Charles F. 
Larson, commander-in-chief of the US 
Pacific Command, in Kuala Lumpur. 

The conventional wisdom up till now 
has been that Washington was seeking 
alternative locations to the Philippines in 
the Asean region — though probably on 
a much reduced scale and in more than 
one country. Singapore's assent last year 
to the rotation of US forces and a small 
number of permanently stationed per- 
sonnel lent credence to this view. 
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But resistance to the presence of for- 
eign forces on its soil remains a corner- 
stone of Asean's security philosophy, to 
which Indonesia is perhaps the strongest 
adherent. "Other Asean countries might 
open up some US facilities in the future. 
But given Indonesia's historical non- 
aligned stance, I don't think Indonesia 
can do much. It would be a long way for 
Indonesia to go in a short time," says 
Jusuf Wanandi of the Centre of Interna- 
tional and Strategic Studies in Jakarta. 

However, the US is now making it 
clear it is less interested in establishing 
new bases. Citing the availability of ex- 
isting facilities such as Guam, Larson 
said: "We are really not looking for any 
new bases out here now." Instead, Adm. 
Larson highlighted two areas where, as 
he put it, there was a need to pick up the 
slack elsewhere in the region. One is the 
loss of the ship-repair facility at Subic 
Bay. The other is the Crow Valley air- 
ground training range. Sophisticated 
training equipment from Crow Valley 
has already been moved to Alaska. 
Larson said this not only deprives 
American forward-deployed forces of a 
training resource, but also affects Wash- 
ington's friends in the region. 

Larson announced that the US was 
actively looking elsewhere in the region 
for alternative training ranges, and for 
ship-maintenance facilities on a commer- 
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race?" Pol Pot asked. 

In a recent interview with the REVIEW, 
Khieu Samphan spoke of further conflict 
with Vietnam: "If Cambodia were to fall 
into such a situation as is prevailing in 
Lebanon, Cambodia would be easy 
for Vietnam and that would be the end of 
our nation. This is our main concern." 

He said national integrity was a major 
concern. "There remains the issue of our 
borders with Vietnam — our land border, 
our sea borders, and the issue of the con- 
tinental shelf. And another issue, the last 
but not least important issue, is that of 
Vietnamese settlers who number more than 
1 million. The Vietnamese settlers are not 
refugees but are brought into Cambodia by 
Vietnamese troops and are part of the Viet- 
namese forces’ occupation of Cambodia. 
These Vietnamese settlers are occupying 
the land and ricefields of our peasants,” 
Khieu Samphan said. It is obvious that the 
problems with Hanoi and the contradic- 
tions between the Khmer Rouge and other 
parties will continue to haunt post-settle- 
ment developments in Cambodia. " 


cial basis. Thus far, the response from 
Asean has been positive. Singapore has 
already opted for a broader security ar- 
rangement which hinges on closer coop- 
eration with the US. Brunei is also mov- 
ing in this direction. Sources say the US 
is also discussing the possibility of ship 
maintenance on a commercial basis with 
Indonesia's PT Pal shipyard in Surabaya, 
and has made tentative approaches to 
use the Siabu air-training range in 
Sumatra. Malaysia has clearly altered its 
initially quite negative reaction to the US 
agreement with Singapore. 

On the commercial side, the scope for 
stepped up US military involvement in 
Malaysia is unfolding too. The US 
Airforce already services its C-130 
Hercules aircraft in Malaysia through a 
private company called Airod. Following 
privatisation of the Malaysian navy 
dockyard at Lumut, on the west coast of 
Peninsular Malaysia in September, it 
now seems likely that a contract with the 
US Navy is in the offing. Lumut's main 
limitation is its harbour depth. Sources 
say the US Charles Adams class of frigate 
is the maximum size of ship which can 
dock at Lumut. 

If Malaysia can in any sense be re- 
garded as a model, it would seem that 
Washington may be able to secure 
agreements for the maintenance of its 
forces, which also involve the temporary 
presence of military equipment and per- 
sonnel in the region. Singapore stresses 
the rotational nature of its agreement 
with Washington. The key difference, as 
Malaysia sees it, is the commercial nature 
of any such agreement. в 





hen Heinz-Kurt Weltner was 

cleaning up his desk at 

Hoffmann-La Roche in Basel, 

he came across an old menu 
from a luxury Cairo hotel. He did not send 
| the original, but I'll still reproduce it, 
though its multitudinous mistakes make it 
almost too good to be true: 


Soap of the Day / Hard egg with sauce 
| mayonnaise / Prawn cock and tail / Frog 
| leagues 
Muscles of Marines / Lobster Thermos / 
Fresh caut soul 
Roast Peasant / Larks in the Spit / Wild 
duck in orange sorts 
Cock in wine / Lioness cutlet / Steak 
O'Poivre / Biftek Gordon Blue / Iris 
Stew a l'Ecossaise 
French Beas / French fried ships / 
Spineitch / Sprouts of Bruxelles 
Please try the tarts of the house 
available for your delight on the trolley 
Cheese and biskiss / Cafe au lit 
If you are wishing to show your 
feelings, wait until you see the 
| manageress. 





A couple of originally named eateries: 
Robert Richter photographed a restaurant 
just across the street from the Hall of Jus- 
tice in San Francisco: 


CATERING 
861-2371 


A close look at the left of the picture 
reveals that the restaurant also offers 
"Dad's Bail Bonds." Perhaps the catering 
service also on offer is for those in jail not 
| yet availing themselves of the bail bonds. 

Wong Kin Hoong of Singapore 
snapped this snack bar while visiting the 
town of Takoradi in Ghana: 


| A victim of the post-Tiananmen massacre 
of China experts in Hongkong banking cir- 
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cles, Geoffrey Waters is now back in 
Winnetka, Illinois, keeping in touch with 
the region via the REVIEW. Last December, 
he received a brochure inviting him to an 
“Investment Portfolio and Risk Manage- 
ment" seminar in Hongkong which was 
organised by Dun & Bradstreet. The 
speaker was very well qualified, though his 
anonymity made the letters which should 
have come after his name even less im- 
pressive: 


* Course Speaker * 





AIB, ACIS, AFBA, MBIM, C.Dip AF, 
DipM. Alnt. M 


A Taiwan firm has been in correspondence 
with David Weil of Hongkong, who hoped 
that the company is not appropriately 


named: 
Rm 


RONG WEI 
ENTERPRISE CO., LTD. 


Peter Weldon of Hongkong sends the lid of 
a carton of yoghurt being marketed in Asia 
by the San Miguel Corp., with the remark 
that he had not realised that Bulgaria was 
so well known for its quality dairy prod- 
ucts (neither had 1): 


dig SEI ak 
*YOGHOURT + 


3 
S WORLD-FAMOUS BULGARIAN QUALITY { 
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On the other hand, some Western European 
products bear names which read peculiarly 
in English. Take this 10-flavour French 
brand of soda pop (“the Real Difference is 
Inside”): 
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Traveller s Tales 


$30 0221 


“| SXMPA Sop: 


Or, another French product, a milk choco- 
late bar with crunchy rice (collected by Sian 
Davies — yes, a relation!) which offers 
consumers the pleasure of crapsiller (what- 
ever that may be): 


Le plaisir | de c rapsiller 


In Jakarta, Ibrahim Soemedi bought a cut- 
lery holder, complete with whimsical text: 


Our company specially design new style 
of cutlery holder, offer hotel, restaurant 
and ordinary family of chef use, prohibit 
dust and keep knife and fork cleanness, 


hygiene. 

It is make up the kitchen and easy 
clean, can use longer and quarantee 
quality is best. 

Please use it relaxedly. 

Notice: 

Don't touch fire directly. 
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How the legend unfolded 
in Hong Kong. 





MANDARIN ORIENTAL 
HONG KONG 


In the East, hospitality is an art, much providing superb, unobtrusive service. 
like the graceful calligraphy which So that your stay at Mandarin Oriental 
the world has long admired. Hong Kong will be nothing short 
And this tradition of perfection was of perfect. Today Mandarin Oriental 
Asia's legacy to Mandarin Oriental is a legend, and like its sister, 
Hong Kong, when it first opened its The Oriental Bangkok, it is consistently 
doors over a quarter century ago. voted one of the finest hotels in the 
It led us to create a hotel with ап world. Our story began as a quest 
atmosphere of understated splendour, for perfection. And lives on as a legend. 


MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 





Mandarin Oriental: 5 Connaught Road, Central, Hong скоса лы Tel: 522 0111, Tix: 73653, Fax: 810 ا‎ А " 
Б>; Bangkok * Hong Kong * Jakarta • Macau * Manila * San Francisco en nr ong Kong. 2 
© Reservations: Hong Kong 881 1288, Singapore 339 0033, Malaysia 800 1020 (toll free), Indonesia 00 800 és 56520 Molfree) у, 
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_ The Dow Jones Industrial Average : 
For nearly a century - since 1897 – the Dow Jones Industria С 
after American journalists Charles Henry Dow and Edward D : 

founded The Wall Street Journal, has been synonymous with 
bourse, the New York Stock Exchange. The Dow is used arot ind 
barometer of the economic health of the U.S. : 
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Koreans on both sides of Mt Paektu 


China's Chosen people 





By Denise Chai in Yanji d 


t Paektu, the highest peak on 
the Korean peninsula, is a 
mountain grounded in folk- 
lore. To North Korea, this sce- 
nic spot on the China-North Korea border 
` is the sacred site of revolution where Presi- 
dent Kim Il Sung battled the Japanese im- 
perialists and the cradle of revolution 
where his son was born. 
` Needless to say, it is not commu- 
nist revolution which draws South 
Koreans to Mt Paektu. Legend as- 
cribes the birthplace of the Korean 
people to this holy mountain and the 
volcanic Heavenly Lake. It was there 
that Tan’gun, the mythical founder 
of the nation, was born to a bear- 
woman more than 4,300 years ago. 

For some South Koreans, the pil- 
grimage to Mt Paektu begins at 
Seoul’s Kimpo Airport where they 
board chartered planes headed to 
Peking. Bags packed with matching 
casual clothes and extra 35mm film, 
middle-aged businessmen begin the 
week-long, US$200 guided tour of 
sight-seeing and shopping. 

Long and difficult journeys make 
pilgrimages worthwhile, but the ar- 
duous trek to Mt Paektu also makes 
more poignant the tragedy of the 
Korean people. “There’s a black 
cloud hanging over Paektu," says 
one pilgrim from South Korea, who 
calls himself Dr Kim. ^We must travel 
through China to see the mountain of all 
the Koreans. Mt Paektu may only be a cou- 
ple hours' flight from Seoul, but it feels so 
far away. What's more, we see only one 
side of the mountain — we cannot enter 
North Korea." 

But separation is only half the story. 
Since 1988 when China and South Korea 
opened their doors to tourism and family 
visits, Mt Paektu has helped bring long- 
divided Chosen (ethnic Koreans living in 
China) and South Koreans together. Con- 
tact is still slim between the Chosen and the 
tourists chauffeured through the area, but 
not all South Koreans belong to the 
karaoke set. Many are low-budget travel- 
lers who come to Yunbyun, the Korean 
Autonomous Prefecture of Jilin province 
nestled between North Korea and the So- 
viet Union, to be united with relatives for 
the first time in nearly 50 years. 
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Although Yunbyun was historically 
part of Korea, most of the Chosen living 
there now are the descendants of refugees 
who left Korea in the early 1940s. The pre- 
fecture is home to some 19 minorities, but 
Chosen make up about 40% of the nearly 2 
million inhabitants. When the Japanese 
war effort put a tighter squeeze on the al- 
ready suffering Korean people, large num- 
bers of peasants set out for China. It was 
the land of opportunity and, in the Japan- 





ese scheme of autarchy, they held a privi- 
leged position over the native Chinese in 
Manchuria. 

The price of a better life was leaving 
their families behind in Korea. After World 
War II, the China-Korea border was closed, 
and what was probably meant to be a tem- 
porary excursion turned out to be almost 
half a century of strict separation. For Ko- 
reans who often rely on family ties for a 
sense of identity, this separation has been a 
sad, bitter legacy of the Cold War. 

A teacher named Kim was one of those 
caught in the shuffle of big power politics. 
Born in Korea in the early 1940s, he was 
still a toddler when his mother took him to 
China. Near the end of the war, his mother 
and baby sister returned to Korea for fam- 
ily business. They were in Korea when the 
border was cut off, leaving Kim orphaned, 
isolated from both his mother and mother- 
land. “I was raised by the Chinese Com- 
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munist Party,” he says, smiling broadly. 

For those who still have family in South 
Korea, the years since 1988 have often been 
marked by dramatic reunions. Cho 
Kyongsok, for instance, says meeting her 
family in Seoul was like a dream. “I'd 
never laid eyes on them before, but from 
the moment I saw them it seemed like we 
had always known each other, that they 
were old friends. I cried and cried. Of 
course, it took a while to catch up on lost 
time. Next year a few of them are 
coming to see me in Yanji." 

Some reunions are a little more 
circuitous. "We were lucky," ex- 
plains a man named Cui. "My sister 
has been working in Hawaii since 
the early 1980s. At that time, it was 
still impossible for us to contact our 
relatives in South Korea, but my sis- 
ter could since she was in America. 
They made arrangements for our 
mother to go to Korea in 1986, and 
now it's my turn. I had to wait a 
few years until my sons were 
older." 

But the Chosen with family in 
North Korea, such as Park, a retired 
translator, have no stirring tales of 
reunion. "It's a miracle she's still 
alive," he says of his 81-year-old 
mother. "There's nothing I'd like 
more than to see her again, but for 
her safety and that of our relatives 
in Yunbyun, I don't dare try to con- 
tact her; I've heard of North Korean 
agents in China taking people away in the 
middle of the night. How can I put them at 
risk like that?" 

Pragmatics aside, both the Chosen and 
South Koreans in Yunbyun readily claim 
that, no matter what ideological lines may 
divide them, Koreans in the three coun- 
tries share one heart. But despite a com- 
mon culture and language, the glue of 
emotional affinity stretches only so far. 
Forty-five years of living and being edu- 
cated under political systems antagonistic 
to each other have predictably resulted in 
sharp differences in outlook. 

"Through my job Гуе met and made 
friends with quite a few South Koreans. 
But in general I don't think they really un- 
derstand us," says a young Chosen woman, 
Lee Buyong. "Some Koreans look down on 
us, complaining that our food, houses, and 
roads are no good. They see only those 
things they need from us, like accom- 
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modation and transportation, but they're 
blind to other things like our industry and 
schools. They miss a lot by just seeing what 
they want to see." 

This type of selective vision is most 
clearly expressed by South Koreans at the 
unofficial embassy in Peking. For policy- 
making purposes, South Korea recognises 
only the Chosen's Chinese passports. "We'd 
like to help the Chosen as economic circum- 
stances become more favourable, but right 
now there is nothing we can do for them. 
China has 55 minorities; the Cliosen are 
only one of these. How can we tailor our 
policy to suit such a small number? Of 





China, both Koreas, Japan, and the West; 
dusty streets are lined with thriving res- 
taurants. 

Yunbyun University, founded in 1950, 
has expanded to include medical, engineer- 
ing, agricultural, and teaching colleges; 
professor and student exchanges with 
South Korea are frequent. Several Korean- 
language radio and television stations and 
newspapers serve Yunbyun, making the 
media, outdoor signs, and most of the 
population bilingual. Minority status enti- 
tles Chosen families to two children, many 
of whom attend Chosen schools. 

Furthermore, as South Korea manoeu- 


Refugees during the Korean War; many wound up in Yunbyun. 


course, we feel an affinity towards them, 
but they are Chinese now," explains one 
official. 

It is precisely this ambiguity which un- 
derpins the Chosen’s unique cultural iden- 
tity. A young woman couched the quan- 
dary in family terms: "If your father and 
mother were too poor to raise you and 
gave you away to someone else who could 
provide for you, who would you call your 
parents?" China is home to the Chosen — 
the land that raised them and made them 
grow up strong — but they have not for- 
gotten their Korean roots. 

For many middle-aged South Koreans, 
Yunbyun is reminiscent of their homeland 
30 or 40 years ago. Karaoke and under- 
ground shopping malls may throw a 
wrench in the time-warp sensation, but 
Yunbyun's sleepy villages arranged along 
traditional Korean lines have a familiar, al- 
most atavistic feel about them for many 
South Korean tourists. 

But Yunbyun is far from a stray mum- 
mified Korean province or a living heri- 
tage theme park. Infrastructure may be 
lacking by South Korean standards, but 
compared to other predominantly rural 
areas in China, it does well. Huge markets 
sell an enormous variety of goods made in 
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vres to expand its sphere of influence in 
China, enterprising Chosen are capitalising 
on their bicultural upbringing. Chaebol 
such as Lucky-Goldstar are taking advan- 
tage of the Cliosen's ready-made connec- 
tions by employing them as company rep- 
resentatives in China’s large coastal cities, 
in Manchuria and in Shandong province. 

Another mark of the Chosen communi- 
ty’s strength are the two churches, one 
Catholic and one Protestant, which serve 
Yunbyun’s capital, Yanji. Korean is the lan- 
guage of worship, and the Catholic church 
has contacts with those in South Korea; 
tour groups of Korean Catholics who come 
to Yunbyun to see Mt Paektu drop in for 
mid-day mass. Both churches have seen 
membership double since 1978 to about 
700 for the Catholic and 2,000 for the Prot- 
estant church — most of whom are women 
—and have moved into much larger, well- 
equipped facilities, 

Much to the Chosen's chagrin, religious 
freedom is not matched by the freedom to 
travel since visiting either Korea requires 
having relatives there. Chosen who have 
been to North Korea tell tales of extreme 
poverty punctuated with sighs. “It’s terri- 
ble. Nothing to eat, nothing to wear. The 
military starves the people,” says Old 
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Nam. Some take food and supplies t 
North Korea to give to relatives and to sell 
but with cash hard to come by in Nort 
Korea it’s not a very profitable undertak 
ing. 

Another resident has an even dimme 
view: "I've heard of North Koreans tryin; 
to defect to China by swimming across thi 
river or Heavenly Lake at Paektu, but 
don’t think many people there can ever 
conceive of living somewhere else. Thi 
communist party is too powerful.” 

According to many Chosen, some visit 
ing North Koreans see Yunbyun as a para 
dise. One North Korean couple given per 
mission to open a restaurant in Yunbyur 
was soon repatriated by North Korea 
“They were such nice people,” remember: 
one woman. “Their business didn’t do toc 
well, but when they were forced to leave 
China they were very unhappy. They 
didn't want to go." 

Perhaps most telling of the relative 
prosperity of this minority prefecture i: 
that Chinese workers and women from 
other minorities flock to Yunbyun to earn 
money. Construction workers do the la- 
bour many Chosen would prefer not to dc 
while the minority women eke out a living 
selling jewellery on the streets. Another sig- 
nificant addition to the local economy are 
the luxury hotels and art and jewellery 
stores which have sprung up in recent 
years to cater for tourists; outdoor speak- 
ers blaring South Korean music to lure 
shoppers inside give the place a slightly 
surreal atmosphere. 

Success has not been limited to econom- 
ics. Smooth social relations with the Han 
Chinese who account for over half of the 
population are an invaluable asset. "We 
eat, work, talk, joke together. There's no 
problem," says a Chinese hotel attendant. 
Intermarriage is on the rise but still uncom- 
mon. The more traditional Chosen describe 
such marriages in terms of a family death 
because one's name, and hence those of 
one's descendants, are permanently 
stricken from the family geneology. 

Like Yunbyun's newfound prosperity, 
harmonious Chosen-Han relations have not 
always been the case. "During the Cultural 
Revolution, my parents were often chased 
by Chinese on their way home from work," 
recalls a young woman. Resentment to- 
wards the Koreans who had marched into 
Manchuria as conquerors 30 years before 
sometimes spilled over into open hostili- 
ties. 

Like many other minorities, young Cho- 
sen living elsewhere in China tend to 
quickly assimilate with the Han po- 
pulation. In Yunbyun, however, good rela- 
tions do not necessarily spell cultural ex- 
tinction. Resting on his bicycle and staring 
out at the silent river before him, a Chosen 
from Yunbyun smiles proudly and says: 
"The Chinese can't change us. We're too 
strong." в 
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Keeping up with the Zhangs 





21st Century Management: 
Keeping Ahead Of The 
Japanese & Chinese 

by Dan Waters. Prentice Hall, 
Singapore. US$12.95. 


Retired Hongkong civil 
servant Dan Waters takes a 
look at the contributions of 
Asian management to suc- 
cessful Asian businesses in 
this light-hearted and read- 
able book. 

The most successful busi- 
ness groups in Asia are un- 
doubtedly run by the Japan- 
ese, whose unique management style has 
already been the subject of much literature. 
Waters draws on existing material and 
conventional wisdom on Japanese and 
Chinese management methods to explain 
the rapid expansion of Asian business at 
the expense of the West. Waters is con- 
cerned that the individualism and aggres- 
sion that typify Western management, 
though engendering creativity, will not 
withstand the onslaught of tight-knit Japa- 
nese firms. 

The West is on the defensive, unable to 
match the fast growth rates of the East. 
Waters suggests that a major reason for 
the lag in British industry, for example, is 
the lack of team spirit and a sense of loy- 
alty to the company. By contrast, East 
Asian firms show a long-term commitment 
to both their employees and customers. 

But how Chinese-style management — 
described as resilient, adventurous and 
autocratic — contributes to business suc- 
cess is less clear. For the same ingredients 
have also resulted in many family-run 
Chinese firms failing. Chinese-style man- 
agement as described in this book refers 
largely to Overseas Chinese who have 
chalked up a growing array of global chain 
businesses in recent years. 

The author is obviously fascinated with 
the Chinese word for “crisis,” which is 
composed of the ideograms for “danger” 
and “opportunity.” Waters uses this as 
the book's logo, though he does not ex- 
plain what form crisis management should 
take. 

In the end, Waters finds that many East 
Asian business methods are borrowed 
from Western textbooks and adapted to 
local conditions with a good dollop of 
old-fashioned common sense. This sug- 
gests that foundering Western managers 
should return to their own textbooks for 
answers to their problems. 

As to the winning formula for the com- 
ing century, as the title promises, Waters 
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has few insights to offer be- 
yond exhortations to learn 
from the East and a warning 
about China's growing eco- 
nomic might. 

The book is organised 
into short chapters — some 
amounting to only one page 
— presumably out of con- 
sideration for the short at- 
tention span of busy execu- 
tives. Those who are pressed 
for time need only scan the 
neat tables which capture 
the gist of the book. 

W Elizabeth Cheng 





Cloves, clout 
and consortia 


Business and Politics in Indonesia 
by Andrew MacIntyre. Allen & Unwin, 
Sydney. A$24.95 (US$19.95). 


After sifting through his research into 
Indonesian business associations, author 
Andrew MacIntyre draws the logical con- 
clusion that, as the nation’s private sector 
broadens and strengthens, the “business 
lobby” will have a greater influence on 
government policy. 

In so doing, MacIntyre, who teaches at 
Griffith University, distances himself from 
the bulk of Indonesian analysts who tend 
to view business (and most businessmen) 
as marginal to the policymaking process. 

Most analysts concede that some Indo- 
nesian businessmen can and do influence 
policy — indeed, it's a regular occurrence. 
But this type of influence tends to be per- 
sonalised and limited to a specific, corpo- 
rate objective — an import licence here, a 





Holding court in Java. 
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trade monopoly there. 

This sort of relationship between gov- 
ernment and business — “patron-client” in 
the jargon — has a colourful history in In- 
donesia but it is not the main object of Mac- 
Intyre's interest. 

Through three well-researched studies 
of the textile, pharmaceutical and insurance 
industries, MacIntyre spots a new type of 
business influence emerging, one that de- 
rives from industry and business associa- 
tions, not companies or individual busi- 
nessmen, an influence that targets policies, 
not specific decisions. In short, MacIntyre 
predicts the coming of a Western-style 
business lobby in Indonesia. 

Drawing on fieldwork carried out in 
1986 and 1987, the author shows in who- 
dunit style how a group of textile 
spinners cooperatively defeated a govern- 
ment plan to appoint a monopoly that 
would have supplied raw materials to the 
industry. MacIntyre adds to the evidence 
by describing how an association of phar- 
maceutical companies thwarted govern- 
ment efforts to impose price controls on 
drugs. 

The third example, in which insurance 
companies lobbied the government to in- 
troduce a new insurance law, is less con- 
vincing. Although the insurance industry 
was substantially deregulated in December 
1988, the long-promised insurance law has 
yet to materialise. 

Developments in Indonesia after 1987 
should have lent further impetus to the 
book's thesis. Since then, the government 
has gone a long way towards deregulating 
the economy and promoting the private 
sector. In this climate, business ought to 
find more and more government doors 
swinging open. 

But it hasn’t worked out that way. 
While the private sector has boomed, 
policy-setting remains firmly in the hands 
of the bureaucracy, patron-client relation- 
ships flourish, and business associations — 
with a few notable exceptions — continue 
to languish in a political wilderness. 

In areas that Indonesia’s economic 
“technocrats” have attacked with the 
greatest deregulatory zeal, the voice of 
business has grown louder. Bankers, bro- 
kers, even venture capitalists admit that the 
government pays attention to industry 
concerns. The association of automotive 
parts suppliers and the federation of ma- 
chinery industries also have useful links 
with relevant government ministries. 

Why are these the exceptions? The 
simple answer is that Indonesian business 
affairs have changed less over the past four 
years than it may appear. The more com- 
plex, longer answer breaks down into three 


Firstly, “business” as an occupation and 
livelihood lacks ideological legitimacy in 
Indonesia, although this is changing. Capi- 
talism, free markets and the profit motive 
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are considered by many in and out of gov- 
ernment to be undesirable and somehow 
impure goals. Thus many Indonesian 
businessmen, though no strangers to the 
profit motive, shy away from publicly 
plugging the businessman's credo. 

A second explanation concerns the role 
of ethnic Chinese businessmen in Indone- 
sia. Indonesia’s private sector, the source 
of most active business associations, is 
dominated by Indonesian-Chinese busi- 
nessmen, a fact which generates consider- 
able resentment from indigenous, or 
pribumi, businessmen. 

Faced with this resentment and a bu- 
reaucracy wholly staffed with pribumis, 
Chinese businessmen have long since 
adopted a low profile. It is no accident that 
the success of the Chinese-controlled textile 
spinners association was due largely to the 
active role played by Aminuddin, the as- 
sociation's chairman, a pribumi. 

Thirdly, despite the real gains notched 
by Indonesia's economic reformers since 
1987, the business environment is a far cry 
from a level playing field. Influential busi- 
nessmen with privileged links to the gov- 
ernment elite continue, in most cases, to 
have more power to affect official policy 
than industry associations without such 
connections. 

One example is Bob Hasan, a timber 
tycoon with links to President Suharto that 
date back to the 1950s. Hasan, an Indone- 
sian-Chinese who chairs several wood 
products associations, has a significant 
voice in influencing official policy regard- 
ing the forestry sector. But most analysts 
would say his clout is personal rather than 
industry-related. 

Recent changes in the clove cigarette 
industry also illustrate the obstacles facing 
business associations. Manufacturers of 
clove cigarettes, or kreteks, dump more than 
US$1 billion into the treasury each year in 
excise taxes and employ more than 1 mil- 
lion Indonesians. Not surprisingly, Gappri, 
the cigarette manufacturers association, is 
viewed as one of Indonesia's most power- 
ful industry organisations. 

In 1990 Gappri battled a private con- 
sortium that sought to monopolise the 
trade of cloves, the key ingredient in kreteks. 
The private consortium, led by President 
Suharto's youngest son Tommy, secured 
its monopoly in January, notwithstanding 
Gappri's claims that higher clove prices 
would jeopardise jobs and the govern- 
ment's tax revenue. 

To some extent, Indonesian business 
associations must compete with existing 
and future patron-client relationships in 
the search for influence. And until de- 

lation and economic reform take fur- 
ther hold in Indonesia, the contest will re- 
main tilted against the associations. 

None of this disproves MacIntyre's 
thesis. The author's descriptions of the 
tactics used by textile spinners and phar- 
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maceutical firms to influence government 
decisions provide excellent models for 
other industry associations. 

Furthermore, the trend highlighted by 
MacIntyre is real; he simply squeezes too 
many conclusions from his examples and 
downplays the hurdles still to be over- 
come. m Adam Schwarz 


Slices of life 


Monkey Brain Sushi: New Sushi: New Tastes in 
Japanese Fiction, edited by Alfred Birnbaum. 
Kodansha, Tokyo and New York. US$18. 95. 


A housewife finds solace in the music 
of Elvis Presley, while a schoolteacher finds 
God in a shopping mall. Women truckers 
discover domestic bliss and ambisexual 
androids succumb to true love. 

This is Japan of the present and the 
future, if the young writers in Monkey 
Brain Sushi will have their way. The an- 
thology brings together 11 writers aged 25 
to 42 whose works are as diverse and 
unconventional as the themes they treat. 
Sex, gender reversal, 
technotronics and urban 
boredom that borders on 
angst are themes that recur 
frequently in these stories. 
Published in popular maga- 
zines rather than literary 
journals, most of the stories 
rely on shock as well as sat- 
ire, taking pot-shots at the 
absurdities of daily life in Ja- 
pan as well as the intellect- 
ual pretensions of academic 
and mainstream literature. 
Using the fractured, una- 
dorned language of the mass 
media, they upset pre-con- 








' ceived notions and turn the structure of 


story-telling inside out. 

No paradigms of elegant poetry or the 
subtlety most readers associate with Ja- 
panese fiction, the stories here must have 
been selected according to a single crite- 
rion: are they worth reading at all? 

An affinity for popular symbols seems 
to ensure that. The writers in this antho- 
logy grew up in the 1970s and 1980s, and 
their language borrows prodigiously from 
America: baseball, Hollywood, television, 
pop music, even the fiction of Raymond 
Carver and Jay McInerney. In Haruki 
Murakami's “Tv People,” strange creatures 
barge into a crumbling marriage to build 
an airplane. In "Sproing" Eri Makino 
painstakingly records the ennui of a 
housewife and her salvation by Elvis. 
"Christopher Columbus  Discovers 
America," an excerpt from a novel by 
Gen'ichiro Takahashi, peeks into life in the 
American naval base town of Yokohama. 
In "Mazelife," Kyoji Kobayashi conjures up 
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a minotaur of conspicuous consumption, 
and in Masahiko Shimada's "Momotaro in 
a Capsule," the popular legend's Peach 
Boy is transmogrified into a rebel without 
a cause. The preoccupations of the young 
are inevitably parodied here: Yoshinori 
Shimizu addresses the widespread obses- 
sion with getting into good universities. 
Amy Yamada’s hyper-feminist tale brings 
new meaning to the idea of sexual subser- 
vience with her graphic description of 
sado-masochism, while Osamu Hashimoto 
paints a surprisingly tender lesbian rela- 
tionship. The collection ends with science 
fiction and video culture: Mariko Ohara's 
“Girl” is a story of gender-bender robots, 
while Masato Takeno's “The Yamada Di- 
ary” is about a student plagued by a video 
depicting a life “more normal than every- 
day life.” 

The syntax is idiosyncratic and the pace 
breakneck. Indeed, the most interesting 
story here is the least conventional: Michic 
Hisauchi's manga cartoon "Japan's Junglest 
Day." The manga opens with an excruciat- 
ing monologue on existence and reality 
which is interrupted by a visitation from 
an intergalactic social worker, and ends 
with a revelation of passion- 
ate betrayals. 

Despite the graphic de- 
scriptions and straightfor- 
ward language, the stories 
are surprisingly oblique 
about their writers' underly- 
ing (or unconscious) con- 
cerns: Is technology taking 
over our minds? Is this life 
worth all the trouble? 

Editor Alfred Birnbaum 
says the stories bear little re- 
semblance to the works o! 
earlier writers: Kawabata 
Tanizaki, Mishima, etc. Sur 
prisingly, Mishima’s com: 
ments about the youth of his day — theii 
superficiality, foppishness and boredom — 
fit these young writers disconcertingly 
well. But where Mishima thought of this a: 
a matter of grave concern, the writers here 
consider it a matter of course. 

Helpful notes at the end of each story 
may spark greater interest in the works o! 
these young, prolific writers. The titles o: 
their other works are particularly intrigu- 
ing. More polished translations and carefu 
editing could have been of help, too; the 
translators shouldn't be afraid to check 
their dictionaries once in a while. 

Monkey Brain Sushi often walks the 
tightrope between art and kitsch, whict 
may explain why these stories have beer 
received ambivalently in Japan. A few o 
them contain some nearly poetic lines, sucl 
as Ohara's “If the darkness is deep enough 
even the briefest light leaves a brillian 
afterglow.” On the other hand, some of thi 
stories seem at most puerile, but we al 
have to start somewhere. ш Eric Gamalind: 
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Economic slowdown poses first hurdle for new Japanese premier 


Test for Miyazawa 





By Anthony Rowley in Tokyo 
Keynesian by conviction, Japan's 
new prime minister-elect, Kiichi 
Miyazawa, is expected to give 
priority during his early days in 
office to the fiscal stimulation of the coun- 
try's flagging economy. But there are 
doubts over whether Miyazawa's expan- 
sionist policies can stave off recession even 
if he can implement them against political 
and bureaucratic opposition. 

Miyazawa and his new finance minis- 
ter — as yet unnamed — face formidable 
battles to persuade the powerful and con- 
servative Ministry of Finance (MOF) to 
prime the fiscal pump, and to induce the 
Bank of Japan (BOJ) to ease monetary 
policy another notch or two. Past experi- 
ence in Japan does not suggest the kind of 
easy or rapid solutions needed now. 

The economy is the most urgent issue 
confronting Miyazawa, who became presi- 
dent of the ruling Liberal Democratic Party 
(LDP), and thus prime minister-elect, on 27 
October. 

After five years of record expansion, 
during which real GNP growth has aver- 
aged almost 6% annually (the equivalent 
of adding one new South Korean economy 
à year), activity is not only slowing but is 
also diverting into politically dangerous 
territory. 

The domestic economy is braking 
sharply under the impact of a tighter 
monetary environment, designed to bring 
asset inflation under control. In the current 
fiscal year, ending next March, the domes- 
tic economy will grow by less than 4%; 
growth the following year could be even 
less. 

As Japanese companies turn their atten- 
tion to export markets, meanwhile, the ex- 
ternal-sector surplus is growing to the 
point where Japan faces new Super 301- 
type legislation from the US and possible 
curbs in Europe, too. 

Other dimensions of the economic di- 
lemmas awaiting Miyazawa are: 
> A sharp decline in corporate earnings, 
coupled with massive refinancing obliga- 
tions and costlier capital. 
> A stockmarket and financial system that 
may buckle under any further collapse of 
sentiment (which would also have damag- 
ing knock-on effects for the banks). 

P Public-sector and current-account sur- 
pluses which must be redeployed to head 





off recession at home and to deflect criti- 
cism of Japan overseas. 

» Policy differences that have set the MOF 
and BOJ at each other's throats several times 
over the past five years and may re-ignite. 

Unlike outgoing Prime Minister Toshiki 
Kaifu, who failed to mediate effectively in 
the MOF and BO/'s public quarrel two years 
ago over monetary policy, Miyazawa is 
likely to come down firmly in favour of 
fiscal stimulation. 

The 72-year-old veteran began his po- 
litical career in the 1960s as private secre- 
tary to prime minister Hayato Ikeda, who 
pursued a policy of doubling national in- 
come in a decade. Miyazawa's expansion- 
ist leanings hark back to this golden era. 
But critics charge that when he served as 
finance minister in the second half of the 
1980s, Miyazawa failed to persuade even 
his own ministry of the need for expansion 
to revive what was then a rapidly slowing 
economy. Instead, they say, he joined the 
chorus for monetary easing — which over 
three years fuelled the great inflation in 
Japan's land and stock values. 

Although Miyazawa's defenders claim 
that monetary policy had to be eased in 
1986 to brake the "unstoppable" yen, and 
point out that he pushed through a major 
fiscal package the following year, doubts 
are growing as to whether he possesses the 


political strength of his intellectual convic- 
tions. 

Time is not on his side. The LDP does 
not have a majority in the upper house of 
parliament and opposition parties can 
block financial legislation for up to 60 days. 
They will probably try to do so, given that 
upper-house elections are due next May. 

Thus, even if Miyazawa is able to win 
support for fiscal expansion from the LDP's 
powerful Takeshita faction (which is con- 
cerned above all with price stabilisation), 
he will have a hard time enacting a major 
supplementary budget by the end of the 
fiscal year. This means that real fiscal 
stimulus may be delayed until well into 
calendar 1992 — yet scarcely a week now 
passes without further statistical evidence 
of Japan's slowdown. 

Private investment, which has ac- 
counted for around two thirds of Japan's 
economic growth during the current 
“Heisei” boom, is slackening fast. Kenneth 
Courtis of DB Capital Markets predicts that 
annual investment growth in manufactur- 
ing will tumble from double digits to 8.1% 
this fiscal year; the annualised rate has 
been only 2.8% in recent months. 

Meanwhile consumer spending, which 
represents nearly 60% of GNP, continues to 
drop. Japan’s biggest consumer-electronics 
firms, as well as its auto makers, have re- 


Agenda for the incoming prime minister 
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ported reduced sales both at home and 
abroad. With overtime reducing in indus- 
try, consumer spending is likely to fall 
further. 

Japan's surging trade and current-ac- 
count surpluses are giving a useful boost to 
growth. But as the external sector repre- 
sents less than 20% of Japan's GNP, the 
country cannot export its way out of a 
slowdown without causing new friction 
with major trading partners. 

Already the trade surplus for the first 
nine months of calendar 1991 exceeds the 
total for all of 1990. The September surplus, 
at US$9.8 billion, was the highest monthly 
figure ever recorded. By year-end, the sur- 
plus is likely to be around US$75 billion, 
with some analysts suggesting it could 
reach US$100 billion next year. They pre- 
dict a 1992 current-account surplus of 
US$70 billion. 

While Japanese officials point out that 
the current-account surplus, at around 2% 
of GNP, is only half what it was in relative 
terms in 1986-87, this is unlikely to placate 
trade lobbies overseas. 

Asia has particular reason to worry 
about these burgeoning surpluses. Japan's 
trade with Hongkong, Singapore, South 
Korea and Taiwan alone now surpasses 
that with the EC. Much of this reflects sales 
of Japanese capital goods, but Asia is ab- 
sorbing a growing proportion of Japan's 
consumer-goods exports. 

If Miyazawa is to defuse this timebomb, 
he must rekindle domestic demand. This 
time, the option of easy money is not avail- 
able — though Miyazawa has suggested 
that interest rates will need to be eased 
further if the economy is to pull out of its 
current "bad shape." 

This appears to set the scene for a new 
scrap between BOJ governor Yasushi Mieno 
and his political bosses — Miyazawa and 
the next finance minister. (This is likely to 
be Michio Watanabe, who held the post in 
1986-87, or Sutomo Hata, an agriculture 

who is not so well versed in finance 
as Watanabe.) 

Mieno has enjoyed supremo status un- 
der the pliant regime of Kaifu and former 
finance minister Ryutaro Hashimoto, 
whose effective neutralisation by the MOF's 
involvement in financial scandals culmi- 
nated in his recent resignation. But with 
political forces now reactivated at the top, 
Mieno's tight-money policies will no longer 
pass by default. 

The central bank is holding off from 
further lowering its official discount rate 
(ODR) — to below the current 5.5% — de- 
spite a clamour from politicians, business- 
men and some government ministries. It 
has cut bank reserve requirements and en- 
gineered market rates lower, but is thought 
to be set against letting the ODR go more 
than half a point lower while land prices 
stubbornly resist deflation. 

However tempted Miyazawa and his 
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cabinet colleagues may be to push interest 
rates lower, they also know that they 
would risk pushing the yen lower, too — 
thereby giving another twist to the screw 
which is boosting Japan's exports while 
discouraging imports. 

Former BOJ governor Yoshio Suzuki, 
now chief counsellor at Nomura Research 
Institute, believes the cabinet will therefore 
opt for fiscal stimulation, probably in the 
form of a 1096 increase in public construc- 
tion spending in 1992-93. 

This implies increased spending of 
roughly Y650 billion (US$5 billion), based 
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Going for 
broke 


By Mark Clifford in Seoul 

Earlier this year, the outlook seemed 
bright for South Korean securities 
houses. They expected to be riding high 
next January, when the Korea Stock 
Exchange (KSE) is opened to foreign in- 
vestors. Yet now they are mired in a 
slump with little sign of recovery. 

The КѕЕ'5 25 brokerages turned in a 
combined loss of Won 165 billion 
(US$220 million) in the first half of the 
fiscal year ending on 31 March 1992. 
“We are very concerned about the bad 
situation of broker-dealers,” says Ahn 
Moon Taek, assistant governor of the 
Securities Supervisory Board. He be- 
lieves many large brokerages are likely 
to show substantial full-year losses. 

In recent years, the brokerages have 
been fattened on cheap capital without 
a corresponding jump in business 
savvy. Now, with the KSE in a slump, 
there are simply too many of them 








More people, big losses 
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on the budget for this fiscal year. While 
this needs to be measured against private- 
sector capital spending that has averaged 
¥87 trillion annually over the past three 
fiscal years, rising about 10% annually, the 

“multiplier” effect of public projects on 
private-sector activity is quite large. Suzuki 
argues that such a boost would have a 
more immediate impact on the economy 
than any easing of monetary policy. 

According to Salomon Brothers in To- 
kyo, Japan's ministries of construction, 
transport and agriculture are already 
studying a speed-up of capital outlays. 


chasing too few trades. Because of high 
interest rates in the first half of the cur- 
rent fiscal year the securities houses had 
a loss of Won 351.7 billion from their 
bond-underwriting operations. 

The brokerages typically underwrite 
bonds at a heavy loss in order to raise 
funds cheaply for favoured customers. 
In turn, they rely heavily on commis- 
sions from share trading to make up the 
underwriting losses. But in order for the 
securities houses to break even on com- 
missions, the KSE's daily trading vol- 
ume must average 15 million shares, 
according to Ahn. This year, the KSE’s 
daily volume has averaged only 13.9 
million shares. Volume, however, may 
pick up next year when foreigners will 
be able to make direct investments in 
South Korean stocks. 

Operating expenses in the fiscal year 
ended on 31 March nearly quintupled 
to Won 1.9 trillion from Won 400 billion 
four years earlier. Because of strong la- 
bour unions, brokerages are reluctant to 
close offices even though about half 
their branches are not profitable. 

In addition, competition will remain 
tough. Six brokerages were admitted to 
the KSE earlier this year, and four for- 
eign securities houses have been given 
permission to set up branches in Seoul. 

The securities industry managed a 
collective profit of Won 29.6 billion in 
the past fiscal year, down from Won 
632.2 billion the previous year. That is a 
wafer-thin margin on Won 8.1 trillion 
in stockholders' equity. 

To help brokerages, the government 
is considering raising commissions to a 
level more in line with those of other 
stockmarkets in the region. A decision 
is expected before the market is opened 
to foreign investment. 

Commissions were cut to the current 
level of 0.4% in 1988 from a maximum 
of 0.6% as part of a deregulation of the 
KSE. Results from the rate lowering have 
been modest, because commissions on 
the KSE have remained effectively fixed, 
eliminating any price competition 
among brokerages. в 
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These could also be boosted by a supple- 
mentary budget which Miyazawa might 
seek to push through parliament before the 
end of next March. 

The immediate question is how the in- 
creased spending will be financed. Any tax 
increase, such as a rumoured rise in con- 
sumption tax, would be virtual political 
suicide with elections approaching. Despite 
speculation to the contrary, the govern- 
ment is also highly unlikely to revive the 
deficit-covering bond issues which it halted 
in fiscal 1990. 

Instead, it is likely to make extra issues 
of so-called construction bonds. Some ¥5.3 
trillion of these were originally due for is- 
sue in fiscal 1991, though this is likely now 
to be increased by ¥900 billion to repair 
storm damage. A 10% increase in public 
spending would require a proportionately 
larger rise in construction-bond issues be- 
cause the extra spending would have to be 
financed entirely through bonds, whereas 
normally the mix is roughly 50:50 between 


bonds and taxes. 

If the government wishes to avoid a 
dramatic increase in bond debt, which 
might counteract its aim of easing interest 
rates, it could turn to another option. This 
is a secondary budget, known as the fiscal 
investment and loan programme, which is 
financed largely through postal savings 
(these have been swelling fast in recent 
months). 

The MOF often protests that Japan’s cen- 
tral government already has a heavy bur- 
den of public debt. But according to broker 
UBS Phillips & Drew, the ratio of gross 
debt to GNP — around 60% in 1991 — is a 
point or two below the Group of Seven (G- 
7) average, even if it is high by interna- 
tional standards. 

Total government outlays in Japan, 
equivalent to around 30% of GNP, remain 
the lowest among the G-7 nations. More- 
over, the IMF calculates that Japan's central 
government had a surplus equivalent to 
2.8% of GNP in fiscal 1990, compared with 





PHILIPPINES 


Open to offers 


By Rodney Tasker in Manila 


ow that the Philippines has decided 
that the US military must leave the 
country, the commercial future of 
the Subic Bay naval base may be nowhere 
near as rosy as Manila believes. Hopes that 
the US will help to ease the country’s eco- 
nomic pain as it withdraws are likely to 
fall afoul of political and economic factors. 

Since the Philippine Senate on 16 Sep- 
tember failed to ratify an agreement al- 
lowing the US a 10-year extension on its 
military facilities, attitudes in Washington 
have been hardening. “The exceptional 
reservoir of goodwill towards the Philip- 
pines has now been substantially eroded,” 
a US official familiar with the most recent 
US-Philippine negotiations says. 

The Philippine Government in 1990 set 
up a “conversion council,” headed by re- 
spected businessman Delfin Lazaro, vice- 
chairman of Benguet Corp., to evaluate the 
commercial prospects of reverting the US 
military bases — Subic, Clark Air Base and 
smaller facilities in central Luzon — to ci- 
vilian use. 

The future of Clark, a sprawling 4,400- 
ha complex, and of the smaller operations 
is deeply in doubt for the foreseeable future 
because of the devastation caused by the 
volcanic eruption in June of Mt Pinatubo. 

For the US, the prospects for Subic will 
be assessed more on a commercial, rather 
than political, basis. Washington is in no 
mood to be benevolent in terms of turning 
over its three dry docks, five floating cranes 








and other hardware to the Filipinos. 

“Any assumption that there simply will 
be a change in management and that the 
Subic shipyard can be viable based on US 
Navy business is wrong,” the US official 
says. 

The conversion council has drawn up a 
plan to turn the 6,660-ha Subic into a 
maritime-industrial complex with a ship- 
yard and bases for the Philippine air force’s 
15th strike wing and the Philippine navy, 
plus an industrial estate. The bay’s attrac- 
tion as a deep-water harbour sheltered by 
mountains, according to the plan's authors, 
could lead to it becoming a container port. 
It also envisaged that some of the Subic 
area could become an agro-industry and 
fishing complex. 

Under this plan, Subic would take 
shape as such a complex over an 11-year 
period, at a total cost of P90 billion (US$3.3 
billion). The conversion cost would be fi- 
nanced by the sale of prime real estate cur- 
rently occupied by Philippine military 
camps in Manila, which the council calcu- 
lated would generate P98 billion. 

The president of the Philippine Cham- 
ber of Commerce and Industry, Aurelio 
Periquet, says various foreign companies 
have inquired about business opportunities 
in the area, with Taiwan, Japanese and US 
firms to the fore. 

Officials from the Singapore conglom- 
erate Keppel Corp., who visited the Phil- 
ippines in late October as part of a trade 
mission, have expressed interest in partici- 
pating in ship-repair activities. Keppel 
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an average deficit of 1.5% for G-7 as a 
whole. On all these counts, Miyazawa's 
new government will find it difficult to 
resist both domestic and international 
pressure for an increase in public 
spending. 

It will almost certainly avoid drawing 
down on its substantial social-security re- 
serves — unless, as some fear, GNP growth 
turns negative for long enough to signal a 
conventional recession in Japan. Some cur- 
rent expenditures relating to agriculture 
and other sectors may be trimmed to help 
finance extra debt-service costs. 

“If there is no fiscal stimulaton in Japan 
now we shall have continued stagnation in 
the financial markets and a continuation of 
the trade surplus," says Shijuro Ogata, a 
former official of both the Boj and the Ja- 
pan Development Bank. 

Miyazawa will not wish to contemplate 
either possibility. Neither will he want to 
risk renewed asset inflation by easing 
monetary controls too liberally. a 


Philippines Shipyard currently operates at 
a profit two of the largest docks in the Phil- 
ippines, on Cebu Island and in Batangas, 
south of Manila. 

But conversion council chief Lazaro re- 
mains cautious. In a recent speech, he es- 
timated that the conversion funds gener- 
ated by the sale of military land in Manila 
would total no more than P16 billion. 

The conversion council's proposals, he 
added, were difficult to justify financially 
"because of the experience that our ship- 
building and ship-repair companies in the 
Philippines have had in being competitive. 
Our ports are not as busy as those in Sin- 
gapore, Hongkong and Japan. Ships will 
not come to you just for repair — they will 
have themselves repaired in ports they 
normally call on." 

Under an Aquino administration-Sen- 
ate compromise, a plan is emerging to al- 
low the US three years to withdraw from 
Subic, with perhaps one year for the 
“military aspects" to pull out. A new ex- 
ecutive agreement between the US and the 
Philippines has to be negotiated on the is- 
sue. Washington, which is growing in- 
creasingly impatient, is puzzled by the 
framework; if the US navy is forced to pull 
out within a year, there will not be much 
left to withdraw from Subic over the re- 
maining two years. 

Once a decision is made by Washington 
to withdraw, the whole US occupation 
of Subic, with its 7,000 military personnel, 
could be removed in less than a year. And 
once such a decision is made, it will be 
only a matter of months before the with- 
drawal is irreversible, dashing any hope 
among pro-bases Filipinos that a new 
president and Senate elected in May 1992 
could negotiate a new treaty to keep 
them. т 
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Malaysian Government shakes up power utility 


Shock to the system 





By Doug Tsuruoka in Kuala Lumpur 

enaga Nasional, Malaysia’s state- 

owned electricity supplier, is un- 

dergoing a government-ordered 
shake-up following allegations of corrup- 
tion and inefficiency at the utility, sources 
say. Investigations are being held into an 
information leak that resulted in contract 
bids being cancelled, and the government 
has apparently declined to reappoint the 
utility’s top official. 

Observers say the severity of the gov- 
ernment’s reaction indicates it is worried 
by increasing signs that Malaysia may face 
severe power shortages by late next year. 
The government is also thought to be 
anxious to avoid any controversy that may 
damage Tenaga’s planned share flotation, 
expected some time in the next 12 months. 
Any hiccup in Tenaga’s public offer might 
also rebound on the rest of Malaysia's pri- 
vatisation programme. 

The first public hint of the house- 
cleaning came on 21 October, when En- 
ergy, Telecommunications and Posts Min- 
ister Datuk Seri S. Samy Vellu disclosed 
that Tenaga had been told to call off a 
public tender for a computerised billing 
system. Samy Vellu says the suspension 
was ordered after he discovered that 
privileged information about the contract 
had been leaked by a Tenaga official to a 
bidder backed by a large US electronics 
firm. The M$55-100 million (US$20-36 mil- 
lion) tender was for equipment that would 
expedite the billing process for 3 million 
Tenaga customers. 

Sources close to Tenaga say this is the 
third time since 1989 that the utility has 
had to call off the tender. Earlier bids — 
including one involving 1815, a British- 
based supplier, and US-based IBM — were 
cancelled after critics inside the govern- 
ment raised allegations of bid-rigging and 
conflicts of interest. 

The leak which forced the latest cancel- 
lation was uncovered after a series of 
anonymous letters were sent to Samy Vellu 
and other government ministers, including 
Finance Minister Datuk Seri Anwar 
Ibrahim. 

Anwar, not Samy Vellu, now has ulti- 
mate responsibility for Tenaga because the 
Finance Ministry is deemed to be the 
owner of public bodies earmarked for pri- 
vatisation. Anwar confirmed on 22 October 
that he was ordering an investigation into 
the leak. The elite Anti-Corruption Agency 
has now become involved in the probe. 
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It is also Anwar who would have been 
responsible for the apparent decision not 
to extend the contract of Tenaga’s long- 
serving managing director, Datuk Ibak 
Abu Hussin. Despite efforts over recent 
weeks by supporters inside the company 
to have him reappointed, Ibak was ex- 
pected to retire at the end of October, 
though the government has made no for- 
mal announcement on his future. 

A series of controversies have shaken 
Tenaga over the past year. The most seri- 
ous followed claims by a group of Tenaga 
engineers that seven generators which the 
government planned to buy overseas were 
both unnecessary and over-priced (REVIEW, 
14 Feb.’91). The generators, aimed at 
boosting Malaysia's generating capacity by 
nearly 800 MW, were to be bought from 
Asea Brown Boveri (ABB), a Swedish-Swiss 
equipment maker, at a to- 
tal cost of nearly M$1 bil- 
lion. 

In letters sent to senior 
government officials, the 
engineers argued that any 
shortfalls in the nation’s 
electricity supply could be 
remedied by buying less 
expensive generators and 
repairing existing power 
stations. Shoddy repairs 
by a group of politically 
tied consultants, they 
claimed, were the true 
cause of the looming ca- 
pacity shortage. 

The engineers alleged 
that 2,000-MW worth of 
the national grid's roughly 
5,000 MW capacity has 
been put out of action by faulty mainte- 
nance. Average demand in October 1990 
was around 3,000 MW, the engineers 
claimed — indicating that the system was 
capable of meeting existing energy needs if 
it was fully operational. 

Cabinet officials have denied that any 
wrongdoing was involved in the award of 
the turbine contract to ABB. Nor has the 
government publicly accepted the claim 
that poor repairs have hobbled the nation’s 
generating capacity. There does, however, 
appear to be general agreement that Ma- 
laysia faces a power crunch unless urgent 
action is taken. 

Tenaga insiders say the government has 
quietly concluded its own inquiry into the 
ABB affair and is now exploring the idea of 
buying cheaper, off-the-shelf equipment 
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Samy Vellu: leak plugged. 


from other suppliers. Sources say the Fi- 
nance Ministry has called on three foreign 
tenderers to supply emergency equipment 
by January. US-based Stewart Stevenson 
has already received a letter of intent from 
the government and is preparing to supply 
six generators of 30 MW each. 

Other steps are being taken. On 5 Au- 
gust, Samy Vellu announced the formation 
of a special task force to devise emergency 
counter-measures against the projected 
power shortfalls. “There will be blackouts. 
everywhere if we don’t do something ur- 
gently to prevent a shortfall in electricity 
supply,” he warned. 

Minor blackouts and voltage drops are 
already occurring in some parts of the 
country. Tenaga’s power stations at Prai, 
on the island of Penang, and at Port 
Dickson, in Negeri Sembilan, are said to be 
under particular pressure. Most of the in- 
creased load has been caused by foreign 
factory operators — the value of manufac- 
turing projects approved in Malaysia dou- 
bled last year, to M$17.6 billion. 

To help plug the gap, Malaysia has an- 
nounced it will take out two loans of 
M$540 million each from the World Bank 
and the Asian Development Bank. These 
will finance major over- 
hauls at its Pasir Gudang 
plant in Johor and the 
Paka station in Tereng- 
ganu. In July, it also signed 
a M$1.3 billion syndicated 
loan agreement with J. _ 
Henry Schroder Марр & . 
Co. and 12 foreign banks - 
to pay for a new hydro- 
electric plant in Pergau, 
Kelantan. 

The capacity issue is 
also critical to the govern- 
ment's privatisation plans 
for Tenaga. The utility was 
corporatised last year un- 
der a plan which calls for 
it eventually to sell some 
of its shares, as well as all 
its generating plants. Only 
power distribution would remain under its 
control. 

Politics may be playing a role in the 
Tenaga clean-up. Sources close to the gov- 
ernment say the Finance Ministry, Tenaga's 
new overseer, is taking an increasingly 
critical view of the utility's spending and 
tendering practices. This is said to have led 
to heated exchanges between Anwar and 
Samy Vellu at recent cabinet meetings. 

Some observers believe that Anwar, 
who succeeded Daim Zainuddin as finance 
minister in March, is trying to polish his 
image as a fiscal reformer at Samy Vellu's 
expense. The jousting is also helping to fuel 
rumours about a possible cabinet reshuffle 
that could affect the heads of major minis- 
tries — rumours that the government has 
tried to play down. " 
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POLICIES 


Asian governments resist pressure fo cut arms bugdets 


Peace and insecurity 


By Tai Ming Cheung and Jonathan 


E sian nations seem set to resist a 


growing sentiment among the in- 

dustrialised countries in favour of 
worldwide cuts in defence spending. But if 
they resist too hard, poor countries could 
see cuts in the amount of money they re- 
ceive in aid. 

At the IMF’s annual meeting in Bang- 
kok, the fund's managing director, Michel 
Camdessus, suggested that all countries, 
rich and poor, should trim defence spend- 


ing to the current global average of 4.596 of 


e- 


GDP and to allocate the money saved to 
more productive investments. The pro- 
posal was criticised by all but a few Asian 
governments. They say they need to spend 
more on arms, because their neighbours 
are doing so. Outdated weapons need to 
be replaced, they add, territorial disputes 
have to be backed by military muscle and 
the US security umbrella in Asia is 
shrinking. 

Asian nations that release figures cur- 
rently spend an average of 3.1% of GDP on 


. arms, and the trend is upwards. Those that 
P do not report consistently — Afghanistan, 


Burma, North Korea and Vietnam among 
them — would probably raise the average 
substantially. 

According to military analysts, Asia is 
now the fastest growing market for wea- 
pons in the world outside the Middle East. 
Since the early 1980s, real defence spend- 
ing among Asian countries is estimated to 
have increased by at least 4% a year — a 
rate of growth that many analysts believe 
will be maintained in the 1990s, 

essus has made reductions in de- 


- fence spending an article of faith during 


` his travels around Asia since the IMF 
. meeting ended. On 27 October, he chided 


the government of Pakistan for increasing 
arms spending at a time when India had 


_ begun reducing defence outlays. 


Islamabad is regarded as particularly 


. vulnerable to pressure from the IMF and the 


World Bank, because it has a US$20 billion 


foreign debt and a military budget totalling 


7.296 of GDP in 1990. According to official 


. figures, Islamabad’s military budget will 


grow in nominal terms by 12% to US$3.2 
billion this year. This represents 37% of 


. government revenue, while servicing debts 


takes up another 43% of the budget. 

In contrast, India trimmed back its de- 
fence outlays in real terms to Rs 163.5 bil- 
lion (US$6.3 billion) in the year to March 


In defence of developing Asia А 


1992, from Rs 157.5 billion, or 3.2% of GDP, 
the previous year, as part of the govern- 
ment's efforts to curb excessive spending. 
As a result, a number of planned procure- 
ments have been cut, including the acqui- 
sition of a new aircraft carrier. Finance 
Minister Manmohan Singh was one of the 
few senior Asian officials to come out in 
favour of the IMF's arms plan. At last, the 
“longstanding aspiration to convert swords 
into ploughshares does not seem to be a 
mere utopian dream," he said. 

But for all of Camdessus' exhortations, 
the IMF's leverage in the region is likely to 
be limited. Until India began borrowing 
anew in early 1991, IMF disbursements in 
Asia ran at less than US$1 billion annually 
for most of the past decade. Bangladesh, 
India, Laos, the Philippines and Pakistan 
are currently the Asian countries borrow- 
ing from the IMF. 

Further, Camdessus and new World 
Bank president Lewis Preston are relying 
largely on moral suasion to push their 
cause. But the two institutions are slowly 
moving down a path that could eventually 
see them explicitly tie the allocation of fi- 
nance to a cut in arms expenditure. 

Japan is moving in the same direction. 
The Tokyo government stated earlier this 
year that it would take defence spending 
into consideration when deciding how 
much aid to provide in the future. Wash- 
ington is following suit, though for a 
country which spends 5.5% of GDP on 
defence and sells arms to Asia, the rhetoric 
has a hollow ring. US arms sales to Asia 
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will probably rise, despite the end of the 
Cold War, as the Pentagon seeks to get rid 
of surplus military equipment. 

Bilateral donors and the World Bank 
may be able to exert more influence than 
the IMF, particularly among the poorer 
Asian nations. Last year, Japan spent 
US$5.5 billion on aid to the region, while 
total net disbursements by the World Bank 
amounted to US$3.7 billion. In both cases, 


> China would stand to lose the most as it 


appears to spend the highest percentage of 
GDP on defence among the major Asian aid 
recipients. 

China claims that its defence spending 
amounts to 1.7% of GDP, but this does not 
include funding for the research and de- 
velopment of new weapons in its pub- 
lished defence budget. Analysts estimate 
that the country's real defence spending is 
probably around twice that percentage of 
GDP. 

According to figures from the London- 
based International Institute for Strategic 
Studies, North Korea, Pakistan, Burma, Sri 
Lanka, Taiwan and Singapore exceeded the 
IMF guideline. Brunei was also above the 
ceiling in 1985. Others that probably went 
over the 4.5% limit include Afghanistan, 
Cambodia, Laos, Mongolia and Vietnam. 

Misleading information and differing 
interpretations of what constitutes military 
spending also make internationally im- 
posed guidelines difficult to adhere to, 
analysts say. 

Military expenditure is often regarded 
as a form of economic development by 
many Asian governments. Roads and other 
forms of infrastructure are built by the 
army in countries such as China and In- 
donesia and these items are part of the 
civilian budget. 

Moreover, many Asian nations are re- 
luctant to provide detailed information on 
their defence budgets, and those that do 
often hide a sizeable portion of their mili- 
tary spending in other areas of the gov- 
ernment budget. Thai military command- 
ers, for example, have been pressing for 
extra-budgetary funds to help pay for a 
growing shopping list of weapons pur- 
chases. 

As the rapid pace of Thailand's arms 
build-up has begun to outstrip available 
defence funds despite hefty increases in 
defence appropriations — including a 
13.5% rise in defence spending this year to 
Baht 68.7 billion (US$2.7 billion), or 15% of 
government revenue — military chiefs 
have pushed for a special extra-budgetary 
account to cover additional arms buys for 
items such as tanks and a squadron of F16 
fighters from the US. 

But Thailand is not alone. The powerful 
influence of the military in determining 
national priorities in many countries — 
most obviously in Thailand, China, Burma, 
Pakistan, Taiwan and South Korea — leads 
to military needs taking priority over other 
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considerations, including social welfare. 

With more pressing security problems 
and bureaucratic interests at stake, Asian 
military chiefs are unlikely to be swayed 
much by the pressure that Camdessus and 
the multilateral banks can bring to bear. 
Only Cambodia and Vietnam, both of 
which are eager for multilateral funds to 
revive their economies, might see some 
benefit in responding to the initiative. As 
a result of reductions in Soviet aid, Hanoi 
is cutting its military spending. 

At the Bangkok meeting, even Asian fi- 
nance officials — fighting tough budgetary 
battles with the top brass — opposed ex- 
ternal constraints on military spending. On 
Camdessus's 4.5% suggestion, Thai finance 
minister Suthee Singhasaneh said that ^we 
do not believe there exists a golden rule 
that can be applied universally to all coun- 
tries." 

Thailand's view may be coloured by 
what neighbouring Burma is doing. Ran- 
goon's defence budget jumped more than 
three-fold to US$1.06 billion in 1989-90, 
consuming between a third and a half of 
all government revenues. 

Given the pariah status of the State Law 
and Order Restoration Council (SLORC) and 
the fact that most of its arms purchases are 
on barter terms from China and Eastern 
Europe, any international initiative will 
have little clout with the generals in Ran- 
goon. 

Even New Delhi remains committed to 
a military build-up. The nation's defence 
chiefs are pushing hard for more funds to 
pay for a long shopping list of weaponry. 
This includes beginning production of in- 
digenously developed missiles, tanks and 
light fighter aircraft, as well as continuing 
to purchase fighters, warships and other 
arms from abroad. India is the world's 
largest arms importer, though it was 
eclipsed by Saudi Arabia during the Gulf 
War. 

With growing economic prosperity and 





Chinese soldiers in a non-military role. 
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INDUSTRY 


Too light for 
Li Peng 


By Elizabeth Cheng in Hongkong 


Some light-industrial companies are be- 
ing removed from a draft list of elite 
groups chosen by the government to 
spearhead the expansion of Chinese 
business dealings overseas, according to 
businessmen in the Shenzhen special 
economic zone. Being chosen to the list 


has become a sought-after honour for 
companies since it will allow them to 
enjoy a high degree of autonomy in 
managing their financial and foreign- 
trade activities. The plan to grant a spe- 
cial status to 100 enterprises was pro- 
posed at a national conference earlier 
this year. 

The businessmen say the half a 
dozen or so companies mostly from 
southern China have been scratched 
from the list proposed by the State 
Planning Commission and the State 
Commission for Restructuring the 
Economy in favour of heavy-industrial 
enterprises. They say Shenzhen Elec- 
tronics Group and Wanbao Electrical 
Appliance Group are among the com- 


ageing arsenals, almost all of the Asean 
states are in the process of modernising 
their weaponry. And they are in a good 
position to ignore the admonitions of 
Camdessus and others. 

The Malaysian Government in June said 
it would allocate M$6 billion (US$2.2 bil- 
lion), or 11% of government revenue, for 
the armed forces in its 1991-95 develop- 
ment plan, compared to M$1.5 bil- 
lion in the previous plan. 

Most of the funds are intended 
to go towards purchasing weapons 
from Britain under a multi-billion 
dollar memorandum of under- 
standing signed in 1988. This in- 
cludes fighter aircraft, two missile 
corvettes, the construction of sev- 
eral major bases and the possible 
purchase of a couple of submarines. 

Since the early 1970s, Singa- 
pore's defence outlays have been 
pegged to around 6% of its GDP. 
With the economy growing at an 
average of 9.5% for the past several 
years, military expenditures have 
also been steadily growing, reach- 
ing $$3.1 billion (US$1.8 billion) last 
year. 

This has allowed Singapore to 
buy the latest US and European 
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panies hit. The identities of the other 
companies are not known. 

The decision is believed to have been 
made by Premier Li Peng, who wants 
the government to focus more on heavy 
industry, which is generally located in 
northern China. The businessmen say 
heavy-industrial companies were 
added to the list in place of the light- 
industrial enterprises. The government 
has not identified any company yet. 

The selection process, which began 
earlier this year, is not complete, with 
the businessmen estimating that just 60 
companies have been picked. Among 
the prominent companies known to 
have received the government's nod are 
the No. 1 Automotive Factory in 
Changchun in Jilin province and the 
No. 2 Automotive Factory near Wuhan 
in Hubei province. 

Analysts believe the original plan, 
which did not specify that heavy indus- 
try should form the thrust of China's 
overseas drive, was altered as a result 
of the factional struggle being waged 
between communist party hardliners 
and reformists. The debates about 
whether economic reforms should have 
a clear-cut socialist rationale are intensi- 
fying ahead of the important eighth 
party plenum later this year. Major per- 
sonnel reshuffles are expected, which 
could have a bearing on policy direc- 
tions next year. п 





arms, including combat aircraft. 
Singaporean defence planners are aiming 
to continue their arms expansion and mod- 
ernisation with additional purchases over 
the next few years. 

Even the Philippines has begun to pur- 
chase arms again following several years 
during which the armed forces, preoccu- 
pied with internal security problems, could 
hardly afford to maintain its increasingly 
obsolete weapons. 

In August, the Philippine air force or- 
dered five F16 fighters on top of counter- 
insurgency aircraft and light attack jet/ 
trainers. The navy is also planning to ac- 
quire fast patrol boats and corvettes. 

Although defence expenditures in 
Northeast Asia are still expanding, the high 
growth rates of the 1980s seem to be 
slowing. Japan, South Korea and Taiwan 
are beginning to trim back allocations to 
their defence establishments. Japan's de- 
fence spending between 1991-95 is being 
kept at a 3% annual real growth rate com- 
pared to an average 5% yearly increase in 
the 1980s. 

Although South Korea's defence appro- 
priations in 1991 was 10% higher than 1990, 
this represented a decline in real terms of 
2-5%, the first cut in defence spending in 
recent years. w 
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Singapore s phone-charge plan angers users 


Enraged tones 





By N. Е Balakrishnan 


decision by state-owned Singapore 





Telecom, a lucrative postal and 

telephone monopoly, to begin 
charging for local calls from December has 
provoked an unusually high degree of op- 
position from consumers and has thrown 
the spotlight on the telephone provider's 
huge profits. 

The decision to charge for local calls 
was made early last year, but only raised 
an outcry after the general election in Sep- 
tember. One reason cited for a drop in the 
size of the vote won by the governing 
People's Action Party (PAP) was that it had 
not listened to the complaints of poorer 
people who had suffered disproportion- 
ately from increases in government levies. 
The new telephone charges are being 
looked upon as an example of just 
such insensitivity. 

Under the new system being 
proposed by Telecom, local calls, 
which are now free, would be 
charged at a rate of 1.4 S cents (0.8 
US cents) a minute during business 
hours and at half that rate the rest of 
the time. The current annual charges 
of 5$190 for a residential line and 
$$290 for a business line are to be 
reduced to S$100 and 5$150 respec- 
tively. As Telecom points out, most 
of the cost of providing local tele- 
phone services is being met by rev- 
enue from international calls. 

The main reason Telecom has 
given for changing the billing sys- 
tem is that heavy users of the tel- 


ephone are currently being subsidised by 
light users, since both categories pay the 
same annual charge. According to Telecom 
statistics, the top 30% of users account for 
74% of the traffic while the bottom 30% are 
responsible for just 2.2% of all telephone 
calls. It claims that this imbalance will 
worsen as telephone lines are used 
increasingly for non-voice communica- 
tions such as faxes and computer transmis- 
sions. 

Telecom says that the new system will 
neither increase nor decrease its revenue. 
But many consumers believe that the move 
is intended to help improve the finances of 
Telecom in order to ensure its shares fetch 
a high price when they are floated, pro- 
bably some time next year. 

In letters to the local newspapers, peo- 
ple have questioned a Telecom survey of 
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7,640 phone users, which suggests that the 
average business telephone is occupied 
only 27 minutes a day. Many people are 
reported to have asked that, in future, their 
bills should be itemised to show local as 
well as international calls. And others have 
written to the newspapers suggesting that 
young people would start congregating in 
undesirable places such as fast-food joints 
instead of discussing homework over the 
phone. 

Businesses have also voiced their 
disquiet about a possible increase in their 
costs as a result of the changes. One 
stockbroker calculated that his phone bills 
would rise by 30-40% a month under the 
new system. 

In an effort to explain the proposed sys- 
tem, the minister of communications, Mah 
Bow Tan, and the chairman of Singapore 
Telecom, Koh Boon Hwee, have had to 
answer highly critical questions at public 
meetings. In late September, Prime Minis- 
ter Goh Chok Tong appealed to 
Singaporeans not to be “too emotional” 
about the pro charges and said he 
feared their introduction would make the 
government unpopular. “A lot of people 
will be saying, ‘Better don’t talk too long or 
PAP will collect more money.’ So we are 
going to lose a lot of votes over this,” he 
said. 

In response to the criticisms, Goh 
promised that the government is now un- 
dertaking a review of local phone charges 
at an unspecified date and their effect on 
different sections of society. He added that 
a two-tier system may be introduced: one 
for residential users and one for businesses. 
And Mah has said that the new system 
would be scrapped if two thirds of cus- 
tomers do not end up paying less than 
under the current system. 

From a strictly financial point of view, 
there would seem to be no need to improve 
Telecom's performance, for it would be 
hard to imagine a more profitable telecom 
provider. In the year to 31 March 1991, 
Singapore Telecom generated a total sur- 
plus of S$1.1 billion on an operating rev- 
enue of S$2.1 billion. Of the surplus, 
$$828 million came from telecom- 
_ 2 munications operations. In 1990, it 
achieved a rate of return from its 
operating surplus of 36.7% of oper- 
ating income. By comparison, 
Hongkong Telecom's rate of return 
(after taxes and royalties) was 30.8%. 
Local calls are free in Hongkong, 
too. 

This is not the first time 
Telecom's profits have been looked 
at closely. The surpluses of the 
statutory boards, including Tele- 
com's, were strongly criticised in 
1986 when Singapore's economy 
was in recession. A new law passed 
in 1989 stipulated that the boards 
should retain only what is “reason- 
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ably necessary" for capital investment and 
turn over the rest to the government's 
consolidated fund. 

Out of a total surplus of S$1.1 billion 
from operations and investments last fiscal 
year, Telecom paid only $$217 million to 
the consolidated fund. Telecom says that 
out of an accumulated surplus of $$4.9 bil- 
lion from telecommunications operations, 
$$2.4 billion has been earmarked for the 
purchase of fixed assets. For the next five 
years, planned capital expenditure is esti- 
mated at $$3.2 billion, which could be fi- 
nanced from future revenues if the oper- 
ations continue to yield the current rate of 
return. In addition, Telecom had $$3.5 bil- 
lion in fixed deposits at the end of March. 

These figures would appear to belie 
Telecom’s claim that, unless it charges for 
local calls, the annual fees would have to 
rise to pay for the cost of maintaining lines. 

The government will reap handsome 
profits when Telecom is eventually priva- 
tised. Apart from selling part of this entity 
at an attractive price, it would seem logical 
for the government to transfer to its con- 
solidated fund a large part of the surplus 
before floating Telecom. 

Once privatised, Telecom will no longer 
be obliged to transfer to the government 
consolidated fund any of the surpluses it 
accumulates, but as a private entity it will 
then pay the government corporate tax at a 
rate of 32%. And once Telecom is private, 
the government will also be able to charge 
a franchise fee to the company. 

Telecom's flotation will significantly 
widen Singapore's stockmarket, which lost 
about S$50 billion in capitalisation last year 
when Malaysian companies were delisted, 
following a decision by the government in 
Kuala Lumpur to boost share trading in 
Malaysia. The Singapore Government 
plans to follow up the Telecom flotation by 
selling shares in Changi International Air- 
port, the Public Utilities Board and the Port 
of Singapore Authority, all highly profit- 
able entities. a 
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ECONOMIC MONITOR: 


CHINA 


Strong turnaround 


hina’s national output in the first 
nine months of 1991 stood at Rmb 
1.4 trillion (US$252 billion), up 
6.8% over the corresponding pe- 
riod of 1990 and nearly a full percentage 
point ahead of official forecasts. The State 
Statistics Bureau (ssB) hailed the figure as 
conclusive evidence that the slowdown of 
the past 18 months had been reversed. 
Leading the rebound was industrial 
production, which increased at nearly 14% 
to Rmb 17 trillion in the January-Septem- 
ber period. This growth, however, was not 
an unalloyed blessing: much of the in- 
creased industrial output is in unsaleable 
goods which only create backlogs of in- 
ventories. Industrial stockpiles rose by 15% 
to Rmb 200 billion. 
The most over-stuffed warehouses are 
still those of state-run enterprises, espe- 
cially in the consumer sectors, economists 





1989 1990 - .. 1991 
Source: State Statistica! Bureau 


reported. On the books, government facto- 
ries showed a 22% increase in sales and a 
19% rise in pre-tax profits. But analysts 
wondered how much of this was based on 
an unrealistic booking of revenue and de- 
ferrals of losses. 

Inter-corporate arrears stood at Rmb 
200 billion, despite government injections 
of funds to take out problem debt worth 
Rmb 40 billion. With 36% of Chinese com- 
panies avowedly in the red and another 
third or so estimated to be in dire financial 
straits, more state support could be neces- 
sary. 
Yet central bankers and Finance Minis- 
try officials are well aware of the inflation- 
ary dangers of a further expansion of the 
money supply. Although SSB officials pro- 
jected the nationwide inflation rate at a 
relatively manageable 6% or less, the more 
relevant cost-of-living index for China’s 35 
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biggest cities showed an 11% rise in Sep- 
tember on a year-on-year basis. 

Behind the closed doors of a recent 
seminar for international business leaders, 
Chinese officials vowed to close the credit 
tap for unbankable enterprises and rein in 
money supply by early 1992. Timely 
though it would be, such economic rigour 
would have a chilling effect on output, as 
institutional spending slows down. 

Spending by state enterprises on fixed 
assets, which had grown by 22% to Rmb 
177 billion in the first three quarters, can 
now be expected to slow down. Overall 
spending by institutions on “non-produc- 
tive assets" increased by 21% in the first 
half of 1991, while their purchases of 
scarce, rationed commodities increased by 
51%, the government reported. 

State-run firms may face more than 
spending cuts if the oft-repeated official 
rhetoric is to be believed. In an influential 
party journal, a vice minister for economic 
restructuring recently warned yet again 
that a small number of irredeemably sick 
enterprises ^might have to 'die' so that the 
majority of enterprises might be revital- 


Bankruptcy laws already exist, but the 
government baulks at invoking them too 
freely for fear of the social consequences of 
mass sackings. Urban unemployment cur- 
rently stands, officially, at just 2.6%. But it 
could get worse fast. 

Internationally, the export sector re- 
bounded from an unpromising start to 
1991. Early in the year, the government 
slashed export subsidies and foreign-cur- 
rency retention rates offered to exporters. 
As a result, China's monthly trade surplus 
slumped to US$80 million by April, less 
than a tenth of what it had been at the start 
of the year. But it was back up to a more 
normal US$900 million by August, and the 
cumulative surplus for the first eight 
months stood at US$5.6 billion. 

China's two-way trade with the US, its 
third-largest partner, stood at US$8.1 bil- 
lion for the first eight months, 13% higher 
than for the same period last year, with 
exports outpacing imports by seven per- 
centage points, according to Peking's esti- 
mates. The US reckons the trade surplus in 
China's favour will reach US$10 billion this 
year. US regulators continue to hound Chi- 
nese firms about lax copyright enforce- 
ment, quota-busting labelling infractions 
and prison-labour inputs. China seems 
headed for Washington's "Special 301" 
hitlist of unfair traders subject to retalia- 
tory sanctions. m Lincoln Kaye 


“Look after this 
planet, it’s the only 
one we have” 


А personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they’re only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health ofour 
planet, it is the only one we have. 


Write for further information to 


WWF International 
Gland, Switzerland. 
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INDUSTRY 


Jakarta’s cutbacks cloud chemical-industry outlook 


Crack in the pipeline 


By Carl Goldstein in Jakarta 


hen Indonesian planners chose in 
үү to cancel two petro- 

chemical projects, they could not 
have picked a better time to wield the axe. 
International commodity-plastic prices 
were at their lowest point in more than two 
years with no upturn in sight. The move 
meant that factories using imported plas- 
tics and other downstream petrochemical 
products to make shoes, garments, appli- 
ances and a host of other goods would be 
able to continue their heavy reliance on 
imports without undue pain. 

Yet the government's cancellation of 
a US$2.3 billion olefins complex and а 
US$1.3 billion aromatics facility, an- 
nounced on 12 October, is not without cost. 
Among the casualties are some of Indone- 
sia's best-connected conglomerates — such 
as the Salim, Bimantara Citra and Hum- 
puss groups — that are now expected to 
scale back their hopes of becoming verti- 
cally integrated petrochemicals manufac- 
turers. Salim, the country's largest con- 
glomerate, is headed by Lim Sioe Liong, a 
close associate of President Suharto. 
Bimantara and Humpuss are headed by 
two of the president's sons. 

In addition to bruising corporate egos, 
the cancellations highlighted Indonesia's 
failure to leverage its ample oil and natural 
gas reserves into a strong, integrated 
chemical industry. Doing so would dimin- 
ish the country's considerable reliance on 
oil and gas for export earnings. It would 
save on cash now used to purchase chemi- 
cal imports and encourage a more rapid 
development of an indigenous manu- 
facturing capacity. 

The move by technocrats to shelve these 
and other energy-related projects involving 
investments of more than US$30 billion 
was aimed at stemming the rise in Indo- 
nesia's debt burden (see article on page 58). 

In the past several years, intermediate 
and downstream petrochemical capacity 
has risen considerably in Indonesia, much 
of it built as joint ventures between various 
parts of these Indonesian business groups 
and foreign chemical firms. The missing 
link has been the upstream complexes that 
make the key feedstocks for these facilities. 

The cancellation highlights the haphaz- 
ardness and inconsistency that has marked 
the development of Indonesia's petro- 
chemical industry. While Indonesia dithers, 
Malaysia and hydrocarbon-poor South 
Korea are well on the way to becoming 


FAR EASTERN ECONOMIC REVIEW 


major chemical exporters. 

An olefins facility cracks naphtha or 
natural gas feedstocks into ethylene and 
propylene, which in turn may be processed 
into plastic compounds. An aromatics unit 
accounts for the other main branch of the 
petrochemicals family tree. Its chief by- 
products — xylene, toluene and butadiene 
— are the main components for synthetic 
fibres and rubbers. 

The involvement of Bimantara and 
Humpuss in the petrochemical industry 
has also attracted attention because it 
marks a shift in strategy for the groups to 
be holding the high ground in the manu- 
facturing sector. This is particularly true for 
Bimantara, which for several years in the 
mid-1980s enjoyed a monopoly on all 
plastics imports. Bimantara is majority- 
owned by Bambang Trihatmojo, President 
Suharto's second son. 

Bimantara and Salim companies have 
in the past several years built extensive 
downstream-chemical interests. While 
some of the earliest projects were located 
in Gresik in East Java, the more recent de- 
velopments are mainly located in West 
Java on coastal sites between Anyer and 
Merak. Most of the projects involved joint 
ventures with foreign chemical companies 
such as Dow Chemical and Arco Chemi- 
cals of the US, British Petroleum (BP), and 
Idemitsu Petrochemicals and Toyo Menka 
Kaisha of Japan as well as Asahi Glass of 
Japan among others. 

Bimantara's ticket into the big leagues 
of the petrochemical industry was to come 
through its involvement in the Chandra 
Asri olefins project, which is to be sited in 
Anyer. Sponsored by businessman Prajogo 
Pangestu, the major shareholder of the 
Barito Pacific timber and plywood con- 
glomerate, Chandra Asri had supplanted 
an earlier Royal Dutch/Shell Group pro- 
posal to build a smaller olefins project in 
southern Java. 

Bimantara had been an early share- 
holder in that project, but it shifted horses 
midstream in the face of disagreements 
with Shell about how quickly the Indone- 
sian equity share would be increased. 
Bimantara was connected to the Prajogo 
Chandra Asri olefins complex through a 
personal ownership stake for Bambang 
rather than a direct corporate share, though 
there may be little objective distinction be- 
tween the two. 

^We want to follow the path of upward 
integration," says Markus Hartanto, man- 
aging director of Bimantara's chemical in- 
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terests. But he explains that the cancella- 
tion of the olefins complex meant the 
company would have to delay its aim of 
sourcing important chemical feedstocks 
domestically from its own plant rather than 
having to rely on imports. 

One venture that will be immediately 
affected is P. T. Tripolyta, a 160,000-tonne- 
a-year polypropylene plant located adja- 
cent to the site in Anyer on which Prajogo 
still hopes to build the Chandra Asri olefins 
complex. Tripolyta is a 57.5:42.5 joint ven- 
ture between Salim and Bimantara. 

The original plan was to use imported 
propylene feedstock until the plant could 
be tied to supplies from Chandra Asri two 
or three years later. The cancellation of the 
olefins complex meant this period would 
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have to be extended considerably, raising 
new questions about the project’s compe- 
titiveness. Hartanto says trial production 
will start in November. 

A foreign chemical executive who visit- 
ed the site recently points out that the plant 
had yet to receive its first propylene ship- 
ments. This implies that the company may 
have decided to delay the start-up for some 
time. 

Another project that will be affected is 
Bimantara's joint venture with Idemitsu to 
manufacture styrene monomer. This com- 
pound is the main ingredient in polysty- 
rene, used to make styrofoam and other 
materials, and unsaturated polyester resin, 
used to make reinforced fibreglass. The 
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100,000-tonne-a-year plant was to be com- 
pleted by 1992. 

But this venture had also counted on 
being able to shift its feedstock source — in 
this case, ethylene — to domestic supply 
from imports within a year or two of be- 
ginning operations. Ethylene, a gas, is dif- 
ficult to handle and expensive to ship, as it 
requires specially outfitted tankers and re- 
ceiving facilities. Freight costs are US$130- | 
200 a tonne, depending on the distance 
travelled, added onto the standard price of 
US$400-450 a tonne for the ethylene as it 
leaves the plant. 

As a result, the availability of domestic 
ethylene, especially from an adjacent facil- | 
ity linked by a short pipeline, would en- | 
hance the competitiveness of the down- 
stream units to a considerable degree. 

Humpuss, owned by Tommy Suharto, 
the president's youngest son, is relatively 
new to the chemical industry. Established 
in 1984, the company’s current role in the 
business is limited to the distribution of 
purified terephthalic acid (PTA) and 
methanol, used in the manufacture of ferti- 
lisers and glues for the plywood industry. 

The Humpuss chief could not be criti- 
cised for thinking too small: his first at- 
tempt to get into the manufacture of petro- 
chemical products was to sponsor what | 
was then known as P. T. Humpuss Aro- 
matics, a US$916 million project that was 
to be located in Arun at the western tip of 
Sumatra. Foreign partners were to be 
Thyssen A. G. of Germany and M. W. 
Kellogg of the US. 

But problems for the joint venture arose 
when Pertamina refused to guarantee the 
feedstock supply for the facility. Humpuss 
eventually bowed out of direct participa- 
tion in the project, handing the whole pro- 
ject over to state-oil company Pertamina. 
Under the new arrangement, Humpuss 
was to serve as a major equipment supplier 
for the project. | 

The government's cancellation of the | 
aromatics complex's latest incarnation, 
however, still puts a big hitch in Humpuss' 
downstream plans. Chief among these is a | 
US$250 million, 250,000-tonne-a-year joint- | 
venture PTA plant with Mitsui Petrochemi- 
cal, a 50% partner, and Mitsui & Co., 20%, 
of Japan; Pertamina, 20%; and Humpuss, | 
10%. The project, however, has been 
thrown into limbo because it planned to 
use paraxylene produced by the aromatics 
complex next door as its major source of | 
feedstock. 

"We're in a holding pattern now," says 
Bernardino Vega, junior director of plan- 
ning for Humpuss. He says the plant may 
start by using imported feedstock in the 
hope that the aromatics project will go 
ahead. Also, he says a decision will have to | 
await the completion of the reassessment | 
forced by the cancellation of the upstream | 
plant. | 

Gaotama Setiawon, junior director of | 
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Salim's chemicals division, says his com- 
pany had put all its new projects on hold 
until the full import of the cancellations 
became clear. Lingering hopes by Hum- 
puss and Prajogo that the announcement 
on the petrochemical projects was not the 
final word appeared to have been scotched 
on 22 October by Radius Prawiro, coordi- 
nating minister for economic, financial and 
industrial affairs. Following a meeting with 
President Suharto, he released a list of 
projects that had been approved for state- 
backed financing for the next four years. 
Both Chandra Asri and the aromatics unit 
were conspicuous by their absence. 

Radius emphasised the point in his talks 
with reporters, adding that any venture 
taking feedstock from Pertamina would be 
similarly kept on ice. This would also ap- 
pear to bode ill for Shell's hopes of reviving 
its olefins project. 

At any rate, a resuscitation of Chandra 
Asri would have to address apparent flaws 
in the project that had dogged it since it 
was mooted in late 1990. Chief among 
these were widespread doubts as to 
whether an all-Indonesian consortium with 
no background in the chemical industry 
could run such a venture. In addition, 
analysts doubted that Prajogo could as- 
semble sufficient financing. 

Some foreign chemical companies have 
avoided being affected too directly by the 
project cancellations by basing their plans 
from the start on imported raw material. 
BP's 200,000-tonne-a-year, 51%-owned 
polyethylene plant, being built at a cost of 
US$450 million, is scheduled to begin pro- 
duction in late 1992. Described by BP Indo- 
nesia’s business-development manager 
John Swann as the "largest greenfield 
polyethylene plant in the world," the re- 
maining shares in the company are owned 
by Sigit Haryoyudanto, President Suharto's 
oldest son, 9%; P. T. Arseto Petrokimia, a 
Sigit-linked company, 15%; and 25% split 
between Japanese trading houses Mitsui 
and Sumitomo. 

But this project's potential profitability 
has been hurt by declining commodity- 
plastic prices. With polyethylene and poly- 
propylene prices in the US$700-800 range, 
the distance between that price range and 
the project's cost of production has nar- 
rowed sharply from when it was first 
conceived several years ago. 

Plastic prices have probably reached 
their low point, however, so the venture 
could expect to benefit from an upturn in 
prices over the next two or three years. But 
one headache that will not go away stems 
from Indonesia's worsening power crunch. 

The plant is relying on state-electricity 
company PLN for its needs. By contrast, an 
integrated-petrochemicals complex would 
ordinarily have its own power station on- 
site, fired by its own fuel byproducts. This 
is not feasible for a single-product venture 
such as BP’s polyethylene plant. я 
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INVISIBLE HAND 


Hold the applause 


Indonesia’s economic ministers have warmed the hearts of many economists and 
foreign investors by slamming the brakes on overseas borrowings. In mid-October, 
the authorities slapped a ceiling on private overseas debt for five years and post- 
poned a raft of state-related petrochemical and infrastructure projects. For some 
observers, however, the cheering may be premature. 

The decision by the technocrats was surprising. While action to regain control 
of foreign debt was expected, they went further than many people thought possi- 
ble. The trickiest aspect to reining in Indonesia’s foreign debt concerned the politi- 
cal sponsorship of big projects. Instead of skirting the issue, the technocrats con- 
fronted it directly. 

Economic Coordinating Minister Radius Prawiro cited four projects that would 
be postponed indefinitely. Three of President Suharto's children and several of the 
most well-connected tycoons were involved. 

Can the debt team hold the line? It will be some time before the answer is 
known. Suharto approved the debt ceilings popan by his ministers, but the 
strength of his commitment to postponing some of the biggest and most controver- 
sial projects remains in doubt. 

Sceptics point out that the cabinet will probably be shuffled in March 1993. If 
the technocrats’ team is weakened in the process, 
it will become more difficult to resist pressures 
from the business elite. 

Other pressures will grow. The oil and gas in- 
dustries as well as the petrochemical sector have 
been used by the government to nurture certain 
businessmen and groups of entrepreneurs. Projects 
and contracts from these industries have provided 
the glue joining the government to its chosen few 
in the private sector. Neither side will be keen to 
see these bonds weaken. 

The current minister for mines and energy, 
Ginanjar Kartasasmita, wants to use contracts un- 
der the control of his ministry to foster businesses 
owned by indigenous, or pribumi, Indonesians. 
Ginanjar and the businessmen he champions are 
unhappy with the way in which debt ceilings have 
been imposed. 

With elections eight months away, this senti- 
ment may override economic prudence. 

Consolidating the status quo, which effectively is what the debt ceilings are 
trying to accomplish, works to the advantage of Indonesia's ethnic-Chinese busi- 
ness community that has dominated the private sector. This is not the technocrat's 
intent, but the result is the same — and it is politically unpopular. 

Others opposed to the debt ceilings are likely to mount a challenge from a 
nationalist perspective. The World Bank, in a letter to Radius dated 24 September, 
laid out its view that, barring strong and immediate action on new overseas debt, 
Indonesia was courting monetary disaster. 

While this opinion corresponds with that of the technocrats, some commenta- 
tors have painted the letter as an infringement on Indonesia's sovereignty. Should 
this perception take hold, the technocrats' cause will suffer. 

For the new debt regime to survive, access to offshore capital markets must be 
equitably allocated. The initial list put out by the technocrats scores well on this 
point, but there are would-be borrowers whose status is unclear. Prominent in this 
group are the industries presided over by B. J. Habibie, the powerful minister of 
research and technology who enjoys direct access to Suharto. 

Habibie is a fervent sponsor of several big-ticket items that many economists 
describe as wasteful. If support for these projects is not to be affected, as Habibie 
has suggested, those recently distanced from the funding trough will find a way to 
voice their displeasure. m Adam Schwarz 


Ginanjar: unhappy. 
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BANKING 


Japanese non-performing loans are publicised 


Bad news piles high 





By Anthony Rowley in Tokyo | 
B attered by scandals, high interest 





rates and a deteriorating economy, 

the image of Japanese banks could 
be further dented by bad debts. According 
to a report published by the economic daily 
Nihon Keizai Shimbun on 24 October, city 
banks have stopped receiving interest on 
¥1.5 trillion (US$11.5 billion) of their loans. 
The report is apparently based on a leaked 
Ministry of Finance (MOF) survey. 

The report suggests that the loss of in- 
terest on these non-performing loans 
amounts to more than ¥100 billion, or 
roughly one tenth of the combined profit 
forecast for the 11 city banks in the fiscal 
year ending on 31 March 1992. If long-term 
credit banks and trust banks are included 
and if real-estate loans are added to other 
bad loans caused by corporate travails and 
bankruptcies, Japan's 21 major lending in- 
stitutions have around ¥3 trillion of non- 
performing loans on their books. 

The unsourced report came as a sur- 
prise because the MOF and the Bank of Ja- 
pan (BOJ, the central bank) give banks con- 
siderable latitude on identifying irrecover- 
able loans. Bankers suggest that the MOF 
conducted a special survey on this subject 
several months ago. The survey was leaked 
to “get the bad news into the system,” as 
one city-bank executive put it. The MOF 
may be keen to have all banking problems 
out in the open before a new finance min- 
ister assumes office along with the rest of 
Prime Minister-elect Kiichi Miyazawa's 
cabinet on 5 November. 

David Atkinson of Salomon Brothers 
says that for the fiscal year ending on 31 
March 1992, Japanese banks' non-per- 
forming loans could swell to Y20 trillion. 
At current interest rates, the impact of a 
high amount of bad debts would translate 
into lost operating profits of Y1.4 trillion, 
compared with ¥1.8 trillion in operating 
profits a year earlier. 

A study of Japanese banks by Brian 
Waterhouse of broker James Capel, how- 
ever, suggests that the problem is of more 
limited dimensions and is containable. The 
study says estimated problem loans held 
by Japanese city banks in the fiscal year 
ended on 31 March amounted to just under 
¥4 trillion, plus a further Y22 trillion for 
the seven trust banks and ¥1.6 trillion at 
the three long-term credit banks. 

These problem loans were mainly to 
real-estate developers, or loans secured by 
real estate, or loans to non-banks which on- 
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lent heavily to the Japanese real-estate sec- 
tor after the MOF introduced curbs on di- 
rect real-estate lending two years ago. Non- 
banks include finance and leasing compa- 
nies as well as credit associations. 

Capel's assumption is that around one 
in six borrowers in these sectors is techni- 
cally in breach of original loan contracts, 
with most paying interest spasmodically. 
On this basis, the city banks have exposure 
to problematic sectors amounting to 
around 20% of their total loan book. 
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For banks as a whole, 15% of their real- 
estate and non-bank loans totalling Y77.6 
trillion are probably in default on interest 
payments, with some paying no interest 
and others making partial payments. This 
suggests that Y11.6 trillion of Japanese bank 
loans are technically non-performing. 

Capel expects that interest on non-per- 
forming loans will be capitalised and that 
loan-loss provisions will be clawed back 
over a period of years as the real-estate 
market stabilises and business conditions 
improve. Japanese banks as a whole have 
very low loan-loss provisions by interna- 
tional standards, amounting to just 0.7% of 
total assets. Capel suggests that city banks 
alone may have to set aside ¥240 billion in 
specific provisions this year to cover the 
loss of capitalised interest. 

Against this, however, banks’ interest 
expenses have fallen as a result of deposit 
rates declining further than the short-term 
prime-lending rate in recent months. This, 
together with the relief granted by the BOJ 
in reducing reserve requirements on 16 
October that freed up banks’ non interest- 
bearing deposits, will more than cover the 
cost of provisioning, Capel suggests. 

As a result, city banks should be capa- 
ble of increasing their earnings by just un- 
der 7% in the current financial year and by 
a similar margin next year. An e 
further cut in the official discount rate 
should also help margins. = 





BANKING 


The Philippines auctions bank branches 


Roots of reform 





By Rigo Rigoberto Tiglao in Manila 


n a major policy shift, the Philippine 
Г“ bank has rapidly liberalised its 
rules on the opening up of bank 
branches, a move officials say is part of its 
overall financial liberalisation programme. 
Although the reform is modest at best, it 
could send a ripple of competition through 
a banking system that has been largely 
stagnant for most of the past two decades. 
On 21 October, the bank auctioned 143 
franchises for the new bank branches. To- 
gether with franchises sold at the first such 
auction in May, this makes 298 new fran- 
chises this year. That is nearly four times 
the number of new branches authorised 
since 1988 (most of those, moreover, were 
branches of bankrupt banks reopened by 
new owners). 

The central bank is also finalising plans 
to allow the four authorised foreign banks 
— Citibank, Standard Chartered Bank, 
Hongkong Bank and Bank of America — 
to open one new branch each in both the 
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Visayas region and Mindanao. 

One by-product of the liberalisation is 
that there is an emerging shortage of 
branch managers. The central bank has 
agreed to allow purchasers of new fran- 
chises a year’s grace on taking them up. 

The loosening-up, according to central- 
bank managing director Amando 
Tetangco, is a “logical step” after the period 
of stabilisation presided over by former 
central-bank governor Jose Fernandez. For 
most of Fernandez’ term, the central bank's 
priority was to restore public confidence in 
a banking system battered by successive 
economic crises. “[Present governor Jose] 
Cuisia now thinks that the next move is to 
inject more competition,” Tetangco said. 

The Philippines’ commercial bank net- 
work expanded rapidly in the early 1980s, 
from 1,471 branches in 1980 to a peak of 
1,888 in 1984. But the country’s mid-decade 
economic crisis — during which five com- 
mercial banks closed their doors — caused 
a decline to 1,704 branches in 1987. 

Up to this year, a de facto freeze on the 
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opening of new branches had been in force 
since the middle of the decade. As a result, 
branch licences became a prized resource. 
Banks that had closed or been placed under 
central-bank receivership were attractive to 
purchasers chiefly for the branch licences 
they possessed. 

Security Bank & Trust Co., for example, 
was bought by a group of Taiwanese and 
Chinese-Filipino investors despite being 
tainted with links to former president 
Ferdinand Marcos. Many of its 69 branches 
were in ideal locations as a result of influ- 
ence exerted by the late dictator. (Other 
banks also benefited from the Marcos 
connection; Philippine Commercial Inter- 
national Bank, controlled during the 
Marcos years by Imelda Marcos’ brother 
Benjamin Romualdez, has the biggest 
number of branches, at 222.) 

The central bank’s freeze on new 
branches actually was a major factor be- 
hind the political pressure which resulted 
in Fernandez being ousted in February 
1990. A few powerful bank stockholders 
accused Fernandez of seeking to give un- 
fair advantage to Far East Bank & Trust 
Co., whose network rose from 68 to 118 
branches, mainly through its purchase of 
Pacific Bank & Trust Co. in 1985. 
Fernandez had previously been chairman 
of Far East Bank and was responsible for 
ordering the closure of Pacific Bank. 

Central-bank officials counter that there 
were sound business reasons for the policy. 
Fernandez believed banks’ main concern 
should be consolidation, they say, while 
the scarcity of new licences gave value to 
the moribund institutions that the central 
bank was trying to sell. The sales were es- 
sential to enable the monetary authority to 
recover the huge emergency loans it had 
extended to the ailing banks. 

This is no longer a concern. The two 
commercial banks which remain under the 
central bank’s wing — Producers Bank and 
Associated Bank — cannot be sold until 
legal problems have been resolved. 

In any case, the liberalisation policy re- 
tains features of the Fernandez strategy. By 
auctioning franchises rather than simply 
abolishing branch restrictions — as bankers 
had lobbied for — the central bank has 
kept control and generated income of P1.2 
billion (US$44 million). This goes some 
way to covering central-bank losses which 
this year are expected to be around P13 
billion. 

In order to make the auctions attractive, 
the central bank has kept mum about its 
future branch policy. Looser regulations, 
though, could bring significant changes to 
the banking system. Customer conven- 
ience, rather than attractive deposit rates, 
explains much of the differences in deposit 
performance between banks. Those with 
the biggest branch networks have the 
largest deposit bases, even though they pay 
the lowest rates — 4% — on savings. ш 
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Heavy debt load forces Summa to revamp 


Out goes Edward 


By Adam Schwarz in Jakarta 
( : addled with giant property- 





related debts, Indonesia's 

Summa Group is being forced 
into a radical restructuring that will 
leave the group leaner and under 
more professional management. 
Summa is thought to be only one of 
several large Indonesian conglom- 
erates that grew quickly in 1988-90 
and are now struggling in an era of 
tight money. 

Summa's founder, chief execu- 
tive and major owner Edward 
Soeryadjaya has relinquished his 
management responsibilities at 
Summa and has been removed as 
chairman of the group's board of 
directors. He has been replaced, as 
of 1 October, by Hagianto Kumala, who 
was fomerly the top executive at United 
Tractors, a company also under the control 
of the Soeryadjaya family. 

William Soeryadjaya, the family patri- 
arch, founded Astra International, a diver- 
sified conglomerate with interests in auto- 
mobiles, forestry products, heavy equip- 
ment and plantations. The company, a 
blue-chip listing on the Jakarta Stock Ex- 
change (JsE), is believed to be Indonesia's 
second-largest business enterprise with 
expected 1991 revenue of Rps 2.9 trillion 
(US$1.5 billion). The Soeryadjaya family 
owns almost 90% of Astra International. 

Troubles at Summa have alarmed some 
JSE investors because of fears that the 
Soeryadjaya family may have to sell part 
of Astra to raise capital for Summa. Some 
analysts have attributed a recent weakness 
in Astra shares to these fears. 

Summa owns widely diverse invest- 
ments grouped under two holding com- 
panies: Summa Surya and Summa Inter- 
national. The former is largely involved in 
property development and trading. 
Summa International consists mostly of fi- 
nancial-services companies. 

Even Summa executives do not know 
for sure how many subsidiaries the group 
has. Hagianto estimates that 70-80 compa- 
nies make up the two main holding com- 
panies, but many concerns are also held as 
sub-investments of other subsidiaries, 
making an accurate count difficult. 

Concerns about Summa's financial 
health are not new. Analysts have criticised 
Summa for its loose management structure 
and lack of central control. These analysts 
and some Summa executives say Edward 
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by high-profile debts. 


Soeryadjaya invested too much in too 
many companies without setting up man- 
agement teams capable of running all of 
them. Edward owns 80-909; of each of 
Summa's two main holding companies. 

By the beginning of 1991, Summa had 
accumulated debts of around Rps 600 bil- 
lion, according to a source familiar with 
Summa's operations. Annual revenue for 
the group, not including Summa Bank, the 
flagship financial institution, are estimated 
at around Rps 400 billion. 

Summa's property holdings have been 
the biggest drain on cash flow. Edward has 


BORROWINGS 


Samurai 
welcome 


By Jonathan Friedland in Hongkong 


Tokyo lenders rolled out the welcome 
mat for China's foreign-investment arm, 
China International Trust & Investment 
Corp. (Citic), when it launched its first 
international debt offering since 1989 on 
30 October. 

The X15 billion (US$113 million) five- 
year, floating-rate note (FRN) was 
granted exceptionally good terms by 
Japanese institutions eager to restore 
ties with China after the hiatus caused 
by Peking's June 1989 crackdown. 

State-controlled Citic is one of the 
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invested іп hotels in Jakarta, Surabaya, 
Balikpapan, Bandung and Vietnam. The 
company also owns a lot of other types of 
v property inside and outside Indonesia. 
|o In many cases, analysts say, Edward 
_ bought at the top of the market and paid 
| premium prices. Analysts cite Summa's 
| 1989 purchase of 73% of Singapore-based 
_ Sim Lim Investments for $$70 million 
_ (US$35 million) as a prominent example. 
. is not clear the extent to which the 
_ group's banking subsidiaries are exposed 
0 property projects. Some Jakarta-based 
* bankers believe Summa Bank has taken 
Over some loans on which Summa Surya, 
_ the property-holding company, had fallen 
behind. There have also been reports that 
the group's Dusseldorf-based Summa 
Handelsbank has run afoul of German 
. banking authorities for becoming over-ex- 
< posed to group activities. 

Many of the group's investments are 
likely to be reassessed. Summa, along with 
Pullman International, is refurbishing sev- 
eral hotels in Vietnam and is a part owner 
of Indovina Bank in Ho Chi Minh City. 
Group executives believe Vietnam holds 
good long-term investment possibilities, 
but they concede that Summa has paid a 
high price to enter the market early. 

Summa executives say the company is 
looking to sell some of its properties and 
will bring in new investors in many other 
projects. "The problem is that it is very 
tough to dispose of property holdings at 
reasonable prices given the liquidity prob- 
lems in Indonesia," Hagianto says. 

Summa is also talking with its creditors 
about rescheduling some debts. Summa's 
creditors are mostly Indonesian private 
banks. "We are convinced Summa's prob- 
lems can be solved, but we need support 
[from our creditors],” Hagianto says. 


Summa’s management is being central- 
ised into a single team, and both existing 
holding companies will soon report to the 
same board of directors. Eventually, the 
two holding companies will be merged. 

For the time being, Hagianto will re- 
main chief executive officer for both hold- 
ing companies, and the only Soeryadjaya 
presence at Summa will be William, who 
will preside over the group’s board of 
commissioners. 

Estimates on how much money Summa 
needs to sort itself out range from US$150- 
300 million. Some of the cash will come 
from sales of Summa assets. But bankers 
believe the bulk will have to come from 
the Soeryadjaya family. 

One idea, according to an Astra execu- 
tive, would be for the Soeryadjaya family 
to sell some non-Astra holdings to Astra. 
The possibilities include the family’s own- 
ership of the Isuzu franchise and the stakes 
in Bank Universal and Astra Credit Com- 
pany that Astra does not own. Minority 
shareholders of Astra are sure to watch 
these transactions closely to ensure that 
Astra pays no more than fair market value. 

Another possibility i is for the family to 
sell some of its shares in Astra International 
to a new investor. Several Singapore com- 
panies have been mooted as possible buy- 
ers. Alternatively, new investors could be 
brought into several family ventures, such 
as the hotel projects overseen by Judith 
Soeryadjaya, as a way of freeing additional 
family capital for Summa. 

Once Summa’s restructuring is com- 
pleted, William is certain to be the majority 
shareholder in both Summa Surya and 
Summa International. If Soeryadjaya fam- 
ily shares in Astra are to be sold, this source 
says, the 7% held by Edward is likely to be 
the first on the block. п 








Chinese enterprises seen as being nearest 
to “blue-chip” status. It nevertheless 
could not have hoped to get such good 
terms in the far more liquid and com- 
petitive Eurodollar market. Rather, it 
capitalised on the fact that the under- 
utilised, illiquid and opaque Tokyo FRN 
market is eager to attract more interna- 
tional issuers. 

Citic's issue was pitched at a premium 
and carried a semi-annual coupon of 
0.5% over the London interbank offered 
rate, effectively making Citic's borrowing 
cost an attractive 6.56%. One member of 
the 20-strong underwriting group led by 
Nomura Securities characterised the issue 
“as not generous for the investor, but not 
mispriced either." 

Included in the underwriting consor- 
tium were four foreign securities firms: 

"Merrill Lynch, Goldman Sachs, S. G. 
Warburg and a unit of Finnish bank 
Kansallis-Osake-Pankki. At least two of 





the four sold their modest portion of the 
issue back to Japanese members of the 
underwriting group within hours of the 
launch. Traders also said that prices of 
debentures issued previously by Citic 
were depressed in advance of the sale. 

“If the issue had been meaningfully 
bigger, it would have been priced less ag- 
gressively,” said one foreign bond trader 
in Tokyo. “But it’s a small issue in a niche 
market and it will end up where these 
things end up.” Only one other foreign 
institution, the Inter-American Develop- 
ment Bank, has issued a yen-denomi- 
nated FRN in Tokyo, despite efforts by the 
Ministry of Finance to attract high-quality 
international issuers. 

Citic is only the second Chinese bor- 
rower to tap international capital markets 
since the 1989 Peking massacre. In June, 
Bank of China issued a ¥20 billion five- 
year, fixed-rate bond in Tokyo — also at 
better than market terms. a 
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Takeover bid expected 


for cigarette maker 


Out of | 
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Race s ultimate intentions dor Bentoel B 
was not available. But the. group. is ex 
pected to show its hand ata 5? 
shareholders’ meeting. 
The Rajawali Group i isa 
three private business group 
Gajah Tunggal and Danaswa 
is a Surabaya-based com 
trading firm owned ‘princi 
Teguh Santoso. Gajah Т 
controlled by Sjamsul Nu 
wife Itjih, is strong in Sues 
real estate. | 
There is less known about Danaswara 
which holds stakes in several real-estate 
projects. Its principal owner appears to be 
businessman Peter Sondakh, but many 
analysts believe President Suharto's second) | 
son, Bambang Trihatmodjo, has a stake in 
the company through nominee sharehold- © 
ers. 
Danaswara and Trihatmodjo's Biman 
tara Citra Group are partners in several | 
investments, including the Grand Hyatt ~ 
hotel in central Jakarta. Rajawali and |. 
Bimantara are partners in other projects, 
among them Rajawali Citra Televisi Indo- _ 
nesia, Indonesia's first privately owned | 
television station. | 
Rajawali, and Peter Sondakh in par- `= 
ticular, has been considering an invest’: 
ment in Bentoel at least since late 1990; 2 
bankers say. But earlier this year Bentoel, 
Indonesia's third-largest cigarette maker, 
announced it was technically insolvent 
and stopped paying interest on its | 
debts. | 
Bentoel’s president director for the past. 
22 years, Budiwijaya Kusumanegara, was: 
removed by the company’s board of coms ^. 
missioners in January amid a cloud of alle. | 
gations. Budiwijaya is understood to own 
trading companies in Australia and the US. © 




















ee 










саз well as a lot of property in those two 
countries and Canada. 
Following Budiwijaya's ouster, Ben- 
toel’s new management realised that the 
company's cash flow could not cover its 
current liabilities. On 1 July Bentoel halted 
interest payments on its approximately 
0059370 million worth of outstanding debts. 
v^. It appointed a Jakarta-based advisory firm, 
_ Business Advisory Group (BAG), to negoti- 
|. ate a restructuring agreement with credi- 
tors. The company's assets are believed to 
amount to less than US$300 million. 
|. Bentoel’s demise came as a shock to its 
_ long-time bankers, who said that the com- 
|: pany's audited financial statements gave 
г по indication of its looming financial trou- 
“bles. Doubts about Indonesian accounting 
«standards subsequently led to higher off- 
. "shore borrowing costs for Indonesian 
5; companies. 
ss Tommy Suharto, 29, the President's 
youngest son, expressed interest in ac- 
quiring Bentoel shortly after its difficulties 
became public. Earlier in the year Tommy 
= was granted a monopoly on the trade of 
cloves, the key ingredient in Indonesia's 
:. popular kretek cigarette. 
P Industry sources speculated that 
Топту and his partners in the clove mo- 
2 nopoly wanted to invest іп a major kretek 
„ manufacturer in order to unload clove 
_. stocks that the trading monopoly had built 
t. up. This plan was put on hold, however, 
~~ once the extent of Bentoel’s problems be- 
<< came apparent. But some industry sources 
ı believe Tommy is a behind-the-scenes in- 
_. vestor backing the Rajawali bid as well. 
E On 24 October, Bentoel’s four-person 
7 board of commissioners, a supervisory 
. board representing shareholders, dis- 
|, missed the company's board of directors 
тапа assumed management responsibility. 
Auditors from KPMG were dispatched to 
|; Bentoel's East Java headquarters and se- 
curity guards, said to be contracted by 
Rajawali, arrived at Bentoel facilities 
-around the country. 

On 28 October, the new management 
sent a letter to creditor banks revoking 
BAG's right to act on behalf of Bentoel. A 
full shareholders' meeting has been called 
* for 5 November, at which time the com- 
|. missioners’ action will be confirmed or re- 
-v scinded. Rajawali's takeover bid is also ex- 
| pected to come up for a vote. 

According to sources close to Bentoel, 
“Rajawali plans to set up a new vehicle that 
will assume most of Bentoel's assets and 
` liabilities. Rajawali is to own 70% of the 
* new vehicle. Existing shareholders will 
| control the rest although some may not be 
. invited to join. 

E Creditors of Bentoel say Rajawali is 
likely to appoint Jardine Fleming 
| Nusantara, which is 15%-owned by 
... Rajawali, as its financial adviser during the 
-< takeover. Whether BAG will continue 
«| working on a restructuring agreement with 



















creditors is unclear. But BAG's role in help- 
ing manage Bentoel seems certain to end, 
bankers say. 

Relations between BAG and Bentoel's 
creditors were strained from the start. 
Creditors have complained repeatedly that 
BAG is withholding information from them. 
One of Bentoel's creditors, speaking 
anonymously, welcomed the news of 
Rajawali's forthcoming bid. 

“With BAG, we were going nowhere 
quickly. At least now we'll be dealing with 
reasonable people," says the banker, refer- 
ring to Jardine Fleming. 

It is not clear whether Rajawali's 
takeover proposal is contingent on a re- 
structuring agreement being reached with 
creditors. For Bentoel to continue as a 
going concern, its debt needs to be 
reduced or forgiven, or repayment sched- 
ules must be significantly lengthened, 
bankers say. 

Bankers believe BAG was preparing to 
offer creditors a restructuring deal in which 
they would be paid about 70 US cents on 





the dollar, a proposal creditors opposed _ 
vehemently. "Bentoel's underlying busi- 
ness is sound. There is no reason why we 
shouldn't be repaid in full,” one creditor 
insists. 

Some industry sources speculate that 
Rajawali, in putting together its takeover 
plan, may have received assurances from 
the state banks who lent money to Bentoel 
that they will take a more accommodating 
approach to the company’s current finan- 
cial straits. State banks hold about half of 
Bentoel's outstanding debts. 

It is also possible, these sources add, 
that some of Bentoel's more questionable 
debts may be left with the existing indi- 
vidual shareholders who guaranteed them 
and not carried over to the new vehicle. In 
any case, sources say, it seems that a ma- 
jority of Bentoel's current shareholders 
have been convinced that owning 30% of a 
restructured Bentoel is preferable to hold- 
ing 100% of the existing firm. It is not clear 
what would be the cost of rejecting 
Rajawali's proposal. " 








TAIWAN MARKETS 


Independent 
of politics 


By Julian Baum in Taipei 
Warnings from government officials 
that the opposition party's pro-inde- 
pendence platform will adversely affect 
Taiwan's investment climate have had 
a sceptical response from bankers and 
businessmen. Despite the outcry from 
Peking, observers say the confrontation 
about the issue is not as serious as past 
political crises. 

A strong economic performance this 
year has encouraged Taiwan's largely 
apolitical business community to be- 
lieve that the country can weather the 
debate if both sides in the domestic 
dispute show restraint. Economists now 
project GNP growth will reach 7% in 
1991 against 5.1% last year. 

Since the opposition Democratic 
Progressive Party (DPP) declared its aim 
to build a Republic of Taiwan, the for- 
eign-exchange market has been stable, 
and there are no signs that capital flows 
have been affected. The only overtly 
negative indicator has been the Taiwan 
Stock Exchange’s index, which fell 10% 
in the three days following the DPP's 
decision. The index has since recovered 
some of the lost ground. 

Koo Chen-fu, chairman of the Chi- 
nese National Association of Industry 
and Commerce and member of the 





eT 
ruling Kuomintang (KMT) Central 
Committee, convened a meeting of 
representatives of almost 200 industry 
and manufacturing groups that issued 
a statement supporting unification with 
China and condemning the independ- 
ence movement. 

But opposition lawmaker Pang Pai- 
hsien points out that since the DPP broke 
the taboo on openly advocating inde- 
pendence, there has been no huge out- 
flow of capital as there was after Tai- 
wan walked out of the UN in 1971, or 
after the US. withdrawal of diplomatic 
recognition in 1978, 

Others note how the internal KMT 
struggle over President Lee Teng-hui's 
nomination in the spring of 1990 added 
to the loss of investor confidence last 
year and the outflow of more than 
US$10 billion in capital. This year, the 
capital outflow has slowed to almost 
half that amount, and the government 
predicts a current-account surplus of 
US$7 billion. 

"Taiwan is getting immune to these 
political changes," says Charles Huang 
of Summit Consulting Group. He says 
the independence issue would have 
eventually come into the open and it is 
better to deal with it now when the 
economy is strong. 

Among pacesetters in the business 
community, Wang Yung-ching, head of 
Formosa Plastics Group, says his com- 
pany will not participate in any further 
projects until political tensions ease. But 
Wang's position is viewed as part of his 
negotiating tactics to build a naptha 
cracker on the island and his plans for a 
much larger facility in China. " 
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US-China copyright talks 

fail to produce agreement 

> US trade negotiators left Peking 
empty-handed after talks on intellectual 
property rights. The two sides plan one 
more meeting, their sixth, before 26 
November — the deadline Washington 
has set for agreement. It has threatened 
Peking with trade retaliation if no deal is 
struck. Businessmen had hoped enough 
progress could be made to warrant a 
three-month extension of the talks, but 
prospects looked dim. At issue is 
China's policy of patenting processes, 
rather than products, and copyrighting 
only those foreign works that are locally 
published soon after their overseas 
release. The two sides also discussed 
barriers to US imports. Washington has 
warned of separate sanctions if China 
does not remove the barriers by next 
October. 


SET president indicates 

he plans to step down 

№ Stock Exchange of Thailand (SET) 
president Maruey Phadoongsidhi said he 
would not seek reappointment when his 
term expires on 31 December. Most 
observers expect Maruey to be named to 
the executive board of the proposed 
Securities Investment Board, which 
would preclude him from another term at 
the SET. 


Bangkok to license 

more mutual-fund firms 

> Thailand plans to license four new 
operators of baht-denominated mutual 
funds, ending the present monopoly of 
the Mutual Fund Co., Finance Minister 
Sutthee Singhasaneh announced. Only 
Thai banks and financial institutions will 
be eligible to bid for the permits. 
Central-bank officials suggested that 
institutions joining together to apply for a 
licence would receive priority 
consideration. Bidders must have a 
minimum of Baht 100 million (US$3.9 
million) in paid-up capital. No timetable 
for awarding the licences has been 
announced. 


Indonesian, Singapore firms 

to set up Bintan estate 

> A private Indonesian consortium and a 
state-owned Singaporean firm have 
agreed to build a 4,000-ha industrial estate 
on Bintan island, Bisnis Indonesia reported. 
The Indonesian consortium, which will 
own 60% of the venture, consists of the 
Salim, Bimantara and Citra Lamtoro 
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Gung groups. Salim is headed by tycoon 
Liem Sioe Liong and the other two 
groups are controlled by children of 
President Suharto. The remaining shares 
are to be held by the Jurong Town Corp., 
which manages industrial areas in 
Singapore. The Bintan project will require 
investment of US$800 million, the 
newspaper said. 


Singapore's Keppel acquires 
stake in UAE shipyard 

P Singapore's Keppel Corp. said it has 
taken a 20% stake in a United Arab 
Emirates shipyard for which it will 
become managing agent in November. 
The stake, to be partly held through 
Keppel subsidiaries, will cost S$5 million 
(US$3 million). The yard is owned by 
Arab Heavy Industries and is located in 
Ajman city, about 25 km from Dubai. 
Other major shareholders are the 
government of Ajman and the Dubai- 
based Al-Futtaim group. 


Business indicators 


Japan imposes export ban 

on firm in Iran arms deals 

> The Tokyo government banned Japan 
Aviation Electronics Industry (JAE) from 
exporting for 18 months because it 
illegally supplied arms to Iran during the 
1980-88 Iran-Iraq War. The penalty is the 
harshest so far against companies 
involved in illegal exports. In 1987, 
Toshiba Machine Co. was suspended 
from exporting for one year for shipping 
milling machines to the Soviet Union in 
violation of international rules. Officials 
said JAEI, an affiliate of NEC Corp., 
repaired and sold Y950 million (US$7.3 
million) of air-to-air missile parts to Aero 
Systems of the US, knowing that the parts 
were to be shipped to Iran via the US 
firm's Hongkong and Singapore 
subsidiaries. 
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Hongkong court postpones | 
decision on BCCHK 4 
> A Hongkong high court postponed 1 
until 9 December a decision on the fate of — 
Bank of Credit & Commerce Hongkong 
(BCCHK), which has been closed since July. _ 
The extension gives more time to 
Indonesia's Lippo Group and BCCHK's 
receiver, the Hongkong registrar general, 

to hammer out a sale. Lippo has been 

given sole rights to negotiate an 

acquisition of BCCHK, which otherwise 

faces liquidation. Lippo's Hongkong 

Chinese Bank would be the vehicle for 
BCCHK's purchase. 


Malaysia lifts ceiling on net 
interbank borrowings 

»> Malaysia abolished a ceiling on bank 
borrowings, allowing local financial 
institutions' net interbank borrowings to 
exceed 20% of their total liabilities. The 
move, hailed as an important step in 
financial deregulation, was announced on 
26 October. The action is expected to have 
only a marginal impact on local interest 
rates because the current high cost of 
funds in the interbank market discourages 
borrowing. f 


Profits decline sharply 

at Japanese brokerages 

> Most leading Japanese securities 
houses posted sharply lower profits for 
the six months to 30 September. One of 
the Big Four, Yamaichi, disclosed a pre- 
tax loss of ¥5.4 billion (US$41 million). At 
Nomura, Japan's biggest broker, pre-tax 
profit fell by 64% to ¥38.7 billion. Daiwa 
reported a 70% decline to ¥20.6 billion 
and Nikko a 64% drop to ¥12 billion. A 
weak Tokyo stockmarket and the impact 
of recent financial scandals were blamed 
for the results. 


Tokyo Stock Exchange to 

raise members’ dues 

> The Tokyo Stock Exchange (TSE) plans 
to increase members’ dues in order to 
offset a deficit which reached ¥2.8 billion 
(US$22 million) in the first half of the 
fiscal year ending 31 March 1992. The 
deficit is expected to widen further by 
next fiscal year, when the fee increase is 
likely to be implemented. The TSE suffered 
a ¥9.9 billion deficit in fiscal 1990 and may 
have to raise both its stock-transaction 
charges and membership fees, which are 
based on securities firms’ capital. Japanese 
securities houses are likely to oppose any 
increase, having seen a sharp fall in 
profits. 
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Hongkong 


23 
34 


n.a. 
na. 


+US$0.66b (Jul-Sept) 
-US$1.46b 
+US$0.85b 


Oct 84-Sept 85=100/2) 


161.3 (Jul-Sept) 
+15 
+123 


Rmb 1,561.86b (Jan-Mar) нк: 93b (Aug) 


111) BWD, Chittagong/Mongla, US$ a tonne Source: Telerate, International Jute Organisation 
2 Australia China 

Economic Growth % (real) (1) 

1990 05 5 

1991 28 2 g 6 

International Reserves (5) 

Latest US$15.69b (Aug) US$36.14b (Jun) 

Year earlier US$1470b US$24.37b 

Trade Balance (total merchandise) 

Latest 3 months +US$1.17b (Jun-Aug)  «US$2.69b (Jun-Aug) 

Previous 3 months +US$1,28b +US$1.11b 

Year earlier -US$0.18b - +US$2.48b 

Exports (6) 

Latest 3 months US$10.68b US$18.78b 

% change previous 3 months 48 +13.8 

% change year earlier +10.4 2 +194 

Imports (7) 

Latest 3 months US$9.51b US$16.08b 

% change previous 3 months +39 +45 

% change year earlier __43 ais A 

Consumer Prices 

Base Jul 80-Jun 81=100 Aug 1990-100 

Latest 3 months index average 214.1 (Jan-Mar) 104.9(11) (Aug) 

% change previous 3 months 02 na. 

% change year earlier 3 5 3 +49 

Money Supply (3) 

Latest sunm, (Aug) 

% change previous month +6.4(10) 

% change year earlier SA 8 +30.6 





(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M? or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob mat 
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PRICES AND TRENDS 
Previous 3months Year Spot Previous 3 months Year 
Last sale to 28 Oct. Latest week ago ago 28 Oct. ratet weekt agot адої 
соіа - London (2) 36120 36380 36380 37275 Australia dolar 12758 12552 12871 12748 
а “-_ oo . 3775 3755 36.35 35.55 
Copper New York (3) Bangladesh’ taka : 
Current delivery (Dec.) 05.20 104.95 10105 — 11980 Britain pound 0.5904 0.5825 0.5935 05132 
Jan. delivery 104.10 Brunei dollar 1.7008 1.6933 1.7494 1.707 
> гүре” Вита" kyat 6.265 6.265 6.405 5.925 
Aluminium London (7) Kyat - = 
Current delivery (Oct.) 1,176.00 122700 126400 191500 Canada dolar р ed eH. е ; 108 
x B de T Y rance anc d . А 
а =a NILUM. ии OM е Germany mark 1.7188 1.6928 17436 1.5223 
3) Hongkong dollar 7.7615 7.753 7.7511 7.7875 
Curent ien Du os ONT C cao i ci is India rupee 258164 25826 25831 180408 
Mar. delivery CLE. : Indonesia rupiah _ 197800 1,975.00 195900 — 187100 
Rubber Lumpur (8) Japan 132. 130. 437. 1 
Current delivery (Nov.) 22750 22850 22850 2380 a yen 2s 09 = 2 аи 
Jan, delivery 228.50 жє _ речка T D 
اسیا‎ - - Malaysia dollar 2756 27465 2.7875 27023 
Jute * а Оһака qu. S. 380.00 380.00 380.00 410.00 Nepal’ rupee 42.60 42.60 4270 2400 
Palm Oil Kuala Lumpur (4) New Zealand dollar 1.8064 _ 1.7658 1.7461 16055 
Current delivery (Nov.) 840.00 828.00 89200 71400 Pakistan rupee 24575 24555 24.6065 217782 
Jan, delivery mA 856.00 Papua N.G. Кіпа 0.9454 0.9412 0.9533 0.9368 
New York (3) - Philippines peso 27.00 27.035 27.379 25.698 
Current delivery (Mar.) 8.69 8.65 933 933 Singapore dollar 1.7008 1.6933 1.7494 1.707 
Мау 3 ape . 38 South Korea © won 75040 74950 72550 714.80 
Singapore (9) Sri Lanka rupee 4158 4148 40.64 40.07 
‘Sarawak Asta bik 100% = at 215.00 215.00 215.00 305.00 Switzerland franc 1.507 — 1.4931 1.5255 1.2925 
Wheat Chicago (5) Taiwan NT dollar 26.386 26.41875 26.91 27.2675 
Current delivery (Dec.) 364.60 357.00 28700 26220 Thailand baht 2582 2554 25.715 25.08 
Маг. delivery — eae ANNE, C.M Communist countries: China US$-Rmb 5.3809 HK$=Rmb 0.69425 
Maize Chicago (6) Soviet Union US$=Rouble 0.5848 Laos USS-Kip 705.00 
Current delivery (Dec.) 25040 251.20 24940 22750 Vietnam US$=Dong 11,800.00 Cambodia US$=Rie! 1,000.00 
Mec. delivery 2210.3. o A Other: SDR1-US$1.35331 ECU1=US$1.19821 S$-M$1.6213 
Min asic ay И "HER "SU “Oficial гае tMidderate Source Telerate for spot rates, Dao Heng Bank Lid for official rates 
Soyabeans Chicago (5) 7 : 
„Current delivery (Nov.) 541.20 552.40 56240 59450 Currency deposit and bond yields 
— M 3% Seer н Аша онан кек HUM СЫ, 
New York (7) 3 12 10 year govt 
Current delivery (Dec.) Ый 1201.00 10280 1,218.00 28 Oct. is T months клы months bonds yield 
OR TET i us$ 5.25 535 5315 550 7.63 
Current ol dal (Dec.) 81.00 83.15 8170 91.60 Sterling 105625 105625 1025 1025 979 
Mar. delivery zi 85.40 Yen 6.375 6.1875 5.9375 5.6875 5.875 
Petroleum Swiss Fr. 8125 84375 8375 8375 - 
Sumatran light Tokyo (10) 20.60 20.30 1895 35,85 Dm 9.1875 9375 9375 94375 837 
Brent London (10) 21.85 22.73 1955 3380 AS 8.625 825 825 825 98 
: us Kr cs  .. 800 7.9375 7.8125 78125 _ 897 
(1) M$ akg (2) US$ an oz (3) USe alb (4) M$ a tonne (5) USe a 60 Ib bushel ECU 950 96875 975 975 883 


tOfered rate Source; Telerate, Salomon Brothers 


Economic indicators, selected Asian countries 


India Indonesia. 
44 7 

3544) | _ 7 

US$1.19b (Aug) USS8.54b (Jul) 
0553.586 US$539b —— 


-US$0.27b (Mar-May) +US$0.41b(8) (May-Jul) 
-US$1.75b +US$0.17b 





Japan Malaysia 
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38 _ A 8S 
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0957 74b 
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+05$22 20b (Jul-Sept) -US$0.78b (May-Jul) 
*US$17.75b -US$1.24b 
-US$0.11b 


+US$15.77b 2-3 
US$78.98b US$8.62b 

+69 +145 

+96 i. 4034. BAY 
US$56,78 US$9.40b 

412 +73 

+09 5 ча 
1990100 1990=100 

103.1 (Jun-Aug) 104.8 (Jun-Aug) 
+01 +11 

+34 +51 
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Fe a AE Se —— 
= a a Vew York surges on rate-cut expectations a a a Tokyo becalmed as it awaits new 


government а ww Taiwan rallies despite political turmoil т a a Straits bourses buoyed by 
institutional buying т a a Australia continues to gain in week ended 29 October m т т 
























Kuala Lumpur 
d Comoe 36,000 | fede 33009 
4, Hang Seng Index, 4,000.05 ; 580 ‚ 534. 
Average daily turnover uua Gent 
U$$153.2m 


US$38.9m 
33.000 | 500 (Let scale) 
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Straits Times index, 
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Average daily 
turnover US$64.4m 
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Bangkok 
950 SET Index, 627.02 11,000 1,600 $50 _ 
Average daily 
800 US$45 1,500 (Left scale) 520 | 
650 1,400 490 
New Zealand 
NZSE-40 Capital Index, 
500 159579 s | x 460 | 
| M.S. Capital 
Taipei | Int'l World 
350 Weighted Index, 4,364.45 3,000 | P" 1,300 | | 50 Index? 515.4 430 
Average daily | Average daily turnover | Right scale 
turnover US$628.0m | US$13.1m 
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"Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 161991 Morgan Stanley Capital International 









































FOS Prime Interbank Interbank Interbank 
оне рне n Koron LL. МЕВА ee 28 Oct. lending 1 month? 3 months 6 months 
25 вз А 51 ù u a CE AD 
1525 657 ИРГ К. 7590 EN LEER OM LOU 

1 Britain 1050 10,50 10.50 10.375 
US$2 26b (Aug) USS28 99b (Jun) 05$13.356 (Aug) US$72.16b (Jun) USS16.44b (Aug) = n SS 
US$1.08b ЧӨ __ 053% Sb  USS6363b - US$12.92b Hongkong 900 46075 — 53105 — 55805 
20650.68 (Apr-Jun) 0591.796 Jun-Aug) — -US$3.18b (Jul-Sep +US$4.30b (JuSept) ^ -US$2:37b (May-Jul) Indonesia — 2500 — 2030 210 2050 
-US$1.02b 20851730 20551.90 +US$3.68b -US$0.23b — an 
-US$1.000 — -US$2 02b 40880250 +0530 _ +055031 
"100 6585 63125 60625 
US$2.14b US$1521b US$16.98b US$20.27b USS6.84b — - - - 
+57 450 98 49 68 Malaysia 725 800 810 827 
+95 +185 4 +152 +183 = = = x 
> -— - + New Zealand 1275 825 807 805 
US$2.82 USS17.01b US$20.16b USS15.97b 053921 
13 +48 27 +21 422 Philippines 2300 18625 174375 1715 
ASI au EEN EOE HDL n MET Lit aap = TENES T5 35 385 45 
1978-10 Sept 87-Aug B8=100 1985100 1986-100 1986-100 South Korea 11800 — — 2 s 
592.2 (Jun-Aug) 110.2 (Jun-Aug) 144.6 (Jul-Sep) 115.8 (Jul-Sept) 125,5 (May-Jul) - : — 5 
29 407 20 +22 18 Taiwan 305 “ i = =a 
+18.8 +3.9 +9.1 +24 +59 - - - س‎ 
е ааты ol a> Yan a a Thailand 1450 1200 1250 E 
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- (Blincluding petroleum (8)M3 (1056 change over past 3 months. (11)One month Source: Official statistics TOferedrate Source: Telerate and Review Data 
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SHROFF 


Through a glass darkly 


hoever said the Seoul stock- 

market lacks transparency? 

When the first foreign inves- 

tor bought shares on the Ko- 
rea Stock Exchange (KSE) on 14 October, 
the news was around town in minutes. 
Local brokers say Banque Indosuez Lux- 
embourg, acting on behalf of a Geneva- 
based fund manager, bought Won 530 mil- 
lion (US$900,000) worth of shares in Korea 
Mobile Telecom, Korea Long Term Credit 
Bank and Lotte Confectionery. 

The local press trumpeted this first di- 
rect purchase of South Korean stock, but 
Seoul-based foreign brokers were not 
amused. “I ex to see lists of the top 
foreign investors and what they own put 
in the newspapers next year,” groused one 
European stockbroker. 

Seoul’s securities firms eagerly pushed 
up the shares of these stocks, with Korea 
Mobile Telecom hitting its daily maximum 
trading limit for several days in a row after 
the foreign purchase. 

_For foreign investors, the lesson is that 
they had better be prepared for the disclo- 
sure of their trades. Local brokers have 
made no secret of their desire to learn the 


| names of foreign clients who are trading 





on the KSE. They initially were rebuffed in 
an attempt to have this information put on 
the “buy” or “sell” order for all to see. Only 
the identification number will be required, 
but other particulars are expected to be 
available to those brokers who try hard 
enough to find out. 

When the Korea Eurofund was 
launched in 1987, its British managers de- 
manded that the South Korean counter- 
part, Daewoo Securities, put the order telex 
in a locked room to prevent information 
leaks. Come January, foreign investors will 
not have that luxury. 

First-time investors will have to wait 
until 1992 to buy into the market, though 


| existing holders of Euromarket equity- 
linked convertible bonds were allowed to 


convert to stock earlier this year. Beginning 
in October, they could use the proceeds to 
buy South Korean shares, as Indosuez’ cli- 
ent did. 

The disclosure of sensitive trading in- 
formation may be unsettling but should 
come as little surprise to anyone familiar 
with South Korea, where financial infor- 
mation does not flow freely. 

Government agencies frequently release 
privileged information to the local press 
clubs which inhabit their ministries. The 
Securities and Supervisory Board recently 
gave first-half earnings results for the na- 
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tion's 31 securities firms to local reporters, 
but declined to confirm the information to 
the foreign press. 

And woe to the fundamental investor 
who wants accurate information. Numbers 
on corporate income statements and bal- 
ance sheets are internally inconsistent, 
thanks to an accounting profession that 
places more emphasis on quantity than 
quality. 

The would-be investor who goes to the 
KSE for information must be prepared to 
wait in long lines at the two photocopying 
machines provided for those who want in- 
formation on the 687 listed companies. The 
lines disappeared in late October, however, 
because both machines were out of order. 

South Korean brokers may get their 
come-uppance if foreigners do not turn out 
in the expected numbers for the opening of 
the market. But for those overseas inves- 
tors who decide to play, trading decisions 
will be as transparent as corporate accounts 
are murky. m Mark Clifford 


Shroff is nervous of boasting, but sometimes 
the facts demand it. When it comes to pan- 
Asian stockmarket indices, the original ar- 
ticle is still the best: the AMM Index and 
the AMM Blue-Chip Index in our weekly 
newsletter Asian Markets Monitor. 


Stock yardsticks 


s, in% 


FAR EASTERN ECONOMIC REVIEW 





INH ANOR 


Peregrine Securities has just launched a 
new pan-Asian index called Asia 100 cal- 
culated daily in three currencies — yen, 
sterling and the US dollar — and compris- 
ing 100 companies (and a few funds) rep- 
resentative of eight Asian markets exclud- 
ing Japan. It also has a sub-index weighted 
according to the proportion of a compa- 
ny's shares that foreigners are allowed to 
buy, similar to a Hoare Govett pan-Asian 
index. 

These indices make useful yardsticks 
for fund managers in so far as foreign in- 
stitutional investors operate under certain 
restrictions as to where they can put their 
money. 

The result is, though, that the Peregrine 
world is still geared to Asia as seen 
through the eyes of (mostly non-Asian) in- 
ternational fund managers rather than 
through the actual experience of local in- 
vestors in the individual markets. Thus 
Peregrine's index exposure to the Taiwan 
and South Korean bourses is solely 
through the foreign funds, whose values 
are at least as much determined by fluctua- 
tions in the premia foreigners are prepared 
to pay as by movements in underlying 
share prices. 

The Peregrine index is by nature subjec- 
tive and reflects the prejudices (and exist- 
ing portfolios) of its creators and the fund 
managers at whom it is aimed. 

In contrast, the AMM Index is weighted 
by that most neutral of factors — the mar- 
ket capitalisations of the individual mar- 
kets. In turn, the stocks in the AMM Blue- 
Chip Index have been selected to reflect 
the approximate size of their home-coun- 
try stockmarket as well as their position 
within that market. Once chosen, they are 
given equal weighting. 

The AMM indices are structured this 
way not only for reasons of accuracy, but 
also on the assumption that most of our 
readers want to make national, regional 
and international comparisons. They also, 
in general, are savvy enough to be able to 
buy into whatever stockmarket they want 
to. 

Unlike Peregrine, AMM also includes In- 
dia. This reflects not only the size of the 
Bombay bourse, but its semi-internation- 
alisation through the huge overseas Indian 
community, and the likelihood that it will 
be opened gradually to foreigners. 

In the end, the more regional indices 
the merrier. Investors can choose which 
they prefer according to the standards by 
which they wish to judge or be judged. 

m Philip Bowring 


7 NOVEMBER 1991 


US Stocks Deutschmark Bonds 


Multiple Asset Performance (MAP) is a quantitative 
computer driven asset allocation strategy previously only 
available to large institutional investors. 

2 МАР Guaranteed 1996 (the Fund) offers the 
attractive return potential of the MAP strategy linked 
with a structure designed to provide an assured return of 
your initial investment at maturity. 

The power of MAP is such that, without any predictions, it 
сап direct the allocation of the portfolio’s asset classes so that 
г the net return of the entire portfolio approaches the return of 
whichever asset performs the best. 






















MAP Simulated Return. | june 1986 - 31 May 1991 


WE TOTAL RETURN 





USSTKS 







USSONDS 





Past performance is no guarantee of future results and the 
value of your shares can go down as well as up, 


The Fund’s portfolio will comprise five internationally 
diversified asset classes; US Stocks, Deutschmark Bonds, 
Oil, Japanese Stocks and US Treasury Bonds. 

To achieve its objective, MAP uses modern options 
pricing theory to synthetically create option characteristics 
through an active allocation strategy. 

The chart demonstates thé simulated return of the Fund 
over the past five years. Over this period, the Fund would 
have outperformed the best performing asset class due to a 
facility which enables the Fund to trade US$150 for each 
US$100 invested. 

E D & F Man International Limited, in co-operation 
with Gifford Fong Associates, is making MAP available 
publicly for the first time. The E D & F Man Group isa world 
leader in derivative investment products with approximately 
US$1 billion under advice. - 











Which of these will perform best in the next 5 years? : | 
MAP provides an answer. ‘| 


US Bonds 











Gifford Fong Associates, a subsidiary of the Prudential 
Insurance Company of America, is a pioneer in the highly 
sophisticated quantitative risk management field whose pro- 
ducts direct the management of more than US$100 billion. 
How to Invest. Е 

MAP Guaranteed 1996 shares аге on offer from 
15th October until 16th December 1991..1f you would like 
more information on how to participate in the MAP strategy 
within a structure designed to provide for tlie return of your 
investment at maturity please contact any of the offices listed 
below or return the coupon. 

London: Michael Quenington Tel: 














+44 (71) 626 8788 

















Fax: 626 6458 
Bahrain: John Kelly Tel: +973 533288 
Fax: 533078 .. 
New York: Annette Cazenave Tel: 1 (212) 912 8714 © 
Fax: 912.0040 
Hong Kong: Anthony Hall Tel: -852 521 2933 
Fax: 537 1205 > 






The offer of shares will not be available to persons resident in the UK or 
Australia, or citizens of the USA. The fund will be advised by Man GFA 
AG, a subsidiary of E D & F Man International Ltd., who are regulated 
by the Securities and Investments Board. in the United Kingdom. 
Redemptions are made monthly at Net Asset Value but will be subject to 
redemption penalties. Unless the investment is held to maturity you may 
not get back the whole of your original investment and movements ‘in: 

rates of exchange between currencies may affect its value. А 












MAP GUARANTEED 1996 
To: Robin Creswell, International Sales Manager 
ED & F Man International Ltd., Sugar Quay, 

Lower Thames Street, London EC3R 6DU, England. 


Please send me more information, a prospectus and 
application form for the MAP Guaranteed 1996 Fund. 
I note the offer period is from 15th Oct to 16th Dec 1991. 


Surname 





First Name 


| 
| 
| 
| 
| Address 
| 
| 
| 
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CLASSIFIED ADVERTISEMENTS 


me. Appointments 


International Centre for 
Integrated Mountain 
Development 
Kathmandu, Nepal 


. ICIMOD is an autonomous international organisation with its 
Headquarters in the Kingdom of Nepal, with the primary objec- 


; tive of promoting the sustained well-being of mountain commu- 


nities through. effective socioeconomic development policies 
andprogrammes, and through the sound management of fragile 
mountain habitats. While international in its concern, the Centre 
focuses its limited resources on the specific and practical prob- 
lems of the Hindu Kush- -Himalayas (HKHs) covering all or parts 
of eight sovereign States, i.e. Afghanistan, Bangladesh, Bhutan, 
China, India, Myanmar, Nepal, and Pakistan. 


The Centrecurrently has an international professional staff of 30 
and an annual budget exceeding U.S.$ 2.5 million. The Centre 
16 seeking to recruit two Directors to assist the Director General 
In fulfilling his professional and administrative responsibilities: 


Director of Programmes: to be responsible for overall manage- 
ment of research and development programmes; long-term 
< programme planning and development; mobilisation of resources 
to support programme activities; coordination of field programmes 
and networks in participating countries; liaison with international 
centres; and ensuring that required inputs are available for 
information and training centre activities. 


` Director of Administration: to be responsible for overall man- 
, agement of human and financial resources; management of 
administrative and technical services in support of research and 
development programmes; mobilisation of financial resources 
and liaison with donors; and development and supervision of the 
information and Training Centres. 


Applicants for both positions should have considerable experi- 
ence in the Hindu Kush-Himalayan Region and should be 
prepared to travel within and outside the Region. Desirable 
qualifications for the Director of Programmes include a Ph.D. or 
equivalent in environment or development related fields. The 
Director of Administration should have a post-graduate degree 
in the administration/management field with considerable expe- 
rience in information systems. 


Salary and benefits of both positions are competitive with 
comparable UN positions. It is anticipated that the successful 
candidate will assume the position in mid-1992. Appointment will 
be for an initial term of four years with possible extension for an 
additional such term. 


`. Applications and requests for additional information should be 
- addressed to: 


Dr. E.F. Tocko Р.О. Box 3226 Tel. No. : 977-1-525313 
Director General Kathmandu, Fax. No.: 977-1-524509 
ICIMOD Nepal Cable |: ICIMOD, Nepal 


| Nominations and applications are solicited. Recruitment is inter- 
national. The completed application form must include a letter 
ating the candidate's interest in the position. It should also 
include a curriculum vitae and the names, addresses, and phone 
numbers A three referees. 


Applications must reach the above address no later 
than 1 February, 1992. 


















| developing countries in general and Malaysia in particular. 


Investment Opportunities 


———ÁÁ— This space is reserved 
INVEST IN INDONESIA? | _ for Classified 
58 : f : Advertisements 
Need joint venturepartner, Set: | 
up rep office, Arrange technol- Reservations should be 
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ogy transfer, Require business 


while in indonesia- Р Т: ANA 
RATUMAS. Tel & Fax 62-21- | Box 160, Hongkong 
5304765 PO Box 7302, JKBMI 
11073, INDONESIA 








CENTRE FOR ENVIRONMENTAL STUDIES 
ISIS MALAYSIA 







ENVIRONMENTAL 
RESEARCHERS - 














The Institute of Strategic and International Studies (ISIS), 
Malaysia's leading think tank, is establishing a Centre for 
Environmental Studies to conduct policy-relevant 
research and foster debate (from a developing country, 
Asean perspective) on a wide range of areas including 
environment economics; the environment and economic 
development; natural resource policy; and the 
environment and society. 











We have vacancies for Analysts, Senior Analysts and a 
few Visiting Fellowships for the Centre. Salaries and. | 
allowances will be competitive and commensurate with If. 
qualifications and experience. If you. are interested. in f 
joining our team, please send us your CV with an outline Cub 
of your research interests, and share with us some ideas on 
how to make the Centre an effective voice in the regional 

and global environmental debate. 













Applications, which will be treated with the strictest 
confidence, should be addressed to: 






The Secretary, 
Institute of Strategic and International Studies 
PO Box 12424, 50778 Kuala Lumpur, Malaysia. 









ISIS Malaysia, a non-profit limited company. is committed to 
fresh perspectives and new ideas that can generate policy 
options for creative responses to challenges faced by 




















setvices and contacts :; International Classified Manager 


; Fer reed Economic Review, GPO 
Tel азо ‘Telex: 62497 REVAD HX 











£D ADVERTISEMENTS 


Г. Courses 














. SCHILLER INTERNATIONAL UNIVERSITY 


А UNIQUE opportunity to study for an 
AMERICAN DEGREE in EITHER or BOTH the 
f U.S.A. and Europe 
Study in FLORIDA, U.S.A., OR at one or more of 
our campuses in: 
LONDON, PARIS, BERLIN, 
HEIDELBERG, MADRID, STRASBOURG, 
ENGELBERG and LEYSIN (Switzerland) 
OR “Divide your studies between Florida 
і : and our European campuses 
ASSOCIATE, BACHELOR AND MASTER'S 
io degree programs in areas such as: 
;,,9 Business Administration è Management 
ig * Economics ® International 
urism Management ® Public 
tration € International Relations/ 
1 * Psychology © Computer Systems 
m 9 Engineering Management 
Medicine # European Studies 


Not all programs available at every campus 
English às the language of instruction 
@ Small classes and personal attention 
English as à Foreign age courses at all campuses 
(ww Financial Aid opportunities 
intensive courses in English, German & Spanish 


Business Opportunities 





The manufacturing arm in Malaysia of. 
one of the world’s most respected. 


names in hair care has limited free - 


capacities for 


CONTRACT FILLING OF HAIR & 
BODY CARE PRODUCTS 


to makers specifications. Product 
categories that can be produced 
include permanent waves and neutra- 
lizers, hair colours, shampoos, con- 
ditioners, tonics, hair creams, wet gels, 

bath foams, hand & body lotions, hair 
straighteners, creams (no aerosols, 
talcs) and similar preparations. 


Principals demanding quality and reli- 
ability and looking for long term co- 





operation are requested to direct their 
enquiries to: 


The Managing Director, 

Chemo Laboratories Manufacturing Sdn Bhd, 
Lot 4 Jalan Ragum 15/17, 40000 Shah Alam, 
Selangor, Malaysia. 

Fax no. (03) 5598087. 


Miscelianeous 


;olumn Depth: minimum 30 mm, maximum 230 mm 
Standard Units: 

1/4 (v) page 

1/4 (h) page 


-HOLD IT RIGHT THERE! E 


US$ 1536 AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
perfect for you. 


(230 x 41 mm) US$ 1472 
(120 x 88 mm) 
1/2 (v) page (230 x 88 mm) US$ 2944 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240 x 183 mm) US$ 6144 


| For more information please contact the classified advertisement 
manager, Far Eastern Economic Review, 4th Floor, Centre Point 
Building, 181 Gloucester Road, Hong Kong, Tel: 8328473, Fax: | * Reduces back and 
8346051 i neck aches 


* Reduces eye strain 
* Uses no desk space 
* Folds away neatly 

+ Fixes left or right 

+ Non-magnetic 


*Or local currency equivalent ~~ 


To place your classified ad, 
fax: Hong Kong (852) 8346051 or call: 


Hong Kong 8328473 Taipei 7775723 Yes, here's my check for $ 

Singapore 2203603 Manila 8161011 Grippa copy holders. Май them to: 

Tokyo 32700251 Seoul 7856065 Name . 
| Bangkok 39/3275 London 3340008 xS 
| , Sydney 3639736 New York 08801 8 oe ЕЕЕ E 
| Jakarta 5703123 Auckland — 4730561 





Make check payable to Telesis Investment Ltd.; mail 16 GPO Box 11163: Hong Kong: 
: SATISFACTION GUARANTEED, OR YOUR MONEY BACK =. 1107... 





BUSINESS AFFAIRS 


ong derided as little more than 
glorified golfcarts, electric cars are 
finally beginning to accelerate to- 
wards the marketplace. At the To- 
| kyo Motor Show in late October, Japanese 
| makers displayed no fewer than 14 electri- 
| cally powered vehicles (five cars, five vans, 
three scooters and a truck). 

Admittedly, only three of these are in 
production, and even then only in small 
quantities. The rest are just prototypes. But 
they demonstrate that the tempo of electric- 
car development is speeding up. 

It was given a further boost earlier this 
month when Japan's Ministry of Interna- 
| tional Trade & Industry (Miti) announced 
a plan to promote the widespread use of 
| electric cars by the turn of the century. The 
plan calls for the number of electric cars on 
Japan's roads to increase to 200,000 by the 
year 2000, from negligible numbers 
today. 

To achieve this target, the 
ministry will employ its usual 
toolbox of promotional gimmicks 
such as soft loans and tax breaks for 
| car buyers. Initial users will be local 
government offices and public utili- 
| ties. 

Miti has been uncharacteristi- 
| cally slow to rally around electric- 
car research. One reason for this is 
that, historically, the ministry has 
| had less influence over the car in- 
| dustry than over many other parts 
of Japanese manufacturing. 
| Another is that Japan's environ- 
| mental lobby is puny by comparison 
with its counterparts in Europe and the US. 
| But it is only a matter of time before Japa- 
| nese city dwellers begin to notice that the 
| quality of the air they breathe is worsening, 
due largely to the plague of small delivery 
trucks that infest their streets. 

Recent events have left Japanese car 
| makers in no doubt about the need to get 
| cracking. 
| First came the stunning announcement 
| by their giant US rival General Motors (GM) 
| that it had developed an all-electric per- 

formance car, known as the Impact, that 

the firm claims can go from 0 to 100 kph in 
| eight seconds. That is better than some 
| sports cars can manage, Mazda's popular 
| Miata for one. 

But by far the most powerful stimulus 
for car companies has been the introduc- 
tion of emission-control legislation by the 
state of California. This requires that 2% of 
sales by any car maker intending to sell 
more than 30,000 units annually in the state 
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RESEARCH AND 


must consist of vehicles which give off no 
emissions whatsoever. And that, in turn, 
means electric cars. California has annual 
sales of more than 2 million vehicles, 
around half of them Japanese. 

Nissan appears to be the most deter- 
mined. It claims to have been doing re- 
search on electric cars since the late 1960s. 
In August, the company announced a 
prototype town car (which bears a 
striking resemblance to a scaled-down 
version of GM's Impact) with a maximum 
range of 250 km when driven at a sedate 
40 kph. 

Nissan has formed a group with two 
other parties interested in the future of 
electric cars. One is Japan Storage Battery, 
which together with Nissan is working on 
an electrical version of the petrol pump. 

This is a special high-current device 





All-electric BMW: plugging into the future. 


which the companies claim is capable of 
(partially) recharging batteries in as little 
as six minutes. Battery-recharging time is 
regarded as one of the major obstacles to 
the popularisation of electric cars. 

The third member of the Nissan troika 
is Tokyo Electric Power (Tepco). By early 
1993, the utility plans to install 12 of the 
rapid chargers at its facilities in the Tokyo 
metropolitan area to service a fleet of 45 
electric service vehicles. 

Not to be outdone, Osaka's Kansai 
Electric Power is also working with Japan 
Storage Battery as well as car maker 
Daihatsu. In addition, two other Japanese 
utilities, Chubu and Tohoko, have modest 
electric-vehicle development programmes 
under way. 

When asked why they are so enthusias- 
tic about electric cars, the power compa- 
nies tend piously to cite environmental 
protection and energy saving as the main 
reasons. (Tepco claims that having oil burn 
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More power to electric cars 


in power stations rather than in car engines 
would result in a net increase in energy- 
conversion efficiency of 7-8%.) 

But the most important reason for the 
enthusiasm is that car owners recharging 
their batteries overnight from ordinary do- 
mestic sockets could solve one of the utili- 
ties' oldest problems — load levelling. The 
aim is to keep demand for electric power 
more or less constant throughout the day 
and night. 

As the California deadline looms, re- 
search on electric vehicles is concentrating 
most heavily on improvements to the key 
technology, batteries. Currently, there are 
three leading contenders: 
> Lead-acid batteries are the most famil- 
iar because they are used in conventional 
cars. According to Don Runkle, who heads 
electric-car development at GM's Warren 
Technical Centre in Michigan, the 
firm chose lead-acid batteries for its 
Impact, mainly because of their 
cost, availability and the ease with 
which they can be recycled. But 
lead-acid is also bulky and heavy. 
P Nickel-cadium batteries deliver 
a higher electric current, and there- 
fore give better performance than 
lead-acid ones, says Masakazu 
Kyutoku, manager of the electric- 
vehicle centre at Japan Storage Bat- 
tery. But nicad is just as heavy as 
lead-acid and 10 times more ex- 
pensive (currently around Y1.5 mil- 
lion [US$11,400] per car). It is also 
nasty stuff that is difficult to recycle. 
> Sodium-sulphur batteries are 
popular in Europe, where the Swedish- 
Swiss electrical-engineering firm Asea 
Brown Boveri leads the way (with support 
from Japanese material supplier NGK In- 
sulators). Sodium-sulphur batteries have 
several virtues — they are light, compact 
and pack three times the energy density of 
rival compounds. 

Their downside is that in order to work, 
they must first be heated, which requires 
auxiliary equipment. It is therefore difficult 
to make them cheaply. 

One way or another, the battery prob- 
lem will be solved. But beyond it lies a 
more serious problem for car makers to 
overcome. As Honda R&D supremo 
Shoichiro Irimajiri points out: “Electric ve- 
hicles are easy to make: the biggest chal- 
lenge is how to make them attractive to the 
customer. At the moment, they have very 
poor performance with very expensive cost 
— so who is going to buy that?" 

= Bob Johnstone 
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Swissair Customer Portrait 131: Colum Patrick Lovett, underwriter, London. 


Colum Lovett works as an expert in insuring the unusual, the valuable and the irreplaceable. From million dollar yachts to 


a parrot’s vocabulary. He understands, therefore, how to satisfy his client’s wishes. That’s why he flies Swissair: relishing the 


way every wish is catered for. As for the extra room and fewer stopovers he is given on Swissair’s new M D-11 aircraft, well, 


what value could he put on that? 








“My Rolex will be my life-long partner" 


It was а cold January in New 
York in 1976 when the bright 
lights of international stardom 
first shone on Yoko Morishita. 
In its review of her 
performance with the American 
Ballet Theatre, The New York 
Times ventured a prophecy. 
“Perfect positioning, impeccable 
balance — her every gesture 
guarantees Yoko Morishitas 


incredible 


destiny as a classical ballerina” 


Today the international ballet 
world is indeed aware of Yoko 
Morishita. She has now danced 
with such brilliant partners as 
Fernand Bujones, Jorge Donn, 
Balee Inharm and the great 
Rudolf Nureyev. Such classic 
pairings are a measure of Yoko 
Morishitas superb technique, 
which is winning her an ever- 


THE ROLEX LADY-DATEJUST 


growing following. 

Though gifted with enormous 
natural talent, Yoko Morishita 
disdains terms of adulation such 
“genius”. She sees the attain- 
ment of perfection as a struggle 
of ceaseless effort, unwavering 


as 


intensity. 

“Т wear out a pair of toe shoes 
"Human 
muscles have a short memory, so 


every day,” she says. 


d: aily prac tice 15 import: int to 
me. If I miss one d: ays practice, 
I notice the slack. If I miss two 
days, my partner notices. If I miss 


three days, the audience notices 4 


Before eve ry performance 
Yoko Morishita asks someone 
in the wings to give her a quick 
critique. № this way her efforts 





to improve extend into her actu- 
al performance. It was dedica- 
tion of this order that made her, 
in 1985, the first Japanese to win 
what is considered the highest 
honour a dancer can receive — 
the Laurence Olivier Prize. 

But even this, the most prized 
of her awards, only inspired 
Yoko Morishita to become even 
better. “I hope that I continue 
to work with excellent dancers,’ 
she said. ‘ 
for me to improve. 


‘It's a very good way 


Yoko Morishita has another 
partner, not mentioned in the 
programmes: her Rolex Lady- 
Datejust. “This watch does not 
merely keep time, it 15 also ex- 
quisitely graceful'she «į? 


told us."It will be W 
my partner for life" ROLEX 


of Geneva 
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Then. 


In 1964, the Sanwa Bank opened a branch 
in Hong Kong—its first overseas branch in 
Asia and Oceania—to provide commercial 
banking services to businesses in the region. 
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Prominence in international loan | Dealing and forex activities Extensive development financing, |. Long expertise in international 
syndications, Hong Kong Singapore Shenzhen capital markets 











Sanwa Bank Foundation scholar- 
ships for students in Bangkok 







64 


Leasing services for a wide range 
of businesses 


The Sanwa Bank, Limited is proud of its long tradi- 
tion of service in Asia and Oceania. 

We, and of course the clients we serve, have grown 
over the years. 

Today, Sanwa is the world’s 4th largest bank’. Our 
network in Asia and Oceania is one of the largest in 
the region, providing comprehensive financial services 
to individuals, businesses, and nations, including every- 
thing from commercial banking to investment banking 
to near- banking services. 

As a result, we're better positioned than ever to meet 
your financing needs today. f 

And for a long time to come. 


% Sanwa Bank 


Sanwa bankers are working for you everywhere. 


Project financing for coal mines. 


А familiar name throughout Asia 
Australia 


and Oceania 


`5 





*1991 Institutional Investor survey 

















The fastest Way The true measure of a PC's 


Д productivity isn’t just how 

to get up and running quickly it can crunch 
numbers or how fast the 

graphics move 
It's how quickly you can get 
it running. How dependable 
it is when the going gets 
rough. How easily it ‘talks’ 
to other PCs. How 
watertight itssecurity is. 
And how quickly it can be 
upgraded. 
In all of these, HP’s new 
Vectra PCs lead the pack. 


The HP Vectra 386/16N 
and 386/20N 


From ‘not working’ to 
networking, all it takes is 
just two minutes with our 
new 386SX-based PCs 


ы 2 Security is practically 

Is with our new bullet рео, i О 

HP Vi t PC levels to choose from. 
ec ra S. The HP Vectra 4865/20 


5/ 





In comparison, our new 
486SX-based PC offers 
even more astonishing 
performance, especially 
on Windowsand CAD 
applications. Up to 500% 
faster than today’s 
Super-VGA. 

As for ease of service, 
suffice to say dealers agree 
it’s the best PC design 
they've encountered. 
Add to this the same HP 
Vectra reliability that has 
won awards from the 
leading PC magazines and 
consultants, and you've 
got the most productive 
PCs in computing today. 
If you want the latest in 
speed and efficiency, get 
your skates on and head 
for your nearest HP dealer. 


O HEWLETT 


PACKARD 
A better way. 





eon 


HP Sales Offices: SINGAPORE Tel: 65-2918554 MALAYSIA Tel: 03-2986555 HONG K( ING Tel: 852-8487070 THAILAND Tel: 66-2-2546720 
CHINA Tel: 86-1-5053888 TAIWAN Tel: 886-2-712-0404 KOREA Tel: 82-2-7690114 

Distributors: INDONESIA — Berca Indonesia PT Tel: 62-21-5703540 PHILIPPINES — The Online Advan ed Systems Corp. Tel: 63-2-8153810 
PAKISTAN Tel: 92-21-516223 SRI LANKA Tel: 94-1-687791 
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The Golden Gate Bridge, 
photographed by Morley Baer. 


The Right Balance. 


Resources alone do not determine 
which bank can best meet your 
needs. Financial strength must be 
matched by strength of character. 
At Bank of America, we strive to 
strike the right balance, with global 
financial services delivered by people 
committed to helping you achieve 


your long-term objectives. 


0 


Bank of America 





JUST BEFORE TAKE-OFF 
OUR CREW 
DECKED THE CABIN 
WITH FLORAL DISPLAYS. 


AS ALWAYS, 
SCARCELY ANYONE 
APPRECIATED THEM. 


In fact, just 18 people did. 

Not that the flowers weren't absolutely 
splendid. (They were.) 

And certainly not that those present 
didn't know how to enjoy the finer 
things in life. (They definitely did.) 

It was simply that where this service 
was performed, we only ever carry 18 
passengers at the most. In First Class. 
A pity perhaps, considering how 
many people would have been delighted 
to be there. 

But we know that with any more 
passengers in the cabin, things just 
wouldn't be the same. 

And that's something that everyone 


can appreciate, 





BRITISH AIRWAYS 





The worlds favourite airline. P 
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LETTERS 


Chain-linked index 


; Many thanks to Shroff for highlighting our 
| newly launched Peregrine Asia 100 Index. 
| It is unfortunate that Shroff was unable to 


attend the media presentation of the index 
since a quite lively discussion of the rela- 
tive merits of market capitalisation- 
weighted indices vs stock selection-based 
indices might have ensued. We believe that 
indices such as the Asian Markets Monitor 
Index offer a simple, intuitive approach to 
gauging regional market performance and 
serve a good purpose in so doing. But one 
of the potential weaknesses of a market 
capitalisation-weighted index is that its 
performance is dependent on the date on 
which the weights were measured and 
could be distorted if the weights are not 
updated, preferably daily. The chain-link- 
ing aspect of our stock-based index auto- 
matically adjusts the weights of the con- 
stituents and so avoids this problem. 

At our presentation, Shroff would also 
have heard that we did in fact set out to 


| create an index that is of use primarily to 
| foreign institutional investors including 


{ 


| 


many based in Asia who are “foreign” to 
neighbouring markets. It is precisely for 
this reason that the index achieves expo- 
sure to Taiwan and South Korea through 
the foreign funds. We do intend, however, 
to add companies from these markets as 
and when appropriate. 

Peregrine Brokerage has no “existing 
portfolios” as Shroff has asserted, but, to 
the extent that the constituents of the Pere- 
grine Asia 100 Index were chosen by a 
team of experienced senior analysts and 
brokers from throughout the brokerage 
group, we suppose the index could be 
characterised as subjective. Also, of the 100 
or so stocks recommended in our series of 
“model” portfolios for the region in our 
monthly Asian Strategist, only 52 also ap- 
pear in the Peregrine Asia 100 Index. In 
our model portfolio for Hongkong we 
recommend Hongkong Gas and China 


| Light. Hongkong Telecom is not recom- 








| mended, yet it carries the heaviest weight- 


ing among utilities in the index. These facts 
belie Shroff's contention of prejudice. 
There were a number of criteria applied 
to the selection of stocks, first and not least 
of which was availability to foreign invest- 
ors. In addition to providing as fair a rep- 


; resentation of the structure of each market 
| .. | as сап be done within this framework, we 
Circulation, Fax: 8345571 Editorial: 8345987 Executive & Accounts: 8348051 | aim to maintain market coverage of about 


| 50%. But we will not be dogmatic about 


either of these points since our primary 
goal is to present an accurate reflection of 


; market conditions. 


It would appear that the AMM Blue 


_ Chip Index contains more than 200 stocks 


¦ compared with the 118 (not 100) in the 


Peregrine Asia 100 Index. As far as the em- 
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phasis on Asian investors is concerned 
would be illuminating to hear your views 
on the procedures by which a South Ko- 
rean investor might legally balance a port- 
folio by acquiring stocks in India. US 
As for the exclusion of India from our 
index, we can only say that many discus 
sions with our wide-ranging client bas 
brought little mention of Indian mark 
candidates for inclusion. Of course, if ir 
stitutional investors find our approach as 
useful as initial feedback indicates, we will | 
gladly produce new permutations of th 
Peregrine Asia 100 Index to reflect the fu 
range of their interest in the region. : 
Perhaps Shroff would like to collabo- 
rate? ELIZABETH SACCENTE, JOHN MULCA: 
Hongkong 

































































Public participation is not fascism. 
In TRAVELLER'S TALES [31 Ос] yo 
the environmental movement, alons 
women’s issues and the anti-smo 
sade, as a “new social fascism” aim 
restricting liberty and controlling social 
haviour in the “heartland of democra 
(the US). While few would doubt the envi- | 
ronment movement has its fair share of - 
evangelical zealots — which field of life - 
does not? — at a stroke you have negated 
the democratic principles which unde 
the international debate over environm 
tal protection and economic developmer 

It is because the management of the 
economy and the urban/rural planning 
process tends to be carried: out behind 
closed doors by governing elites that there 
is a growing demand, in developin, 
well as developed countries, for а more 
“open” economic planning system. 

In the West, citizen groups are de-- 
manding a greater say in decisions affect- < 
ing major infrastructural projects and want. 
to see proper environmental impact as- 
sessments being done. The same is hap- 
pening in parts of Asia, where many rural ` 
people, farmers and urban poor feel they ` 
have not benefited from the free-market, 
export-oriented economic model grafted 
on to their economies. E 

At the "People's Forum," a parallel con- 
ference to the recent World Bank/IMF 
meeting in Bangkok, farmer after farmer 
spoke of the problems they have been fac- 
ing: indebtedness from the purchase of 
machinery and chemicals; pests they can- ` 
not control with insecticides; and displace- 
ment caused by dams. One speaker said '. 
when his village was moved in 1964 to 
make way for a dam, they were promised 
roads, electricity and a piped water sup- 
ply. They are still waiting. 

Surely public participation in economic 
policymaking, as espoused by citizens 
groups, farmers and “well-fed, well-tra- 
velled Western anti-growth activists," is à. 
long way from fascism. 
Hongkong 
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Malaysia : Hazy About the Haze 

No one seems to know exactly why 
Malaysia and its immediate neighbours 
have been hit by a persistent haze for the 
past two months, but public and official 
alarm is rising over the possible 
repercussions 24 


Burma : Karen Challenge 

Karen rebels waging a protracted 
separatist campaign have begun 
infiltrating into the strategic Irrawaddy 
delta region, posing a new challenge to 
Rangoon's ruling military junta 26 


Diplomacy : APEC in Seoul 
Two years after APEC was launched, the 
questions of permanent machinery and 
the new directions it could 
take are looming large for 
the Asia Pacific grouping 
as Seoul prepares to host 
the third APEC ministerial 
meeting 27 


Ke 


Taiwan : Diplomacy 

The visit of a Soviet 
banker to Taiwan marks 
an important step in 
Taiwan's struggle to 
establish unofficial links 
with as many countries às 
possible even if it cannot 
overcome Peking's 


Silpaarcha, former communications 
minister Montri Pongpanit and Chatichai 
aide Pitak Intaravirayanant. 


Academic Cover 

A team from Libya's anti-imperialist 
centre, Mathaba, is believed to have 
recently held a clandestine meeting with 
members of the outlawed Communist 
Party of the Philippines. A three-man 
team from the centre is reported to have 
flown to Manila from the German city of 
Frankfurt posing as academics. Security 
agents suspect an official in Libya's 
people's bureau, or embassy, in Manila 
helped to set up the meetings. 


Lost Licence 
An Indonesian floor trader employed by 
Baring Securities at the Jakarta Stock 


Exchange has been suspended for life by 
market regulator Bapepam. Baring 
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opposition to formal 
diplomatic links. The new 
strategy has resulted in 
stronger links with many 
governments which do 
not recognise the Taipei regime, writes 
Taipei bureau chief Julian Baum. But 

it has focused attention on the problem 
of how the country should name itself 
when it joins international organisations 
which also include mainland China. The 
government also treads a thin line 
between its wish for recognition as a 
prelude to eventual unification with 

the mainland and the need to fight 
opposition demands for independence. 
Correspondent Jonathan Karp reports 
some official reticence about the 

lavish aid programme that forms an 
important part of Taipei’s diplomatic 
strategy 30 





attributes the licence revocation to poor 
relations between the trader and a floor 
official while other brokers in Jakarta 
relate the incident to a speech given 
there by Baring Hongkong research 
director Stuart Cook that was critical of 
the local exchange and its liquidity. 


Second Time Lucky 

Philippine officials claim Ferdinand 
Marcos Jr first tried to get an entry visa 
for his Moroccan passport at the 
Philippine Embassy in Kuala Lumpur 
and it was only after he was rebuffed 
that he travelled to Singapore where he 
obtained a special one-way travel 
document from the Philippine mission 
there. He is understood to have arrived 
in Malaysia from London on 24 October, 
about a week before his surprise 
homecoming. His mother, Imelda, 
returned to the Philippines on 4 
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Books Special 


Four essays examine whether the ‘most 
important’ relationship in the world 

— the US and Japan — is about 

to fall apart and lead to war early 

next century; the nature of CIA 
involvement in the drug trade; if 
Salman Rushdie has signed a pact 

with the devil; and the recent host 

of novels by Chinese-American 

writers 50 


Business Affairs 


Commodities : Rice 

An extended dry period in Indonesia 
has prompted the government to import 
rice for the first time in seven years. 
Other major producers, such as Australia 
and some Latin American countries, are 
facing similarly adverse weather 
conditions, which may spark a rally in 
the rice markets and boost exports from 
Thailand, China and India 60 
Indonesia's appetite 60 


Hongkong : Banking 

The purchase of ВССІЅ locally 
incorporated arm by Indonesia’s Lippo 
Group remains mired in legal and 
accounting problems 62 


Malaysia : Budgets 

The new finance minister’s maiden 
budget sheds little light on how the 
government will control inflation 
while producing a vigorous rate of 
growth 63 


November, almost six years after she left 
the country with deposed president 
Ferdinand Marcos. 


Pre-emptive Action 
The Bank of Japan 
(ВОЈ) is likely to 
lower its key official 
discount rate by 
0.5% to 5% very 
shortly. The central 
bank has held off 
reducing the rate for 
as long as possible 
despite a dramatic 
drop in money- 
supply growth and signs of gathering 
economic recession in Japan. Sources 
close to the ВОЈ say that the next 
lowering of the rate is seen as a 
“reduction of last resort” if Japan is to 
avoid a resurgence of asset inflation and 





14 NOVEMBER 1991 


WHO NYOHON 


Profile : Aga Khan 
Prince Karim Aga Khan, 
the spiritual leader of 15 
million Ismaili Muslims 
scattered over 25 countries, 
runs à personal business empire that 
includes airlines in Italy and Spain, a 
newspaper in Kenya and numerous 
luxury hotels. But, according to REVIEW 
correspondent Shada Islam, it is the 
Aga Khar's self-help development 
programmes in Fast Africa and 
South Asia, and his Islamic cultural 
and educational foundations, that 
have earned him international 
res 64 
Poised for take-off in 
Pakistan 64 
Harnessing the market 66 


Japan : Investment 

Japanese companies have invested a 
staggering sum in new plant and 
equipment, but the cost of expansion is 
beginning to bite deeper into profits just 
as sales are stagnating 67 

Industry profits slump 68 


Japan : Companies 

Women's underwear producer Wacoal, 
which once had a lock on the Japanese 
market, is losing market share to cheaper 
imported goods 69 


Singapore : Investments 

The Singapore Government's two 
investment arms have stumbled in 
their first direct investment forays 
overseas 75 


a return to the "bubble economy" in 
land and stock values. Political pressure 
for further official discount-rate 
reductions are likely to mount, however, 
with Prime Minister Kiichi Miyazawa 
assuming office on 5 November. 


Only for the Living 

Burma's military authorities have 
ordered all cemeteries in Rangoon out of 
the city. One major cemetery, located 
near the Ministry of Defence, is already 
being developed for "other purposes." 
The authorities have also demanded that 
Muslim graveyards in Rangoon be 
removed but this is being resisted by the 
Muslims. It is uncertain why this is 
being done, but it appears that the army 
needs more land for camps and other 
military installations in the capital. While 
devout Buddhists would not live in 
houses built on the site of an old 
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Hongkong : Companies 

Property company Great Eagle has 
hitched its future to a major office 
development in the centre of the 
colony's business district 76 


Guam : Aviation 

The impending takeover of a Guam- 
based airline by a company backed 
by a Hongkong investment firm 
promises fare wars and further 
competition 77 
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cemetery, the army is less traditional. 


All in the Bag 


Indonesia's state-owned steel firm 
Krakatau Steel has completed its 
takeover of financially troubled Cold 
Rolling Mill Indonesia (CRMI). CRMI had 
originally been owned 40% by Krakatau 
Steel, with the remaining 60% split 
between private businessmen Liem Sioe 
Liong and Ciputra. The private 
shareholders had begun reducing their 
holdings in СЕМ! last year, industry 
sources believe. These sources say that 
the government paid about US$80 
million for the final 20% of CRM! still 
held by Liem and Ciputra. The payment 
was said to have been made with shares 
of Indocement Tunggal Prakarsa held by 
the government. Indocement, majority- 
controlled by Liem, is Indonesia's largest 
cement manufacturer. 
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PHILIPPINES 


Government files tax charges as Imelda returns 


Facing the music 





By John McBeth in Manila - 


he travelling road show of Imelda 

Marcos came home to Manila on 

4 November in the flamboyant 

style to which it has long been 
accustomed, but without what many sup- 
porters felt should have been its most im- 
portant prop — the preserved remains of 
her late husband, president Ferdinand 
Marcos. 

The missing body was not the only set- 
back for Marcos loyalists. A day after her 
arrival, Mrs Marcos posted bail of P175,000 
(US$65,000) with the Quezon City Munici- 
pal Trial Court to forestall arrest on seven 
counts of tax evasion, the opening shot in 
what promises to be a broadside of charges 
which will also involve breaches of the 
anti-graft and currency laws. 

The former first lady’s imperial entrance 








was also upstaged four days earlier by the 
surprise, though low-key, return of her 34- 
year-old son, Ferdinand “Bongbong” 
Marcos. 

Carried along by the boisterous adora- 
tion of her cult-like supporters, Mrs 
Marcos’ homecoming was a typical media 
event — right down to the red hearts on 
the specially printed press accreditation 
cards and the carefully orchestrated mo- 
ment when she sang along to a Visayan 
love song played during what was sup- 

to be a news conference. 

Out on Manila’s streets where it counts, 
however, barely 8-10,000 people bothered 
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to greet the self-styled "mother of the na- 
tion" whose lavish spending and 1,220 
pairs of shoes have made her as much an 
object of ridicule among her army of de- 
tractors as a symbol of the greed and op- 
pression that marked the late president's 
rule. 

Organisers hoped for a larger turn-out 
in subsequent flying visits to her husband's 
Ilocos Norte heartland and to her own is- 
land province of Leyte in the eastern 
Visayas. But it is clear that any real band- 
wagon she might have thought she had for 
the 1992 presidential elections has grass 

wing round its wheels. 

"A lot of quality people who used to be 
with her were missing," noted one analyst 
close to the opposition camp. More omi- 
nously, Mrs Marcos may be forced to 
spend much of her time defending herself 
against charges that she and her husband 
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robbed the country of billions of dollars 
during the 20-year presidency. 

The tax charges are only the tip of the 
iceberg. Still to come are the all-important 
forfeiture cases, which must be filed before 
20 December to meet the Swiss High 
Court's condition for maintaining a freeze 
on US$356 million the Marcoses allegedly 
salted away in five Swiss bank accounts, 
based on documents provided by the Swiss 
authorities in an unprecedented departure 
from past practice. The cases are being 
brought under an obscure 1955 law which 
requires the Marcos family to prove that 
the money was acquired out of legal in- 
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comes. 

Records show that Marcos had only a 
net worth of US$30,000 when he assumed 
the presidency in 1965 and that over the 
next 19 years he declared a total income of 
US$2.4 million. After he fled the country in 
1986, however, Presidential Commission 
on Good Government investigators de- 
cided the overall value of his properties 
was closer to US$5 billion. 

Solicitor-General Francisco Chavez says 
Mrs Marcos' New York acquittal last year 
on federal racketeering charges (REVIEW, 12 
July '90) created an illusion of innocence 
and deluded her into thinking that she was 
in the clear. “But not here, not in this case,” 
he says, referring in particular to the Swiss 
documents which were not available for 
the US trial. “We have the blazing gun, so 
to speak.” 

There is still some question whether his 
action conforms with the most important 
of the Swiss court’s conditions. Defence 
lawyer Dean Antonio Coronel agrees the 
charges may be criminal in character, but 
he says they are actually civil in nature and 
may not necessarily pass the Swiss acid 
test. He also contends that under Republic 
Act 1379, civil forfeiture cases must be filed 
within four years of a public official step- 
ping down. 

Given the convoluted nature of the 
Philippine judicial system, it will clearly 
take years to resolve any of the cases 
against Mrs Marcos. Some critics, in fact, 
question Chavez’ motives in filing so many 
charges. Now that he has announced his 
intention to run in next May's senatorial 
elections, they point out that he will not be 
responsible for seeing them through their 
initial process. 

Diehard loyalists simply refuse to ac- 
cept that the Marcoses stole from the 
country. In trying to keep up the thread- 
bare pretence that she is penniless, a status 
that hardly conforms with her extravagant 
lifestyle, Mrs Marcos bemoaned the se- 
questration of her family’s properties and 
said the chartered jumbo jet she arrived on 
from Hawaii and the P3 million she is re- 
ported to be spending on hotel accommo- 
dation have all been provided by friends. 

Much of her spending money in the 
past is said to have come from tobacco 
heiress Doris Duke, whose relationship 
with Mrs Marcos is puzzling. Government 
officials say Duke must have lent Mrs 
Marcos as much as US$40 million between 
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October 1988 and December 1990. 

Although Mrs Marcos claims to be 
seeking reconciliation, President Aquino 
says she will only reciprocate if Imelda re- 
turns what she and her husband allegedly 
looted from the national treasury. In prob- 
ably the best commentary on all the un- 
pleasantness, however, Marcos-era labour 
minister Blas Ople described it as "not a 
war of the widows as much as a last battle 
between two dead men." 

Indeed, the 1983 airport assassination of 
Aquino's husband, opposition leader 
Benigno Aquino, weighed so heavily on 
Mrs Marcos' mind that despite the reassur- 
ances of even her own security men, on 
her arrival she refused to walk down stairs 
to the tarmac and board a waiting car. In- 
stead, in a plan finally approved by Execu- 
tive Secretary Franklin Drilon, she was 
permitted to leave through the normal ar- 
rival area for the drive to her seaside hotel. 

At a later press conference the 62-year- 
old widow with a 16- 
strong phalanx of Ame- 
rican security men in- 
sisted she had wanted to 
be treated "like the rest." 
But bemused National 
Capital Region Com- 
mand police chief Brig.- 
Gen. Mariano Filart said 
she was apprehensive 
during two hours of 
haggling in an airport 
immigration office. 

While Mrs Marcos 
may talk about her 
“child-like innocence," 
her money and her re- 
putation as an "unguid- 
ed missile" still make 
her a force to be rec- 
koned with on the polit- 
ical stage. Most of her 
followers believe if she 
does not make a bid for the presidency 
herself — and there are indications the 
opposition Nacionalista Party has asked 
her to stay on the sidelines — she will at 
least throw her weight behind one of the 
party's three candidates. 

Political sources feel that candidate 
will be Vice-President Salvador Laurel 
who, a few days before her arrival, 
became embroiled in an open split with 
fellow Nacionalista contender Eduardo 
“Danding” Cojuangco. Backed by a 
breakaway group of party elders, 
Cojuangco complains that Laurel has been 
unfairly using his position to ensure that a 
majority of his own appointees will be 
among the 3,000 delegates at the party's 
nominating convention. 

Although Cojuangco was a close 
Marcos associate, he and Mrs Marcos have 
never hit it off, seeing themselves in the 
past at least as rivals to inherit the late 
president's mantle. Little has changed by 
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all accounts. Insiders say Mrs Marcos gave 
Cojuangco a frosty reception when he 
called on her in her hotel suite. She appar- 
ently suspects he engineered the early ar- 
rival of her son as way to win favour for 
himself among Marcos’ native Посапоѕ. 

Many of northern Luzon's clannish 
Ilocanos blame Mrs Marcos for the presi- 
dent's eventual downfall, even if there is 
another school of thought which feels the 
president cynically used his frivolous wife 
as a lightning rod to detract criticism from 
himself. Whatever the truth, more recent 
public opinion polls give Mrs Marcos a 
high popularity rating. This suggests that 
Marcos loyalists are now taking a more 
pragmatic view, if only to guarantee that 
the family name lives on. 

In one sense, that could also depend on 
Ferdinand Jr, a former governor of Ilocos 
Norte who spent much of his exile in San 
Francisco. Now noticeably more mature, 
he has copied the late president's hairstyle 
and appears to have 
à deliberately affected 
? many of his father's 
mannerisms, including 
the way Marcos spoke 
and the trademark V- 
sign he flashed at elec- 
tion rallies. 

In one recent inter- 
view, he said he wanted 
to run for congress in 
the second district of 
Ilocos Norte, the consti- 
tuency which launched 
his father into politics in 
1949. But sorting out the 
province's political 
equation is going to be 
hard given the rivalry 
that exists between 
Governor Rodolfo Fari- 
nias, a boyhood friend 
of Ferdinand Jr, and 
Vice-Governor Rolando Abadilla, presi- 
dent Marcos' feared security chief. 

What remains unresolved as well is the 
eventual fate of Marcos' body, still lying in 
a Hawaii mausoleum. In a move which 
seemed as much designed to split the loy- 
alist camp as to deprive Mrs Marcos of a 
broader public stage, the government said 
some weeks ago it would allow the return 
of the remains, but only if they were flown 
direct to the Ilocos Norte province capital 
of Laoag and buried within nine days. 

Mrs Marcos has so far rejected the idea, 
insisting that her husband's body be al- 
lowed to lie in state in Manila and then be 
interred with full presidential honours at 
the Fort Bonifacio military cemetery. 
Ilocanos, however, want Marcos to be laid 
to rest in his homeland and even 
Ferdinand Jr has indicated a willingness to 
accept the government's condition — yet 
another sign that the Marcos family is not 
always in agreement. н 
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DEFENCE 


China bolsters links 
with Iran, Pakistan 


Strategic 
triangle 


By Tai Ming Cheung in Hongkong and - 
Salamat Ali in Islamabad 


hina's growing strategic interest and 

influence in Pakistan and Iran was 

amply underscored during President 
Yang Shangkun's October visit to those 
two countries. Analysts believe that Pe- 
king's close military ties with Islamabad 
and Teheran could eventually evolve into 
a strategic triangular consensus aimed at 
countering the expanding US presence in 
the region following the Gulf War. 

A common theme in Yang's meetings 
with Pakistani and Iranian leaders was 
their shared concern over a US-dominated 
new world order. In particular the three 
governments share concern about what 
they see as growing interference in other 
countries’ domestic affairs under the pre- 
text of protecting human rights and en- 
couraging disarmament. 

Yang's trip was dogged by controversy 
over China's arms sales to the two Islamic 
states, including allegations by Washington 
that China has been providing Iran with 
technology to produce nuclear weapons- 
grade material. 

This issue, along with other matters in- 
cluding human rights and trade frictions, 
will be high on the agenda when US Sec- 
retary of State James Baker visits Peking in 
mid-November, the highest ranking US 
official to go to China since the June 1989 
Peking crackdown. 

Baker is also expected to press Chinese 
leaders on an early accession to the Nu- 
clear Non-Proliferation Treaty (NPT) that 
forbids nuclear-armed states from trans- 
ferring nuclear-weapons technology to 
other states. Peking has delayed its deci- 
sion to sign the NPT to allow more time to 
study the implications of the treaty. 

Baker will ask the Chinese to end the 
sale of tactical missiles to Middle Eastern 
states and join the Missile Technology 
Control Regime which bans the sale of 
missiles with ranges in excess of 300 km. 
In response to growing foreign pressure, 
Peking has said it is studying joining the 
regime. 

Nonetheless, there appears to be no 
substantive shift yet in Peking's free- 
wheeling missile and arms sales policies. 
In the summer, Peking confirmed the sale 
of M11 surface to surface missiles to Pakis- 
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tan, and diplomats believe that the 
Chinese have already begun or are 
close to delivering M9 missiles to 
Syria. Both missiles have a range of 
more than 300 km. There are also 
reports Teheran has asked Peking 
for M9 missiles. 

The reports of Sino-Iranian nu- 
clear arms cooperation came from 
US officials who believe that China 
has supplied equipment to the Ira- 
nians capable of making enriched 
uranium for nuclear weapons. This 
included calutron technology which 
Iraq used in its nuclear-arms deve- 
lopment programme. Both China 
and Iran have denied the US 
charges. 

In a detailed response, the Chi- 
nese Foreign Ministry said that 
China had signed commercial contracts 
with Iran in 1989 and 1991 for the provision 
of nuclear equipment for scientific and 
medical research, including a mini-reactor. 
"Guided by the internationally observed 
regulations, China had requested the IAEA 
[International Atomic Energy Agency] to 
enforce safeguards before these facilities 
were shipped," the ministry said. Analysts, 
however, believe that Chinese nuclear as- 
sistance to Iran is much more extensive 
than these transfers, and dates back to the 
mid-1980s. 

US officials fear that Iran is now un- 
dertaking a clandestine nuclear-weapons 
programme, in large part to offset Israel. 
Following Iraq's extensive and almost 
successful efforts to produce its own nu- 
clear weapons, the international commu- 
nity, the US in particular, is stepping up 
efforts to monitor and prevent other states 
from pursuing similar covert projects. 

These charges are the latest in a spate of 
reports alleging Chinese proliferation of 
nuclear -arms technology and materials 
to Third World states. In April, Peking 
came under fire for allegedly helping Al- 
geria to develop a nuclear capability, in- 
cluding supplying a medium-sized re- 
search reactor. Other reports have linked 
Chinese nuclear aid to Iraq, Brazil and 
Argentina. 

There have also been persistent ru- 
mours that China has provided substantial 
assistance to Pakistan's nuclear-weapons 
programme. While Peking has denied any 
military help, it has been openly active in 
aiding Pakistan's civilian nuclear energy 
development, including agreeing in 1989 
to sell a 300 MW nuclear power station to 
Islamabad. 

China has also built up much broader 
conventional military ties with Pakistan 
and Iran in recent years. China has sup- 
plied Pakistan large quantities of arms and 
also helped it to develop an indigenous 
arms industry. Exchanges between the 
Chinese and Pakistani armed forces and 
arms industries have been stepped up and 
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Yang in Islamabad: arms assurances. 


agreements concluded for the sale or co- 
production of a number of major weapons 
systems, though discussions on the loan of 
a Chinese nuclear-powered submarine to 
the Pakistan navy appear to have been put 
on hold. During Yang's visit to Islamabad, 
Pakistani army chief Asif Nawaz Janjua 
was in Peking. 

Although China agreed with other 
permanent UN Security Council members 
in mid-October to limit and report its arms 
sales to the Middle East, Yang assured Pa- 
kistani leaders during his visit that China 
would continue to stand by its military and 


JAPAN 


Spoils of 
office 


Prime Minister Kiichi Miyazawa's new 
cabinet, announced on 5 November, 
shows no major change in numerical 
representation among the Liberal 
Democratic Party's (LDP) four major 
factions. But the Takeshita faction, the 
most powerful in the LDP, now controls 
a much more powerful array of 
ministerial portfolios than before. These 
gains have come mainly at the ex- 
pense of the faction led by Hiroshi 
Mitsuzuka. 

The Takeshita faction holds six of the 
21 cabinet posts, the same as before. But 
only half of the portfolios held by the 
Takeshita group in the previous cabinet 
of Prime Minister Toshiki Kaifu were 
full-fledged ministries (the others were 
less influential director-generalships 
under the prime minister's office). 

In the new cabinet, the Takeshita 
faction will hold two of the top three 
cabinet jobs — the ministries of finance 
(Tsutomu Hata) and international trade 
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> Other arrangements with Pakistan. 
" In a token gesture Yang signed an 
agreement to provide Islamabad 
with a Rmb 50 million (US$9.4 mil- 
lion) interest-free loan. 

Washington's decision last year 
to suspend its sizeable military aid 
to Islamabad following US Con- 
gressional concerns over Pakistan's 
nuclear-weapons programme ap- 
pear to point the way towards even 
closer Sino-Pakistani military coop- 
eration in the future. Nonetheless, 
Pakistan is still anxious to restore 
military ties with the US, especially 
to gain access to advanced military 
technology that the Chinese are un- 
able to provide. Consequently, 
shortly after Yang's visit to 
Islamabad, it was announced that 
the Commander of the US Central Com- 
mand, Gen. Joseph Hoar, would soon visit 
Pakistan. 

China's military ties with Iran, which 
Pakistan has played an important part in 
nurturing, continue to flourish. In addition 
to supplying large numbers of aircraft, ar- 
tillery pieces, missiles and tanks, China is 
believed to have also provided consider- 
able assistance to the Iranians in building 
up their arms industry. Pakistan has also 
given Iran a limited amount of military 
assistance, including USS50 million of 
credits to purchase weapons. a 


and industry (Kozo Watanabe), as well 
as the ministries of justice (Takashi 
Tawara), education (Kunio Hatoyama), 
and transport (Keiwa Okuda). 

The Mitsuzuka faction still has four 
cabinet posts, but only Masajuro 
Shiokawa, the new minister of home 
affairs, leads a full-fledged ministry. The 
Watanabe faction will have four cabinet 
members, a loss of one. But the faction’s 
new posts include the important posi- 
tion of minister of foreign affairs (faction 
leader Michio Watanabe himself) and 
the economically important ministries 
of construction (Taku Yamasaki), posts 
and telecommunications (Hideo Wata- 
nabe). 

There will only be three Miyazawa 
faction members in the new cabinet, one 
less then before. These are Prime Min- 
ister Miyazawa himself, Chief Cabinet 
Secretary Koichi Kato and Yoshiyuki 
Toya who will be director-general of the 
National Land Agency. 

The smaller Komoto faction gets the 
Ministry of Labour (Tetsuo Kondo) and 
two director-generalships, which is a 
gain of one seat. The Takeshita faction 
seems to have agreed to this in consi- 
deration of the Komoto faction's calm 
response when Kaifu was ousted. 

m Robert Delfs 
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CHINA 


Peking in defence of its humanitarian record 


The rights stuff 





By Lincoln Kaye in Peking 
F ed up with harangues from Western 





functionaries, China has gone on the 

offensive about human rights. The 
campaign coincides with the announce- 
ment of a mid-November visit here by US 
Secretary of State James Baker, capstone of 
Peking’s effort to regain diplomatic re- 
spectability after the June 1989 massacre of 
pro-democracy demonstrators. 

To launch its human rights offensive 
internationally, the State Council released 
a “white paper” detailing a gamut of sup- 
posedly government-guaranteed rights 
ranging from basic subsistence to free 
worship. The 87-page volume is available 
in a choice of six languages, suitable for 
presentation to visiting delegations when 
they make their by-now customary repre- 
sentations about human rights before get- 
ting down to diplomatic business-as-usual. 

At the same time, for domestic con- 
sumption, the Chinese leadership and 
media have stiffened their rhetoric about 
the human rights record of the West — 
especially the US — in a bid to reclaim the 
moral high ground. The party organ Peo- 
ple's Daily, in a review of a memoir by a 
former New York correspondent of the 
official Xinhua newsagency, devoted 
nearly half its commentary to a catalogue 
of purported US election-rigging and per- 
secution of blacks and leftists. 

“With such a record of ‘human rights’ 
and ‘democracy’,” the commentary asks, 
“what call has the US to meddle in the 
affairs of other countries? [Yet] in the wake 
of the Gulf War . . . some American poli- 
ticians, drunk with victory . . . plan a US- 
dominated ‘New World Order’ based on 
US concepts of democracy, freedom, hu- 
man rights and even sovereignty.” 

Such bombast seems calculated to sig- 
nal that China has no intention to serve as 
a punching-bag for the US. However, in an 
apparent bid to pre-empt a likely flash 
point in the Baker talks, the “white paper” 
listed intellectual property protection 
among the grab-bag of “rights.” Washing- 
ton has set 26 November as the deadline 
for China either to satisfy US patent and 
copyright concerns or face trade sanctions. 

The document's treatment of the intel- 
lectual property issue typified its approach 
to many of its more controversial topics: 
citation of laws on the books (albeit with a 
studied vagueness about how they are 
drafted or implemented), followed by a 
flurry of statistics. In this style, the docu- 
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ment asserts that there are 
“no ‘political prisoners’ in 
China” (held for their ideas 
alone) and no sanctions 
against religious believers 
(purely on the basis of their 
faith). Other highlights in 
the paper include: 
Prisoners, excepting 
“those who have been le- 
gally deprived of their po- 
litical rights,” are entitled 
to vote, to appeal, to legal 
defence, to immunity from 
insult and “other civic 
rights.” 
> China's family plan- 
ning drive relies mainly on 
“tireless publicity and educational work,” 
along with “some necessary economic and 
administrative measures.” 
> By assigning jobs to graduates, the gov- 
ernment assures their “right to work.” 
Assertions like these could backfire, a 
Chinese dissident suggests. They put the 


HONGKONG 


Right 
reacts 


Conservative politicians are fighting 
back with a vengeance following the 
overwhelming liberal victory in 
Hongkong’s first direct elections to the 
Legislative Council (Legco) in Septem- 
ber. They have unleashed a barrage of 
criticism against the liberals and laid the 
foundations for political organisation by 
setting up the Co-opted Resources Cen- 
tre, which will provide conservative 
councillors with office facilities. 

Given their dominance among 
members appointed by the governor to 
the policymaking Executive Council 
(Exco) and their strength among coun- 
cillors appointed to Legco or elected by 
functional constituencies, the conserva- 
tives are a formidable force. Leading the 
conservative assault on the liberals has 
been Selina Chow, a non-elected mem- 
ber of both councils. 

In a Legco debate at the end of Octo- 
ber, Chow spoke of her “horror” upon 
watching liberals “savagely” discredit 
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Baker: copyright flash point. 


government on the record and give inter- 
national human rights watchdogs that 
much more to debunk. 

By providing for no direct elections 
above the county level, the “white paper” 
claims, China “makes it possible for people 
to choose deputies whom they know and 
trust.” The government can still congratu- 
late itself that “elections 
are not manipulated by 

money.” 

Much of the document 
is devoted to “human 
rights” that are economic 
rather than political, since 
“subsistence — the fore- 
most human right” is a 
pre-condition for any 
other rights. The “white 
paper” dwells on statistics 
showing China’s success 
in feeding and clothing its 
people — achievements 
which would be impe- 
rilled in the event of “so- 
cial turmoil.” 

Although China sub- 
scribes to UN and Third World sponsored 
human rights accords, the document 
maintains that any country’s human rights 
stance is “circumscribed by historical, so- 
cial, economic and cultural conditions . . . 
[and] falls by and large within the sover- 
eignty of each country." Li 





pro-China candidates in the elections. 
She said the democrats' anti-China, anti- 
Peking campaign called into question 
their “lip service to the need to commu- 
nicate with China." 

Chow’s outburst has raised specula- 
tion as to whose views she can claim to 
represent. Chow has been a government 
appointee to Legco since 1981, and was 
appointed to Exco by the governor last 
month. The government has indicated 
that the views are her own — a 
spokesman told the REVIEW that “Selina 
Chow is no one's puppet." But apart 
from long and faithful service as a gov- 
ernment appointee, Chow's main cre- 
dential for her Exco place appears to be 
her conservatism. 

The first tangible issue around which 
the conservatives in the centre have 
rallied is defence of the system under 
which some Legco members are ap- 
pointed to Exco and serve as a link be- 
tween the two bodies. These Exco-ap- 
pointees have been traditionally chosen 
from the establishment class most sup- 
portive of the government. 

The liberal United Democrats, who 
won 12 of the 18 directly elected seats in 
the recent elections, have called for a 
relationship of checks and balances be- 
tween the two councils. ш Stacy Mosher 
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BRIEFING 


China-Indonesia 

ties get warmer 

> China's official newsagency, Xinhua, 
will be allowed to open an office in 
Jakarta some time in November, 
according to Indonesian Minister of 
Information Harmoko. Indonesia and 
China restored diplomatic relations in 
August 1990 after a 23-year freeze. 
Antara, the official Indonesian news 
agency, will open an office in 

Peking. The minister said the national 
radio station, Radio Republik Indonesia, 
was also preparing Mandarin- 
language programmes for broadcast 
into China. 


India opens doors to 
Pretoria cricketers 

> In line with a decision at the recent 
Commonwealth Heads of Government 
conference in Harare, India has lifted 
sanctions on people-to-people contact 
with South Africa which had barred air 
links, tourism promotion and 
representation at sporting fixtures. The 
move on 30 October was followed 
immediately by arrangements for the 
South African cricket team to play three 
matches in India in mid-November, 
breaking 21 years of isolation for the 
South Africans from official cricket 
internationals. 


Peking talks focus on 

Taiwan Strait piracy 

> Taiwan's quasi-official Straits Exchange 
Foundation, which handles day-to-day 
contacts with the mainland, held a second 
round of talks in Peking on 4 November 
on cooperation to prevent piracy and 
other criminal activities in the Taiwan 
Strait. Formal negotiations on the 
anti-crime programme are expected 

when China sets up a corresponding 
liaison agency later this year. This 

would be the first formal cooperation 
since Red Cross officials on both sides 
agreed to repatriation procedures last 
year. 


Singapore party chief 

avoids election bar 

> J. B. Jeyaretnam, secretary general of 
Singapore's Workers' Party, avoided 
being declared a bankrupt after he paid 
$$392,838 (US$232,723) in legal costs to 
Singapore's former prime minister and 
current Senior Minister Lee Kuan Yew on 
31 October. The costs arose after 
Jeyaretnam lost a defamation suit filed by 
Lee over remarks made by Jeyaretnam at 
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a 1988 election rally. A three-year ban on 
Jeyaretnam standing for election has now 
expired. By avoiding bankruptcy, he will 
be able to contest in the by-elections that 
Prime Minister Goh has promised to hold 
in the next 12-18 months to allow 
Jeyaretnam to stand. 


Swedish mission to 

Rangoon called off 

> The Thai-Swedish Chamber of 
Commerce has cancelled a controversial 
visit to Burma by a 15-man delegation 
comprising Bangkok-based 
representatives of private Swedish 
companies. The visit, scheduled for 25-28 
November, would have been the first by a 
Western trade delegation to Rangoon 
since the military takeover in 1988. The 
Swedish Government, which is 
spearheading a resolution in the UN 
condemning human-rights violations in 
Burma, had criticised the visit. Protests 
also came from Burmese opposition 
groups and international human-rights 


groups. 


Social indicators 





Bush postpones 

East Asia tour 

> President George Bush, under fire for 
spending too much time on foreign 
policy, has postponed a trip to Japan, 
South Korea, Singapore and Australia that 
had been scheduled to begin later this 
month, the White House said. Bush was 
to make a stop in Honolulu for a 7 
December ceremony commemorating the 
Japanese attack on Pearl Harbour 50 years 
ago. A spokesman said Bush wanted to 
stay in Washington while Congress 
considers legislation to spur the 

economy and extend unemployment 
benefits. 
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Taipei legislators 
hold peace talks 
> In private 
discussions with 
legislators from the 
opposition 

Democratic 

Progressive Party, 
Taiwan's Premier 

Hau Pei-tsun agreed 

to ease political 
confrontations in the 
legislature. The talks 

in Taipei on 4 November were the 
premier's first face-to-face meeting with 
the opposition outside the legislative 
chamber, where disagreements have often 
brought the two sides to blows. 





Hau. 


Cambodia returns to 
Mekong committee 

> Cambodia returned to the UN's 
Mekong Committee on 4 November after 
an absence of 15 years. A delegation 
arrived in Bangkok, joining others from 
Thailand, Vietnam and Laos, to resume 
the country’s representation, which was 
phased out in 1976 when the Khmer 
Rouge controlled Cambodia. The 
committee is involved in planning 
development of the lower basin of the 
Mekong River. 


Thai premier orders 

child labour review 

> Thai Prime Minister Anand 
Panyarachun, saying that the problem of 
forced child labour is widespread in 
Thailand, has ordered a review of the 
country’s child-labour laws after Bangkok 
police raided an illegal paper-cup factory 
on 31 October and rescued 31 children 
who were being forced to work under 
brutal conditions. Many of the children 
were taken to hospital with injuries they 
said they suffered from being beaten. 


Phnom Penh frees 

442 political prisoners 

> Cambodia's Vietnamese-installed 
government, which on 23 October signed 
a peace accord with three opposing 
guerilla groups to end a 13-year civil war, 
released 442 political prisoners and 483 
prisoners of war in October, according to 
the official state news agency. The report 
said more political prisoners would soon 
be freed. Foreign Ministry officials said 
the group would include Pen Sovan, 55, 
former chief of the pro-Vietnamese 
Cambodian Communist Party who was 
ousted in late 1981. 
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4 AS YOU CAN SEE, 
NOT ALL FLYING MEDALS ARE 
AWARDED FOR VALOR. 


‚ The chefs who've designed our new Connoisseur 
Class™ are quite a decorated crew. Honored by the 
renowned culinary organization Chaine des Rotisseurs 
and the world’s finest cooking schools, they are what make 
Connoisseur Class an experience of delightful proportions. 

Introducing Connoisseur Class, offered only by 
United. Where attention to detail elevates international 
business class to its highest form. Available November 1 
on all trans-Atlantic and most trans-Pacific flights. 

Come fly the airline that’s uniting the world. Come 
fly the friendly skies. 
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SELL YOU OPEN 


SYSTEMS. 


At Digital, we believe an 
open system must be able to 
integrate products from a 
multitude of vendors. A feat 
that requires not only a strict 
adherence to industry stan- 
dards, but the willingness 
and expertise to actually 
configure, implement and 
support a multi-vendor 
system. 

This conviction is best 
demonstrated by Network 
Application Support (NAS), 
a comprehensive implemen- 
tation of standards that lets 


you integrate systems and 


applications from the likes of 


IBM, Hewlett-Packard®, 

Sun®, Compaq®, Apple 

and others. 
With NAS 


run applications across a 


you can 


wide range of systems with 


minimal changes. You can 


NAS FROM DIGITAL. 
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get applications to share 
data and interoperate. And 
you can develop network- 
ed applications so that 


they're impervious to the 


differences between one 


computer maker and 


another. 
This 


defining open in your terms 


commitment to 


is expressed just as elo- 
quently in our service and 
support. For not only do we 
have the capability to main- 
tain over 8000 hardware and 
software products manufac- 
tured by 800 vendors, we can 
plan, design, implement and 
manage the open system 
that's right for you. Even 
assuring that it can accom- 
modate applications yet to 
be conceived. 

So if you are interested 
contact 


in open systems, 


Digital Equipment Cor- 
poration, 19-21 Fleet 


House, 38 Gloucester Road, 


Wanchai, dl ila} i|t lal f 
Hong Kong. 
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FOREIGN 


RELATIONS 


Vietnam premiers trip leads to improving ties 


Asean’s embrace 


By Murray Hiebert in Hanoi and 
Michael Vatikiotis in Kuala Lumpur 


1 J ietnamese Premier Vo Van Kiet's 
visit to three key Southeast Asian 
countries in late October marked a 

major milestone in Hanoi's efforts to im- 

prove ties with its non-communist neigh- 

bours. It also began to lay the foundations 
for Hanoi's future entry into Asean. 

Kiet began the trip to Indonesia, Thai- 
land and Singapore on 24 October, the day 
after a peace accord was signed formally 
ending the war in Cambodia. The conflict 
had been the main obstacle to Hanoi's ef- 
forts to improve relations with Asean. 

At the start of his tour, Kiet declared in 
Jakarta that Vietnam wanted to live in 
peace with its neighbours and appealed for 
aid, investment and trade to develop its 
economy, which has been ravaged by 
decades of war, isolation, mismanagement 
and the abrupt loss of Soviet aid. 

The visit was the first by a Vietnamese 
premier to Asean countries since Hanoi 
invaded Cambodia and toppled the Chi- 
nese-backed Khmer Rouge regime in 1978. 
Kiet's trip ended on 1 November, four days 
before he accompanied communist party 
chief Do Muoi on a visit to Peking to nor- 
malise relations with China. 

"With Kiet's visit, Vietnam tried to find 
a counterbalance for its next visit,” one 
Vietnamese official observed. He was re- 
ferring to anxiety among some Vietnamese 
that Hanoi's attempt at rapprochement 
with China could again result in Vietnam's 
over-dependence on its giant neighbour. 

The most important leg of Kiet's trip 
was his 30 October-1 November visit to 
Singapore. For it was there that more than 
a decade of suspicion and animosity to- 
wards Vietnam was buried and the stage 
set for it to join Asean in the future. 

For Hanoi, the results were gratifying: 
an agreement to exchange diplomatic mis- 
sions, a prospective air-services accord, and 
Singapore's offer of assistance in Vietnam's 
poorly developed services sector. 

Vietnam is keen on obtaining formal 
agreements in such areas as investment 
and economic cooperation, but Singapore's 
Prime Minister Goh Chok Thong stressed 
instead the role of the private sector. "It is 
the private sector which can and will make 
the investments and expand business links 
across the board," he said. 

Singapore businesses, which have 
maintained strong trading relations with 
Vietnam, are likely to move quickly into 
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Kiet in Indonesia: air and shipping accords. 


such areas as banking and port manage- 
ment. Singapore Airlines is interested in 
establishing services to Ho Chi Minh City. 
The Singapore Government is also likely to 
extend technical assistance to Vietnam. 

Singapore and Vietnam established 
diplomatic relations in 1973 but Singapore; 
which is expected to become Vietnam's 
second-largest trading partner this year, 
delayed opening an embassy in Hanoi due 
to the invasion of Cambodia. Hanoi has a 
trade office but no embassy in Singapore. 

Vietnam is eager to attract Singaporean 
aid and investment as part of an instinctive 
urge to balance external influences on the 
domestic economy. Quite apart from what 
Singapore has to offer, "they don't trust 
the Thais," said one Asean official. 

Goh welcomed Vietnam's interest in 
acceding to Asean's 1976 Bali treaty on 
amity and cooperation which it expressed 
in a letter to Asean in September. Hanoi's 
signature on the treaty would act as the 
first step towards Vietnam's membership 
of Asean. But Goh reminded Kiet that “for 
Singapore, Cambodia was a matter of vital 
principle,” suggesting that the pace of 
Vietnam's integration with Asean remains 
dependent on progress towards peace in 
Cambodia. 

However, Kiet's tour comes less than 
three months before the Asean summit in 
Singapore in January. This means the onus 
is now on Asean to lend substance to what 
Goh is calling a "more positive relation- 
ship" with Hanoi. One possibility is that a 
decision to invite Vietnam to sign the Bali 
treaty will be taken at the summit. 

It was natural for Kiet to pick Indonesia 
for his first stop because Jakarta main- 
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tained good relations with Hanoi despite 
its invasion of Cambodia. President 
Suharto became the first Asean head of 
state to break the grouping's diplomatic 
isolation of Hanoi when he visited Viet- 
nam last November. 

In Jakarta, Kiet's delegation signed an 
agreement on promoting and protecting 
foreign investment as well 
as accords on air transport 
and shipping. The two 
sides also agreed to speed 
up negotiations to resolve 
overlapping claims to ex- 
clusive economic zones at 
sea, the only outstanding 
bilateral issue affecting 
Hanoi's relations with Ja- 
karta. 

Shortly after Kiet's ar- 
rival in Bangkok on 28 
October, Thai premier 
Anand Panyarachun de- 
clared that the visit 
marked a "historic mo- 
ment," during which the 
two sides had resolved 
past suspicions and paved 
the way for future wide- 
ranging cooperation. Hanoi's relations with 
Bangkok over the past four decades have 
been more hostile than with other Asean 
countries because of Thailand's active sup- 
port for the American war in Indochina 
and for the Cambodian guerillas. 

Anand accepted Kiet's invitation to visit 
Vietnam early next year, and the two coun- 
tries signed an investment protection and 
promotion agreement and a memorandum 
of understanding which grants Thailand 
priority in buying Vietnam's surplus natu- 
ral gas. The Thais had also hoped to sign a 
fishing cooperation agreement, but the 
Vietnamese baulked, pending negotiations 
to resolve disputed claims to overlapping 
economic zones at sea and Thai agreement 
to process seafood in Vietnam. 

Kiet told the Thais he had "no objec- 
tion" to their opening a consulate in Ho 
Chi Minh City while Bangkok said it 
would support Hanoi's bid to accede to 
the Bali treaty. 

The two premiers also pledged not to 
interfere in the internal affairs of each oth- 
er's countries. A few days before Kiet's 
visit, Thai army chief Gen. Suchinda 
Kraprayoon charged that the Vietnamese 
Embassy in Bangkok was making unau- 
thorised contact with ethnic Vietnamese 
living in northeastern Thailand. A few 
weeks earlier he had warned that Vietnam 
was still a potential threat to Thailand. 

Thai officials report that Kiet pledged to 
rein in his embassy, but he also called on 
the governments to "respect each other's 
sovereignty," an apparent reference to Ha- 
noi's suspicions that the Thai military 
supports Vietnamese guerillas fighting to 
overthrow the Hanoi government. a 
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THAILAND 


Junta chief looks likely to become prime minister 


The reluctant leader 





By Rodney Tasker in Bangkok 


hat may turn out to be an 
unstoppable movement is tak- 
ing shape to promote Thai 


Army Commander and junta leader Gen. 
Suchinda Kraprayoon as the country’s next 
prime minister. Suchinda himself is eva- 
sive on the issue, but he is evidently be- 
coming angrier and less polite in his public 
statements about his former army boss 
Chavalit Yongchaiyut, one political leader 
who remains uncowed in opposing any 
plan by the military leadership to extend 
its period in power. 

The scenario for Suchinda’s path to the 
premiership is unsubtle even by the bla- 
tantly machiavellian standards of Thai 
politics. The army chief and his four-star 
colleagues in the National Peacekeeping 
Council (NPC) — the junta which seized 
power on 23 February — have promised 
elections and a return to democratic rule in 
early 1992. But recent developments indi- 
cate that the NPC may be in no hurry to 
relinquish power, and is manipulating the 
political party system to ensure the military 
retains at least a large measure of control. 

The recently formed Samakkhi Tham 
party has been openly campaigning on the 
Suchinda-for-prime-minister theme, saying 
it will be the core of the next government. 
It has been luring some prominent political 
figures, mainly those with a record of 
party-hopping, into its fold. 

Sources say Suchinda and his class- 
mates from Chulachomklao Military 
Academy's Class 5, who control the МРС 
and military leadership, believe they can 
tackle the country's problems from a posi- 
tion of substantial political power. While 
Suchinda has not ruled out the possibility 
that he will become prime minister after 
the election, he has said he will not run in 
the poll — the new draft constitution cur- 
rently being amended allows for a non- 
elected prime minister. And if he does be- 
come prime minister he will doubtless 
embody continued Class 5 political control, 
given the tight-knit nature of the class and 
the belief among most of its members that 
they have a right to power. 

The growth of the NPC-backed 
Samakkhi Tham has now been enhanced 
by acquiring the Chart Thai, with its well- 
oiled political machinery, as an ally. 
Ironically, the party was previously headed 
by former prime minister Chatichai 
Choonhavan — who was toppled by the 
military on the grounds that his govern- 


ment was massively corrupt and had been 
building a "parliamentary dictatorship." 
Chart Thai leaders recently elected retired 
air chief marshal Somboon Rahong as 
party chief to replace Chatichai, who has 
retired from politics. Somboon is known to 
be close to air force chief and NPC vice- 
chairman Kaset Rojananin. 

The two parties are now expected to 
work together, perhaps with other smaller 
groups, with a view to winning most seats 
in the next parliament, and endorsing 
Suchinda as the new prime minister. Even 
Chatichai now says he expects Chart Thai 
to support the army chief as the next pre- 
mier. 

Observers who wondered why Chart 
Thai, despite its charac- 
terisation by the local me- 
dia as the "slippery eels" 
party, was involved in 
such a deal did not have to 
wait long for an answer. 
The NPC announced that it 
was pushing legislation to 
allow those politicians be- 
ing investigated for cor- 
ruption by a special assets 
committee it appointed af- 
ter its coup to be allowed 
to appeal to the courts if 
found guilty of having ac- 
cumulated “extraordinary 
wealth.” The new law was 
quickly passed in a one- 
day session by the NPC- 
appointed national assem- 
bly. Seven among the 13 
politicians under investi- 
gation are Chart Thai lead- 
ers, including Chatichai, 
and the move was widely seen as a quid 
pro quo for Chart Thai acquiescence. 

Unlike the assets committee, the courts 
are likely to view the accused as innocent 
until proven guilty, and either dismiss the 
cases and return frozen assets, or hold 
prolonged hearings which will allow the 
politicians to run in the next election. One 
former minister in the list of 13 who in- 
tended joining Samakkhi Tham is reported 
to have told friends that he had no option, 
because he had been promised that his 
party-switch would ensure he was let off 
the corruption hook. 

Chavalit, who now heads the New As- 
piration Party (NAP), watched this all with 
apparent alarm, though some leading 
members of his party say the political ac- 
tivities of the NPC will play into his hands 
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Suchinda: evasive. 


at election time. The former army com- 
mander had already been persistently criti- 
cising the NPC's determination to cling on 
to power. In his latest attack, Chavalit 
called on the NPC quickly to return power 
to the people, predicting a dark future if 
the junta intended to retain power. He was 
speaking with leaders of three other politi- 
cal parties — Palang Dharma, the Demo- 
crats and Solidarity — at a university fo- 
rum at which all four opposed the idea of 
a non-elected prime minister after the next 
election. And that clearly meant Suchinda. 

In a previously uncharacteristic angry 
response, when asked by reporters about 
Chavalit's challenge to the NPC to return 
power to civilians, Suchinda asked: "Re- 
turn power to whom — Gen. Chavalit?" 
Asked if he would meet Chavalit to dis- 
cuss their perceived growing rivalry, 
Suchinda said there was no need because 
the two had nothing to talk about. The 
army chief had earlier fended off questions 
about Chavalit by referring to him as an 
ambitious politician, and therefore it was 
natural for him to attack those in power. 
. But Suchinda is now be- 
coming more testy, and 
$ both he and Chavalit have 
dropped using earlier ref- 
erences to each other as 
military brothers. 

Suchinda, previously 
regarded as a rather taci- 
turn general who made 
only cautious comments, 
was also irritated by a 
friendly letter sent to NPC- 
appointed interim prime 
minister Anand Panya- 
rachun by US President 
George Bush. In the letter, 
Bush wished Anand suc- 
cess in presiding over an 
early restoration of civil- 
ian, elected rule in Thai- 
land. Suchinda com- 
mented that the US was 
not the ^world's big boss," 
adding: “If I were the Thai 
Government, I would not allow the US to 
treat me this way." 

As one senior Bangkok-based diplomat 
commented, if Suchinda was persuaded by 
his circle to become prime minister, he 
would not relish the prospect of handling 
a vitriolic parliamentary opposition: 
"Suchinda is not of a temperament to deal 
with an opposition." As a non-elected 
prime minister he would not have to sit in 
parliament. Even the normally cautious 
Bangkok Post was moved to describe 
Suchinda, in an editorial, as “a man who 
has expressed no desire to serve in the pre- 
miership, but appears to be simply waiting 
in the wings for a carriage to take him to 
Government House, if at an opportune 
time he should feel so inclined to pay an 
extended visit there." а 
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We are committed to help meeting these challenges: 


SIEMENS 


Setting quality and reliability standards 
for reactor cores 





Nuclear power plays a key role in 
meeting global energy and environ- 
mental challenges. And our nuclear 
fuel is an important prerequisite: In 
nuclear power plants worldwide 
our nuclear fuel ensures cost-effec- 
tive, reliable operation and much 
cleaner power generation. 


Tightest controls for maximum 
reliability 

A unique value speaks for the 
operating reliability of all of the fuel 


assemblies that we produce: 
99.999%. On average only one 
fuel rod in 100,000 has to be re- 
placed. This value stands for the 
highest design and fabrication 
precision — and the toughest qual- 
ity assurance — available anywhere. 


Experience counts 
In the last 25 years we have sup- 
plied 82 nuclear power plants of 


various designs with more than 
50,000 fuel assemblies containing 
over six million fuel rods, of which 
more than 60,000 were mixed- 
oxide fuel rods. This gives us a def- 
inite edge in technological expe- 
rience. 


Clean energy 

Only cost-effective, clean power 
generation will be able to meet the 
growing worldwide energy demand 
while conserving resources. We 


are committed to putting this prin- 
ciple into practice: In all fields of 
power plant engineering we design, 
develop and supply state-of-the- 
art systems, equipment and 
turnkey plants tailored towards 
pollution control and higher cost- 
effectiveness in power generation. 


FOCUS fuel assembly for pressurized water reactors 
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MALAYSIA 


Countrywide haze sparks alarm and health fears 


Official fog 
By Michael Vatikiotis in Kuala Lumpur 
F Malaysia, Singapore, Brunei and 

parts of Indonesia have been smoth- 
ered in a thick, particle-laden haze. Blame 
for it has been put on extensive forest fires 
in Indonesia, but officials in Kuala Lumpur 
are warning that if unchecked, domestic 
sources of air pollution could make the 
haze a recurrent feature of peninsular Ma- 
laysia’s climate. 

The haze limits visibility sometimes to 
as little as 1,000 m, disrupting domestic 
flights and posing a hazard to coastal 
shipping. Malaysian Airline System flights 
between Kuala Lumpur and Ipoh have 
been the most affected. Visibility problems 
at both Kuala Lumpur’s Subang airport 
and Singapore's Changi airport have led to 
periodic delays. On Borneo, scene of many 
of the forest fires, several light aircraft have 
been lost due to poor visibility. 

The haze has aggravated health prob- 
lems, especially for people with respiratory 
diseases. The Health Ministry announced 
a 10% increase in respiratory ailments and 
conjunctivitis in mid-October. With many 
people working outdoors reporting sick, 
officials warned the public in Kuala 
Lumpur to wear masks outdoors. Scien- 
tists in Malaysia are also concerned about 
the effect on crop yields of reduced sun- 
light and the possibility of acid rain. 

“The problem is, no one is saying what 
is in the haze,” says Gurmit Singh of the 
Environmental Protection Society of Ma- 
laysia. Evidence of precisely what the haze 
contains is sparse. There are only two so- 
phisticated air-monitoring systems avail- 
able in Malaysia, and no comprehensive 
data from these outlets has been released. 
Photo coverage of cloud cover and atmo- 
spheric analysis over the peninsula have 
been hampered by the apparent break- 
down of the Meteorological Services De- 
partment's only satellite. 

Official data does show a dramatic in- 
crease in the density of particles suspended 
in the atmosphere during hazy conditions. 
Readings for the last week of September 
showed a rapid increase from 124.7 
microgrammes per m° on 25 September to 
over 420 microgrammes per m? by 1 Octo- 
ber. Normal readings are considered be- 
low 70 mi mmes. 

Yet, despite apparent uncertainty over 
the composition of the haze, the level of 
official and public alarm is growing. Sci- 
ence, Technology and Environment Minis- 








or much of the past two months, 


Kuala Lumpur's pervasive haze. 


ter Law Hieng Ding has echoed doubts 
that the Indonesian forest fires are the only 
cause. Deputy Environment Minister Peter 
Chin Fah Kui suggested that while the 
current haze may be caused by forest fires, 
existing levels of "background haze" may 
become a permanent feature over heavily 
urbanised areas of the country. 

The problem is not new. Hazy, smog- 
like conditions have intermittently affected 
the Klang valley, where Kuala Lumpur is 
located, for the past decade. The valley is 
prone to temperature inversion, whereby 
particle-laden air is not dispersed due to 
local climatic conditions within the basin- 
like topography of the area. 

In 1983, a dense haze enveloped the 
entire country. In August 1990, visibility 
was severely reduced in many areas, but 
the haze lingered for a much shorter length 
of time than this year. Because this year's 
haze has been more prolonged, the fear is 
that external particle sources and changing 
weather patterns may have combined to 
exacerbate the situation. Although the 
government is quick to look for external 
causes, the contribution of domestic 
sources to air pollution is recognised. A 
Meteorological Services Department report 
on the August 1990 haze listed increasing 
pollution from vehicle exhausts, open 
burning and industries as key contributors. 

Some measures were taken in the mid- 
1980s to reduce the lead content of petrol, 
and control open burning and excessive 
vehicular smoke emission. A ent 
of Environment study in 1989 found that 
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the country's 2.8 million vehicles released 
over 3,700 tonnes of particulates into the 
atmosphere. All told, motor vehicles, in- 
dustries and the practice of open burning 
accounted for the release of 25,000 tonnes 
of matter into the atmosphere in 1989. 
Malaysia’s use of ozone layer-damaging 
chlorofluorocarbons (CFCs) is already close 
to exceeding levels permitted under the 
Montreal Protocol on CFCs. 

The 1990 haze report concluded that 
increasing sources of air pollution coin- 
cided with the inability of local climatic 
conditions to effectively disperse the sus- 
pended matter. Changes in global climatic 
patterns affecting the region have resulted 
in a run of prolonged dry seasons over the 
past five years, not only increasing the 
chances of uncontrollable forest fires, but 
also the climatic effects that help prevent 
the dispersal of smoke and other particles 
in the atmosphere. Rather tactfully, the re- 
port highlights the dispersal problem as the 
chief reason why the region's air pollution 
potential is greater even than that of New 
York and Los Angeles. 

However, Malaysian environmental 
groups charge that the government has 
been slow to grasp the need to sharply re- 
duce vehicle emissions, which they believe 
are a major contributor to the haze. Almost 
nothing is known about what domestically 
generated pollutants either chemically in- 
teract or simply attach themselves to the 
suspended particles. One fear is that levels 
of lead and ozone may be alarmingly high. 

There are indications, though, that the 
latest haze has prompted the government 
to begin looking at ways to reduce air 
pollution at source. The 1992 budget con- 
tained measures to lower duty on un- 
leaded petrol to make it more attractive to 
consumers as a first step. More stringent 
emission controls on new cars will be en- 
forced from 1992. 

Within the government, differing levels 
of concern may inhibit quick remedial ac- 
tion, environmental groups say. The Sci- 
ence, Technology and Environment Min- 
istry clearly supports firmer action to limit 
the source of air pollution. But cuts in the 
domestic production of cars, or the added 
cost of fitting emission controls, could well 
run into opposition from businesses. 

Similarly, environment officials admit 
that drastic measures to curb vehicle use in 
Kuala Lumpur are unlikely to succeed so 
long as the public-transport system is too 
inefficient to act as an alternative. 

The issue is a sensitive one for the 
government. Should the haze worsen or 
become a permanent feature, Malaysia's 
competitive position as an investment lo- 
cation and as a tourist destination could 
suffer. Equally, tough anti-pollution meas- 
ures might deter potential investors. Either 
way, urgent action is required to avert a 
potentially major health problem and dis- 
ruption to the economy. ш 
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THE 5TH COLUMN 


The dynamic triangle 


mong the important international 
developments that are likely to 
dominate the 1990s, it will be ne- 
cessary to keep a close watch on 
the evolution of US-Japan relations in the 
context of changes in the Soviet Union and 
the ending of the Cold War. 
Up to now it has been unusual to dis- 
cuss Soviet-Japan relations from the view- 
point of how they affect the US, or Japan- 
US relations in the context of developments 
in the Soviet Union. But the three sides of 
this triangle are becoming closely inter-re- 
lated. This tendency may be strengthened 
| as a new government takes power in To- 

kyo amid feelings that Japan needs to do 
| more to help shoulder the burden of main- 
| taining the present world order. 

The US and Japan need to cooperate in 
supporting Soviet reforms because the US, 
though it has come to be much closer to 
the Soviet Union politically since the end 
of the Cold War, lacks the financial re- 
sources to do the job on its own. Japan, 
meanwhile, has the resources but remains 
à one-dimensional superpower quite inca- 
pable of taking initiatives on its own. 

The role of the US in the Soviet-Ja- 
panese dialogue can be equally critical and 
may even represent one of the corner 
stones of the future world order. Without 
the US as a middleman, there is only a lim- 
ited area in which the one "incomplete 
superpower" (Japan) and a "former" su- 
perpower (the Soviet Union) can interact. 
It seems possible that, with Washington as 
a peace-broker, not only the chances for 
Soviet-Japanese normalisation but the po- 
tential for the US-Japan partnership in the 
post-Cold War era will improve. 

As a matter of history, it can be said 
that the issue of Soviet occupation of Ja- 
pan’s Northern Territories is partly the re- 
sult of US policy. Under force of 
circumstance and in order to bring the So- 
viets into the Far Eastern theatre of World 
War II, then president Franklin Roosevelt 
agreed with Stalin on a proposed post-war 
settlement which gave the southern Kuriles 
to Moscow. 

In the Joint Soviet-Japanese Declaration 
of 19 October 1956 the Soviet Union agreed 
to hand over the Habomai Islands and 
Shikotan to Japan after the conclusion of a 
peace treaty. The Japanese Government 
was deeply divided on the issue and fi- 
nally revised its minimum claim, insisting 
on the inclusion of the southern Kuriles as 
well as Shikotan and the Habomais. 

Japan also brought up the issue of 


14 NOVEMBER 1991 


By Vladimir Ivanov 


southern Sakhalin and the rest of the Kurile 
Islands to the north off Etorofu. This re- 
flected pressure from secretary of state 
John Dulles, who warned that a compro- 
mise with the Soviets on the territorial issue 
could lead to a permanent occupation of 
Okinawa by the US. 

In the 1980s, strategic complications 
connected with a US offensive naval pres- 
ence in the Northern Pacific and Japan's 
own involvement in anti-submarine war- 
fare activities made it almost impossible for 
Moscow to touch the territorial issue. It 
was becoming increasingly clear that, both 
for Moscow and Tokyo, the possible road 
to normalisation of their bilateral relations 
had to be designed with an uneasy stop- 
over in Washington. 

Now, the radical im- 
provement of Soviet- 
Japanese relations is be- 
coming increasingly pos- 
sible and desirable, if the 
US supports the process. 
The reduction of political 
and security-related ten- 
sion in the Soviet-Ameri- 
can relationship sharply 
expands the room to deal 
with the Northern Terri- 
tories issue on the Soviet 
as well as on the Japanese 
side. American coopera- 
tion, perhaps initiative, 
becomes crucially impor- 
tant for a workable solu- 
tion, which has to in- 
clude: 
> Demilitarisation of the 
disputed islands; 

P Radical cuts in nu- 
clear weapons in the 
whole of the North Pa- 
cific; 

# The transfer of the 
disputed territories to 
UN administration; 

ь The conclusion of a 
peace treaty between Ja- 
pan and the Soviet 
Union; 

> Incorporation of the Soviet Union into 
the North Pacific security structure. 

This scenario could also provide a 
model for the resolution of territorial dis- 
putes in the South China Sea, especially 
after US withdrawal from the Philippines. 
It could indirectly help with the non-prolif- 
eration of nuclear weapons. Finally, it 
could enhance the role of the UN and help 
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The US role 
in the Soviet- 
Japan 
dialogue 


be one of the 
cornerstones of 
the new world 
order 


to secure its independent financial founda- 
tions. 

A humanitarian approach to the solu- 
tion of the territorial dispute could, by it- 
self, mark a step towards a new interna- 
tional order. The humanitarian aspect 
arises from the fact that 25,000 Soviet citi- 
zens currently live on the islands — more 
than the pre-1945 Japanese population of 
the disputed territories, even without tak- 
ing military personnel into account. 

There were demonstrations recently in 
Yuzhno-Sakhalinsk protesting against pos- 
sible deals on the territorial issue between 
Japan and the government of the Russian 
republic. 

The major concern is that the return of 
the islands may be nego- 


& — tiated secretly. Even if 


this does not happen, the 
local population of some 
areas of the Soviet Far 
East could easily be 
. drawn into a political 
. Struggle which might es- 
. calate to a secessionist 
| | movement. 
2 It seems the problem 
is not simply to restore 
justice to Soviet-Japanese 
relations as President 
George Bush put it be- 
fore visiting Moscow in 
July, but to work out a 
fair and lasting solution, 
which eventually can be 
used as a stepping stone 
to the New World Order. 
Above all, we must avoid 
a solution which might 
undermine the fragile 
fabric of Soviet-Japanese 
relations by endangering 
stability in Russia itself. 
In my opinion, the 
problem can be solved. 
The solution does not lie 
with the Soviet or Japa- 
nese leaders who are 
trapped by domestic 
complexities. There is a historic need for a 
go-between with the authority and respect 
needed to make both countries feel they 
are creating something which is not only 
good for themselves but for the world. m 
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Vladimir Ivanov is head of the Department of 
Pacific Studies at the Institute of World 
Economy and International Relations, Mos- 
cow. 
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Unexpected Karen rebel push worries ruling junta 


Return to the delta 


By Berti Lintner in Bangkok 


nnouncements over Radio Ran- 
A goon about fighting between gov- 

ernment troops and ethnic insur- 
gents are hardly rare these days because it 
serves the purposes of a military regime 
eager to prove to the public that its troops 
are not merely suppressing urban dissent. 
But a 9 October news bulletin stunned 
many listeners: the most recent battles had 
been fought not in a remote border area 
but near Bogale, a town in the Irrawaddy 
delta region only 100 km southwest of 
Rangoon. 

The government claimed that 22 po- 
licemen and troops died in the fighting on 
2-3 October. But the Karen rebels released 
a bulletin the following day claiming that 
the Burmese air force had bombed several 
villages near Bogale. 

Navy gunboats were also moving up 
some of the rivers in the delta region, 
which is ideal guerilla country consisting 
of a maze of rivers, islands, swamps and 
jungles as well as inhabited ricelands rich 
enough to support a rebel army. Karen 
sources also said security had been tight- 
ened along the vital Twante canal, which 
connects the Rangoon river with another 
arm of the Irrawaddy only a few kilome- 
tres southwest of the capital. 

Since then, the official media has been 
quick to play down the extent of fighting, 
claiming there were no more than 100 
Karen insurgents in the delta and that most 
of them have been wiped out. Burmese 
television has screened pictures of “dead 
and captured insurgents,” though it is un- 
clear whether these actually were rebels or 
civilians killed during the air strikes and 
villagers who had been rounded up and 
paraded in front of the cameras. 

Burmese intelligence reports, however, 
paint a much more serious picture of the 
situation than the official version admits. 
Groups of insurgents, varying in strength 
from squads of 10-15 soldiers to company- 
strength units of 70-80 men, have been 
spotted at various, widely separated loca- 
tions in the delta — in Ngaputaw, south of 
the port city of Bassein, Taunggale, 
Labutta, Bogale, Kungyangon, Eya and in 
villages near Myaungmya and Ma-ubin. 

According to Burmese intelligence re- 
ports, there are now nearly 1,000 insur- 
gents in the delta. ^The officers are dressed 
in camouflage uniforms and carry walkie- 
talkies while most privates wear civilian 
clothes but are armed with automatic as- 





sault rifles and RPG2 rocket launchers. 
Many young villagers have joined them 
and are being trained by the insurgents. 
Most of these new recruits are Karens but 
there are also some Burmans, Muslims and 
Arakanese among them," one report said. 
News from the delta is still sketchy, but 

it is obvious that the Burmese Government 
views developments there with concern. 
On 12 October, military headquarters in 
Rangoon ordered all its commands across 
the country, plus the navy and the air force, 
to place their men on full alert. Six days 
later, a decree was issued forbidding boats 
plying between Rangoon and major delta 
towns to travel without an armed military 
escort. The army had earlier instructed lo- 





Young Karen rebel: penetrating the delta. 


cal commanders to "shoot deserters on the 
spot," raising questions about the loyalty 
of its own rank and file. 

Military analysts see several reasons for 
this unexpected Karen push into the 
Irrawaddy delta region. Since 1984, nearly 
all Karen camps near the Thai border have 
been under constant attack by government 
forces. In 1989 and 1990, the Burmese army 
managed to capture a string of rebel bases 
along the Moei border river, leaving the 
besieged Karen headquarters at Ma- 
nerplaw as one of the few remaining rebel 
strongholds near the Thai border. 

During a meeting of the ruling State 
Law and Order Restoration Council 
(SLORC) in Rangoon on 17 September, 
Burma's powerful intelligence chief, Maj.- 
Gen. Khin Nyunt, ordered the army gen- 
erals to capture Manerplaw by the first 
week of October. 

Khin Nyunt's order was motivated by 
the fact that Manerplaw today is more than 
just a headquarters for the Karen rebels; 
since the crushing of the pro-democracy 
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movement in Burma in recent years, it has 
also become the refuge for most anti-SLORC 

groups in Burma, including an unrecog- 
nised parallel government set up in De- 

cember 1990 and comprising MPs who 

were elected in May 1990 but prevented 
from forming a government in Rangoon. 
In early October, the shadow prime minis- 
ter Sein Win went to the UN in New York 
to lobby against the SLORC and his cre- 
dibility would have been severely dam- 
aged if Manerplaw had fallen during that 
time, as Khin Nyunt had hoped. 

But Khin Nyunt's order went unheeded 
and it seems even less likely now that an 
attack on Manerplaw is imminent. Troops 
assigned to the campaign have in recent 
weeks been re-directed to the delta and the 
pressure on Manerplaw has eased consi- 
derably. As a diversionary manoeuvre, the 
Karen push for the delta may therefore 
have served its purpose. 

But interviews with Karen rebel leaders 
reveal that the delta push was not merely 
an expedient to lift SLORC pressure on 
Manerplaw; it is also apparent that the 
Karens see the move in 
more strategic terms. The 
delta, an old rebel strong- 
3 hold in the early years of 

$ the Karen insurgency, is lo- 
8 cated southwest of Ran- 
° goon. With the Karens now 
allied with Burman dissi- 
dent groups, the capital has 
become a target. A rebel 
presence there could spark 
a popular uprising, the dis- 
sidents argue. 

Recent news from the 
delta lends credence to that 
suggestion. According to 
persistent but still uncon- 
firmed reports, young peo- 
ple have killed government soldiers with 
sharpened bamboo stakes and snatched 
their weapons. Sources claim that some lo- 
cal police units and men from the pyi thu 
sit, or people's militia, also have joined the 
rebels. Since the first encounter near Bogale 
on 2 October, skirmishes between govern- 
ment troops and Karen rebels have been 
reported from more than 10 locations in 
the delta. 

It is also apparent that recent develop- 
ments have prompted the authorities to 
take swift and firm counteraction. 

In the likely event that the fighting es- 
calates, analysts argue that the future of 
the rebellion in the delta — which is lo- 
cated far away from any land border — 
will depend on logistical support by sea 
from Karen rebel strongholds in Tenas- 
serim in the southeast. This could be the 
reason why the Burmese navy recently 
stepped up its surveillance off the delta 
coast and in the Gulf of Martaban. Even 
fishing boats are now being stopped ma 
searched for arms. 
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These days there’s a special oil 


that stops 


Londoners 


from getting their feet wet. 


It goes by the delightful little 


name of Energol SHF 80. And it’s only 


supplied in 46 gallon drums 

But don't worry, vou won't ever 
have to put your feet into it 

Because Energol SHF 80 is the 
hydraulic oil that’s used to lift the 
6 massive gates of the Thames Barrier 

And the 


Thames Barrier does 


more than preve l ondoners trom 





suffering a little inconvenience 


It actually preserves the life of 


London itself 
Ever since the Romans, London 
has been at the mercy of the Thames 
In 1928, a North Sea surge resulted 
in 14 deaths and the destruction of 
priceless works of art in the Tate 
And as recently as 1953, a huge tide 
caused the death of over 300 people 
as well as flooding some 24,000 homes 
Today with the rising level of the 
Thames, London is even more at risk 


Which is why the Thames Barrier 





is so vital. Fortunately, for most of 
the year it remains lowered, allowing 
shipping to go up and down the 
Thames as it has done for centuries 

Whilst our oil, specially chosen 
not least because of its anti-corrosion 
qualities, is ready at a moment's notice 
to lift the gates and hold back any 
dangerous rising tide 

Seldom have so few gallons of oil 
been so important 

Helping to keep London safe and 


dry is one of the things BP is doing 


today, for all our tomorrows 


For all our tomorrows. 








A REVEALING LOOK AT OUR DESIGN PHILOSOPHY. 


A car, we believe, should move you as much emotionally as it does physically. This simple premise 
is what the engineers at Toyota use to produce one of the most acclaimed and respected marques in 
the world. And they achieve it by approaching every design as an integrated unit. In fact, whenever 
possible we let the features of a car refine and develop each other. An unprecedented idea, maybe. 


А cu But its the perfect example of the innovative 








new thinking that's driving today's Toyota. And it 


shows how, from the quality of our products to our 





consistently progressive attitude as a corporation, 


—— Toyota is setting the future in motion. 
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DIPLOMACY 


Formalisation of APEC grouping to loom large at talks 


Growing-up pains 


By Shim Jae Hoon in Seoul 


he third ministerial meeting of the 

| Asia Pacific Economic Cooperation 

(APEC) forum, convening for three 

days in Seoul from 12 November, could 

well mark a turning point in the history of 

this fledgling grouping while also provid- 

ing something of a diplomatic triumph for 

the host nation and President Roh Tae 
Woo. 

Converging on Seoul for their annual 
review of the region's economic develop- 
ment will be trade and foreign ministers 
from 15 countries as diverse as the US and 
China, plus the six members of Asean. Roh, 
as an early supporter of APEC when it was 
first broached by Australian Prime Minis- 
ter Bob Hawke in January 1989, is expected 
to deliver a major speech endorsing the 
principle of fair and open trade. 

The meeting will be historic in other 
ways — China, Taiwan and Hongkong 
will be participating as new members. 
Their entry strengthens APEC's stature as 
the single largest forum speaking on the 
subject of trade liberalisation. Even before 
the admission of these three new members, 
APEC had a combined GNP of US$10 trillion 
last year, its trade accounted for 32% of the 
global volume, and the amount APEC 
members traded amongst themselves ran 
to 60% of their global total. 

Thus the first order of business in Seoul 
will be the expression of collective support 
for the successful ending of the Uruguay 
Round of multilateral trade talks. The tim- 
ing of the Seoul conference, many officials 
said, was ideal for underscoring APEC’s 
contribution to the success of the continu- 
ing Gatt talks. A formal declaration will be 
adopted by the meeting for the first time, 
setting forth its principles and goals, ac- 
cording to Lee See Young, the South Ko- 
rean assistant foreign minister. 

While the declaration will define the 
goals and set the tone of APEC’s future di- 
rection, considerable attention will be fo- 
cused on 10 projects so far undertaken by 
member countries, ranging from studies on 
energy technology cooperation to conser- 
vation of marine resources. South Korea 
has undertaken the training of export pro- 
motion experts under the human-resources 
development programme, while Japan has 
produced a study on developing techno- 
parks for the promotion of science and 
technology. The US is completing a study 
on passenger and freight safety in the 
transportation industry. 
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These are projects connected to a 
broader goal of facilitating trade and in- 
vestment within the region, and they pro- 
vide substance to the activities of APEC as a 
group. But as many of them come to frui- 
tion, they raise the need for budgeting and 
administrative backup systems. This de- 
velopment marks an important departure 
from the past operations of APEC since it 
raises the question of whether APEC should 
now create a secretariat to deal with joint 
funding and new projects. 

The idea of so formalising the “APEC 
process," as many members still delicately 
describe it, has turned into a contentious 
issue, as critics wonder if they are not about 
to establish a vast new bureaucracy. But 
the desire to take a formal declaration 
summing up the APEC spirit as well as cre- 
ating a permanent secre- 
tariat shows that APEC is 
gradually assuming an in- 
stitutional framework. 
“What it all amounts to is 
that APEC is finding its 
feet" summed up one 
Australian diplomat. 

The question of a secre- 
tariat is expected to gene- 
rate much controversy, 
with Canada and South 
Korea seemingly opposed 
to it. As for funding 
projects, some member 
nations have suggested 
that it be shouldered on an 
individual basis, as has 
been the practice so far. 

One question everyone 
has raised but few seem to 
have found a satisfactory 
answer to is what form 
APEC will eventually as- 
sume as a grouping. Will it 
develop into an Asia Pacific version of the 
OECD, an innocuous caucus of countries ex- 
changing statistics and information, or will 
it evolve into a more loose G-7 type of 
group? "Nobody seems to know what it’s 
going to be like," says a Japanese diplomat 
in Seoul. 

One development appears inevitable — 
the entry of China, Taiwan and Hongkong 
will considerably overshadow Asean's po- 
sition within APEC. Malaysia's decision to 
virtually scrap its proposal for an East 
Asian Economic Grouping — now diluted 
by Asean to an East Asia Economic Caucus 
— is seen as a further weakening of posi- 
tion vis-à-vis the non-Asean membership. 
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Roh: open trade. 


However, this does not mean that con- 
cern over trade blocs is disappearing 
among APEC members. While Japan and 
South Korea have lingering suspicions over 
the US and Canadian move to include 
Mexico in the North American Free Trade 
Agreement (NAFTA), others are troubled by 
the emergence of a single European market 
and the Asean proposal in mid-October for 
an Asean Free Trade Area (AFTA). 

These rival scenarios tend to blur APEC's 
future prospects, but there is no denying 
that it has come a long way, no matter how 
vague it looks at the moment. Moreover, 
the group itself is beginning to attract 
wider attention. South Korean officials say 
Mexico, Chile, Ecuador and the Soviet 
Union have applied for membership while 
Peru and Argentina have asked for ob- 
server status. Even countries as remote 
from the Pacific as Mongolia and India are 
said to have asked for membership. 

So far, most countries prefer to wait and 
see how the grouping evolves, and there- 
fore no decision is likely to be taken in 
Seoul on the issue of new membership, 
many diplomats say. For the time being, 
attention is fixed on how China — the only 
socialist economy  ac- 
cepted by the grouping — 
will get along with Tai- 
wan and Hongkong. Any 
mention of other commu- 
nist states, such as Viet- 
nam or North Korea, 
joining APEC has been 
quietly dismissed. 

"APEC is already turn- 
ing a bit unwieldy," a 
diplomat from a non- 
Asean country said, sug- 
gesting that APEC will 
maintain its present size 
barring dramatic changes 
in the region. 

As for South Korea, it 
is emerging as a major 
diplomatic player in the 
region through persuad- 
ing China to join along 
with Taiwan. Lee has 
earned kudos for his 
shuttle diplomacy to Pe- 
king. The delicate issue of representation 
was settled in September when Taiwan 
agreed to be called "Chinese Taipei" for 
membership in the group. 

Thanks to Lee's skilful diplomacy, Chi- 
na's Foreign Minister Qian Qichen is com- 
ing to Seoul for the APEC meeting, thus 
paving the way for the first high-level con- 
sultations with his South Korean counter- 
part, Lee Sang Ock. South Korea is clearly 
determined to use APEC to underscore 
Seoul's new-look diplomacy. “APEC is go- 
ing to be a coming-out party for our foreign 
relations," was how one senior Foreign 
Ministry official described the govern- 
ment's mood. Е 
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Buying friends is influencing people 


‘Free lunch’ diplomacy 





By Julian Baum in Taipei 





E 3 When the chairman of the 
board of the Soviet Union 

State Bank, V. V. Gera- 

shenko, spent five days in 
is 2 Taipei in late October, the 
visit was something of a diplomatic coup 
— no matter that he was acting in his ca- 
pacity as a member of the board of direc- 
tors of a Soviet-invested Swiss company, 
Eurasco Zuerich AG, to inaugurate a Taipei 
office which will represent Soviet interests. 

Taiwan has been aggressively working 
to establish relations with the Soviet Union 
and Eastern Europe since lifting trade and 
travel restrictions last year. Gerashenko 
and his delegation of senior state bankers 
helped fill a politically important, though 
economically doubtful, missing link in the 
island’s worldwide network of commercial 
ties. 

The recent stream of Soviet visitors fits 
an expanding pattern of unofficial ties with 
many of Taiwan's 170-plus trading part- 
ners. The visits represent the world’s 
accommodation to Taiwan’s commercial 
prowess which the Taipei government 
hopes to convert into a political identity. 

The visits have also given rise to a new 
optimism about Taiwan's future role in in- 
ternational affairs. During most of the 20 
years since it was forced out of the UN 


Taiwan has been on the diplomatic run. 
As the world flocked to Peking's door, 
Taipei tried to dig itself out of a hole 
partly of its own making. Clinging to a 
dogmatic claim to be the ruling party of 
the whole of China, the Kuomintang (KMT) 
government lost its membership in inter- 
national organisations and its official rela- 
tions dwindled to a handful of poor, hope- 
lessly corrupt or politically isolated gov- 
ernments. 

Now the trends are changing. Peking's 
suppression of the student democracy 
movement in 1989 was an important turn- 
ing point. The shift in international opinion 
on China and the collapse of communism 
in Eastern Europe and the Soviet Union 
have coincided with a more pragmatic and 
aggressive foreign policy in Taiwan under 
President Lee Teng-hui. 

Although Lee is still struggling with the 
anti-communist dogmatism of an older 
generation of leaders in the KMT, his more 
flexible policies have achieved some suc- 
cess. In combination with Taiwan's eco- 
nomic strengths, the country is beginning 
to overcome the handicap imposed by its 
rivalry with mainland China. 

Where these trends will lead is an open 
question. The island republic's biggest 
threat is still China, which claims sover- 
eignty over Taiwan and has succeeded in 
scaring away most official visitors and 


eradicating the country's official name — 
the Republic of China — from the world's 
vocabulary. At this year's National Day 
parade, which marked the Republic's 80th 
anniversary, the only head of state to sit 
with Lee on the reviewing stand was the 
president of Honduras. 

Meanwhile greater democracy has 
brought a small but vocal independence 
movement into the open, challenging the 
KMT's one-party rule more vigorously than 
ever and tempting ruling party conserva- 
tives to try to turn back the clock on 
democratic reform. 

These developments have given new 
importance to foreign policy which, during 
the 1980s, was mired in pessimism and an 
ostrich-like refusal to admit the existence 
of the "bandit regime" in Peking, rhetoric 
officially dropped only in May this year. 
Now Taiwan's indeterminate status in the 
international community has become a 
domestic political issue and the govern- 
ment's conduct of foreign affairs a topic of 
public debate. 

"Unification [with the mainland] is our 
long-term goal," Brown University profes- 
sor Kau Ying-mao told a conference on 
Taiwan's role in international affairs re- 
cently. "But we need to deal with the im- 
mediate problems of survival and interna- 
tional recognition. On these issues we can 
build consensus." Kau is a trusted but un- 





Chinese hurdle 


E Taiwan is at an awkward crossroad in its foreign 
relations, ассо! to Foreign Minister Fredrick 
Chien. It is doing well in economic development 
[* and domestic political reform, and many coun- 
tries want to strengthen their ties with Taipei. 
But Peking remains uncompromising in its attempts to isolate 
Taiwan and claims that the pragmatic diplomacy of President 
Lee Teng-hui is fuelling the in ence movement. 

Chien argues that Peking has got it wrong. "What has been 
pushing Taiwan independence is that mainland China is inten- 
tionally suffocating our existence in the international commu- 
nity. We want to be called the Republic of China [ROC] because 
we never forget that we are part of China. But [Peking] never 
allows the [name] ROC anywhere but want us to be called 
Taiwan. So they are the ones ind ence." 

The Peking-born, Yale-educated Chien said that Lee's more 
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flexible diplomacy since 1988 recognises the reality of two sepa- 
rate political entities on Taiwan and the mainland, while still ad- 
vocating one China. Eventually, differences between the two sides 
would be resolved, but meanwhile "it would not be correct to 
deny the ROC its proper role in the international community." 
Popular frustration over Taiwan's isolation surfaced this year in a 
movement to have the t reapply for UN membership. 
Taipei withdrew from the UN in 1971 rather than be 
following the admission of Peking. The i consid- 
ered reapplying several years ago but decided it was not practical 
because of Peking's veto. 

Chien said the situation had not changed, though now public 
sentiment has been aroused, mainly by pro-independence groups 
demanding more active efforts to establish a recognised interna- 
tional identity for Taiwan. Based on the of т 
for UN membership, Chien said the world’s 15th- 
nation and 21st-largest nation, in terms of GNP, be in ae 
UN. “But is it pragmatic to say we should а less of the 
result?” Chien has concluded there is little to be gained now by 
incurring Peking’s wrath over UN membership. 

Since becoming foreign minister last year, Chien has placed 
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official adviser of Lee and head of a Taipei 
thinktank. 

On the diplomatic front, there has 
been a minor turning of the tide which 
has brought some unrealistic optimism 
that Taiwan can still play the numbers 
game with official recognition. Within one- 
and-a-half years of the crackdown in 
Tiananmen Square, Taiwan added seven 
new countries to its diplomatic list. All 
were “little friends” who expected to bene- 
fit from generous aid and technical assist- 
ance programmes — Belize, Grenada, 
Guinea-Bissau, Lesotho, Liberia, Nicaragua 
and the Central African Republic. Minus 
Saudi Arabia, which moved its embassy to 
Peking in 1990, that brings to 29 the gov- 
ernments with formal accreditation in 
Taipei. 

Foreign Ministry officials have hinted 
that more such recognitions are expected. 
But formal diplomacy is not a practical 
framework for Taipei's foreign policy. In 





Europe, for instance, Taiwan has only one 
diplomatic ally, the Vatican. Europe is 
critically important in diversifying com- 
mercial ties away from Japan and the US 
and accounts for 18% of its two-way trade, 
but there are few immediate prospects for 
upgrading its informal representation to a 
more official level. 

Elsewhere, the two major countries with 
ambassadors in Taiwan — South Korea 
and South Africa — are both looking to 
Peking. South Korea could name an envoy 
to China at any time and observers say that 
South Africa, emerging from worldwide 
isolation, will probably go the way of Saudi 
Arabia in the next few years. 

So the Foreign Ministry and the gov- 
ernment's economic and trade organisa- 
tions have been working to improve 
“substantive” relations with trading 
partners and expanding participation in 
international organisations. Private groups 
have been enlisted in the effort, some 


set up specifically to promote commer- 
cial relations with given countries or 
regions. 

Taipei's unofficial overseas offices un- 
der various names have followed what one 
European observer called a “very active 
lunch policy.” It is these quasi-official re- 
lations, combined with formal diplomacy, 
which some political analysts and govern- 
ment officials say could eventually accu- 
mulate political weight to influence China 
in any future negotiations over Taiwan's 
status. 

Western Europe is one key commercial 
and diplomatic frontier where the up- 
grading of functional relations has been 
substantial. France has led the way in 
opening what Taipei's unofficial diplomats 
say is a "normal working relationship" 
while ignoring China's objections. 

Early this year, French Minister of In- 
dustry Roger Fauroux was the first Euro- 
pean cabinet-level official to visit Taipei in 
more than 25 years. European observers 
said the visit would have an effect on other 
countries, many of which have been lured 
to the island by the prospects of expanding 
commercial ties and multi-billion dollar 
contracts for the government's infrastruc- 
ture development programme. In August, 
France announced the sale of navy frigates 
to Taiwan, breaking another taboo in per- 
mitting military sales despite protests from 
China. 

Taiwan is now trying to procure wea- 
pons systems for these ships. Sources say 
the government is also negotiating the 
purchase of anti-submarine warships from 
Germany after the Dutch Government 
backed away from a similar sale. A plan to 
lease Kfir-C7 fighter jets from Israel has 
been abandoned because, according to an 
informed source, the aircraft were too old 
and Taiwan still hopes to purchase F-16 


priority on developing relations with the Soviet Union and 
Eastern Europe which were non-existent until a few years ago. 
He sees the most potential in Hungary, Czechoslovakia, Po- 
land, Russia, Byelorussia, Ukraine and the Baltic states. ih 

Although Peking has recognised the Baltic republics, уу 
needed China's support to join the UN, Chien said that the 
new governments there "have repeatedly indicated their in- 
terest in getting closer to us." Among other contacts, Taiwan's 
central bank governor, Samuel Hsieh, met the Latvian prime 
minister in Bangkok during the World Bank/IMF conference in 
October. Vice-Foreign Minister John Chang will visit the Baltic 
states this month and the government hopes to set up a trade 
office there. The privately run China External Trade Develop- 
ment Council already has a trade office in Budapest and ex- 
pects to open one in Moscow at the end of 1991. 

These countries are not now commercially important to 
Taiwan, Chien noted. But their leaders had shown strong in- 
terest in learning from Taiwan's development experience as 
they adjusted to a free-market economy. "When we say we 
would like to do something to help them, it is not by providing 
cash . . . I do not think this is something our legislature or news 
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media would accept," Chien said. Instead, Taiwan is sharing its 
technical expertise and encouraging trade and investment. 
Elsewhere, especially in developing countries, Taiwan had 
many new opportunities to expand relations since the world's 
attention and resources were now focused on the former socialist 
bloc. Asia and Latin America “give us a much better o ity 
because of this very drastic shortage of liquid assets," said. 


One success announced a year ago was a new commercial and 


consular office in Bolivia under name Republic of China, 
though Bolivia broke relations with Taipei in 1985. “We have been 
working hard to continue the momentum," said Chien. "But China 
is equally vigilant to forestall any possible move we make. I've 
been told by many friendly countries that they have encountered 
enormous pressure." A handful of African countries have also 
allowed Taiwan's missions to bear the official name despite ties 
with Peking. 

Chien said that despite strong ties with major trading partners 
such as the US and Japan, there is no substitute for formal diplo- 
matic relations. "When there are no official relations a lot of things 
which appear to be commonplace become difficult to accomplish. 

m Julian Baum 
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fighters from the US. 

Following the French lead, Italy, Ireland 
and Sweden have subsequently sent min- 
isterial-level officials and more such visits 
are expected in the months ahead. Ob- 
servers say that Europe's economic estab- 
lishments are impressed by Taiwan's 
hoard of foreign exchange reserves, cur- 
rently the largest in the world, and by its 
sizeable trade surplus and high-consump- 
tion domestic markets. 

Even Britain, which has traditionally 
had a cool attitude towards Taiwan — 
partly because of its “special relationship” 
with Peking forced on it because of the 
status of Hongkong — set a precedent by 
dispatching Undersecretary of the Depart- 
ment of Trade and Industry John 
Meadway to conduct trade talks in Taipei 
in July. 

In the absence of official relations, these 
personal contacts are substitutes for the 
formal channels of diplomacy. Except for 
the US, which institutionalised its ties in 
the Taiwan Relations Act of 1979, no other 
country has a formal legal basis for con- 
ducting official business. 

The past year has been unusually active 
for upgrading offices and negotiating 
quasi-official agreements. Taiwan has 
signed new air rights agreements with 
Canada, Austria, New Zealand, Australia 
and Vietnam, and fishing pacts with the 





Philippines and the Soviet Union. 

On 12-14 November, Taipei will partici- 
pate in a cabinet-level meeting in Seoul as 
a member of the Asia-Pacific Economic 
Cooperation (APEC) forum. Taiwan was re- 
cently admitted, along with Hongkong and 
China, under the name of Chinese Taipei. 
Taiwan will be represented at the APEC 
meeting by Economics Minister Vincent 
Siew who will have the first opportunity in 
20 years to meet a Japanese cabinet minis- 
ter to discuss bilateral issues, especially 
Taiwan's massive US$8 billion trade deficit 
with Japan. 

Taiwan is now a member of 11 inter- 
national organisations under its official 
name, the Republic of China, and will join 
the Central American Bank for Economic 
Integration under that title at the end of 
this year. 

Although there is general agreement on 
using commercial relations and aid to bar- 
gain for official recognition, there are se- 
vere political constraints on Lee’s “prag- 
matic diplomacy” which limit its effective- 
ness. Taiwan's foreign policy remains 
subordinate to the KMT's policy towards 
mainland China over which there is no do- 
mestic consensus. Without that consensus, 
foreign policy experts say the government 
remains more or less mired in contra- 
dictory claims which cannot be resolved. 

The dual recognition controversy is one 


example. When the Government Informa- 
tion Office placed an advertisement in the 
New York Times last summer announcing 
that Taiwan accepted dual recognition, the 
information director was criticised for 
making his own foreign policy. But in fact, 
since Lee took office in 1988, countries 
wanting to open formal ties with Taipei 
have not been asked to cut ties with Pe- 
king. This could lead to dual recognition 
but the term is avoided since, to KMT con- 
servatives, it sounds like a two-China 
policy. 

Many analysts argue that by accepting 
a "divided nations" model for China, both 
sides could permit dual recognition with- 
out violating their commitment to one 
China and eventual unification. They say 
that the unification of Germany was actu- 
ally aided by the two sides recognising the 
other's legitimacy. 

Advocates of this two-governments or 
two-states approach say it is the only way 
Taiwan can break its diplomatic isolation. 
"| strongly believe that dual recognition 
should be a policy goal even if it can't be 
fully realised now,” said Wei Yung, former 
head of the cabinet's thinktank and now 
chairman of a private foundation. But Pe- 
king has been adamantly against it and 
many observers doubt whether a new 
generation of leaders in China will be more 
flexible. 
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The name controversy is another peren- 
nial domestic issue which catches the KMT 
in a contradiction. Taiwan's bid to join Gatt 
was entered as “the Customs Territory of 
Taiwan, Penghu, Jinmen and Matsu” — 
the islands under Taipei's control. Taiwan 
is a member of the Asian Development 
Bank under the name of Taipei-China, 
which it has protested against, while it 
participates in the Olympic Games using 
the name Chinese Taipei. 

Oppositionists and liberal KMT mem- 
bers ask why the government will not 
simply accept the name Taiwan which is 
also Peking’s name for the island-province. 
But independence advocates have appro- 
priated that name as an alternative to the 
Republic of China. “The most important 
thing is to get other countries to recognise 
this country’s identity despite Peking’s 
objections,” said a member of the presi- 
dential staff. 

Another major constraint is the struggle 
between the presidential office and the 
cabinet over who should make policy. The 
constitutional relationship between these 
two institutions is ambiguous and Lee and 
his premier, Hau Pei-tsun, have contrast- 
ing views. When Lee proposed at a press 
conference that the KMT should re-examine 
its claim that Mongolia was a part of China 
since it had been an independent country 
for 70 years, the cabinet subsequently 


squashed the idea. To re- 
cognise Mongolia’s inde- 
pendence would involve 
changing the constitution 
which includes the terri- 
tory and could give en- 
couragement to Taiwan 
independence advocates. 

Such unresolved issues 
cause much official angst 
over how to respond to the 
new foreign policy envi- 
ronment and the growing 
public pressure for a more 
active diplomacy. Critics 
say that the KMT’s conflict- 
ing loyalties are blocking 
more creative diplomacy 
and that the lofty visions 
of Gen. Chiang Kai-shek still influence de- 
cision-making despite Lee's pragmatism. 

Even many liberal KMT policymakers, 
however, see Taiwan in a unique role of 
offering a model for the modernisation of 
China as a whole. Such high-mindedness 
can lead to high expectations and a hyper- 
active diplomacy. It can also encourage a 
misreading of how much international at- 
titudes have changed. 

Observers say that the last-minute can- 
cellation of Lee's long-planned trip to Cen- 
tral America in August was an example of 
an overly ambitious agenda. Lee was to 





Lee: unresolved issues. 


attend the annual meeting 
in Costa Rica of the KMT- 
sponsored World League 
for Freedom and Demo- 
cracy, formerly the World 
Anti-Communist League. 
The trip, which would 
have been his biggest for- 
eign affairs venture to 
date, was to include unof- 
ficial stopovers in Japan 
and the US. 

Vice-president Li 
Yuan-tzu made the trip 
instead, omitting the 
stopovers in Tokyo and 
Los Angeles. One in- 
formed source said that 
the trip was intended to 
establish a precedent for unofficial 
presidential visits to Japan and the US. 
But the plans fell through and there 
was no compelling reason to go. Japan re- 
fused to allow the stopover after stron 
protests from Peking and meetings wi 
senior officials in the US could not be ar- 
ranged. 

Some are hopeful that such difficulties 
can be overcome when there is a new gen- 
eration of leaders in Peking. Meanwhile, 
until its president can travel as freely as his 
cabinet ministers, Taiwan will not have 
won the recognition it seeks. " 
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Aid flows for foreign political allies 


Funds for 


By Jonathan Karp in Taipei m 


Under President Lee Teng- 
hui's stewardship, Taiwan 
has launched an overseas aid 
programme which represents 
a coming of age in its foreign 
policy after years of small-scale agricultural 
and technical assistance to African, Latin 
American and Asian states. 

Prodded by the US, wealthy Taiwan 
has started to acknowledge that it must 
play a greater role in Third World deve- 
lopment and debt relief. More immedi- 
ately, it is using economic clout to 
strengthen existing ties and win new 
friends in the face of determined efforts by 
Peking to isolate it diplomatically. 

The pillars of this new policy are the 
Economic Affairs Ministry and the Foreign 
Ministry. And their efforts have already 
scored some modest successes. 

All eight countries that established 
diplomatic ties with Taipei since Lee took 
office have received grants, loans or 
pledges of aid. Foreign-policy analysts say 
aid was a decisive factor in enticing at least 
four of them to switch recognition from 
Peking to Taipei: Liberia, which was 
promised a reported US$140 million loan 
to upgrade its highways; Guinea-Bissau, 
which got at least US$50 million in aid and 
technical assistance; Belize and Grenada, 
which each received initial loans of US$10 
million. Foreign aid has also secured com- 
mercial ties with countries which recognise 
Peking, including Mexico and the Philip- 
pines. 

Taiwan's main publicised weapon in 
this new policy is the International Eco- 
nomic Cooperation Development Fund 
(ЕСОЕ), housed in the Economic Affairs 
Ministry. The fund was set up in 1988 with 
a five-year goal of allocating NT$30 billion 
(US$1.1 billion) in soft loans and technical 
assistance grants to "friendly" developing 
nations. 

However, thus far the government has 
promoted the fund far more than it has 
used it. The government has budgeted 
US$400 million for the fund, which in turn 
has distributed US$114 million to about 12 
countries, IECDF deputy executive secretary 
Liu Ti said. These figures alone are far from 
the “quantum leap" in foreign aid envi- 
sioned by a presidential adviser when de- 
scribing the IECDF. 

Much less publicised is the separate — 
and increasingly aggressive — aid pro- 
gramme managed by the Foreign Ministry. 
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friends 


A senior government official said the aid 
amounted to about 0.02% of GNP, or 
US$32.2 million, but refused to name spe- 
cific recipients, in keeping with Taiwan's 
desire to avoid a bidding war with Peking. 

"Since we are facing an enemy which 
has been doing its utmost to isolate us from 
the international community, I don't think 
it is wise to provide information for use by 
our enemy." A document obtained from 
another ministry, however, gave an item- 
ised list of Foreign Ministry aid in 1991 
totalling US$29.2 million. Humanitarian 
grants and technical assistance were given 
to 24 countries — 17 in Latin America and 
seven in the Asia-Pacific region. 

Paraguay, the only South American 
country to recognise Taiwan, was the 
largest aid recipient with nearly US$3.2 
million in humanitarian aid and project 
funding. Among other major recipients 
was the Bahamas (US$2.5 million), which 
established diplomatic ties in January 1989. 
Taipei's seven Central American allies re- 
ceived a total of US$9.6 million, or 33% of 
all Foreign Ministry aid. 


The merchant 

Р d NUES SEA. 
manaaruis 
By Stacy Mosher in Hongkong 1 
| Taiwan has shifted its op- 

erational emphasis from 

litics to trade in Hong- 
ng in an attempt to im- 
` ЫШ prove its image and gain 
more official access. New officials 
brought in to oversee the change have 
adopted a higher profile, stressing Tai- 
wan's economic influence instead of 
pushing the political propaganda fa- 
voured by the “old guard." — 

Most indicative of the change is the 
appointment of John Ni Chang-yi as di- 
rector of the local branch of the Chung 


Hwa Travel Service, a representative. 


office of Taiwan's Foreign Ministry, and 
Taiwan's top post in Hongkong. A 
former official of the Ministry of Eco- 


nomic Affairs, his aggressive, avuncular 
style contrasts with the gentlemanly 


image of predecessor, P. Y. Teng. 
Ni's willingness to talk to reporters 
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Of the Asia-Pacific recipients, only the 
Solomon Islands (US$710,000) has diplo- 
matic ties with Taiwan. Yet Taipei gave 
US$1.8 million to Papua New Guinea and 
about US$1.7 million each to Indonesia and 
Thailand to build what officials call “sub- 
stantive" relations. 

Not listed was US$20 million in hu- 
manitarian aid to Jordan to offset losses 
during the Gulf crisis, US$10 million to 
Kurdish refugees in Iraq and US$2 million 
to Turkey, which rejected a further US$3 
million after pressure from Peking. Taipei 
dropped its US$5 million aid offer to Egypt 
when Cairo refused to accept it through 
government channels. 

More recently, legislators said the For- 
eign Ministry proposed a further US$38 
million in aid, including assistance to Ni- 
geria, which has diplomatic ties with 
China. Foreign Ministry and parliamentary 
spokesmen refused to confirm how much 
aid was announced at the closed-door 
session in July. 

Besides the foreign and economic affairs 
ministries, a number of government agen- 
cies offer their own aid packages. While 
Taiwan seeks to use aid to establish its in- 
ternational legitimacy, it faces a parallel 
battle at home to establish the policy's le- 
gitimacy amid accusations by the opposi- 
tion Democratic Progressive Party (DPP) 
that it operates a secretive "dollar diplo- 
macy." 

Vice-President Li Yuan-zu's official visit 


only five weeks after his arrival was a 
deviation from the traditional low-key 
style of Taiwan officials in Hongkong. 

Ni speaks condescendingly of the 
old "do-nothing" ways. "Hongkong is 
very practical. We are in Hongkong, 
and we have to keep in step with 
Hongkong." But he says he will be con- 
centrating on the operations of his own 
unit. The other Kuomintang (KMT) . 
bodies in Hongkong can decide for 
themselves whether to follow. 

Ni emphasises Taiwan's economic 
role — 2,610 companies representing a 
күн million have in- 
vested in the mainland via Hongkong. 
Ni admits that the stress on trade coin- 
cides with greater contact between Tai- 
rectly with mainland officials. “We have 
many mutual friends, especially in the 

The KMT is not considered a serious 

olitical force in Hongkong despite 
claiming 25-30,000 members and 
despite estimates that Hongkong has 


power ,000-strong 
Hongkong and Kowloon Trades Union 
Council. i п 


14 NOVEMBER 1991 














Saint Bernard 





Statue in the Forbidden City, Beijing 


Reliability, loyalty and mutual trust are essential our partner organization, CS First Boston Inc., we 
prerequisites for successful banking. That's why Credit have firmly established ourselves as one of the world's 
Suisse attaches so much importance to personal foremost international financial services groups. 
service. Wherever you are, we can offer you all the As a global provider of Swiss quality, Credit Suisse is 


advantages of a modern universal bank. Together with second to none. 


А. 
We do more to keep you b at the top. 


Zurich (Head Office) - Abu Dhabi - Atlanta - Beijing - Berlin Bogotá - Buenos Aires · Cairo - Calgary - Caracas - Chi cago - Frankfurt - Gibraltar - Guernsey - Hong Kong - Houston Johannesburg 
London · Los Angeles - Luxembourg - Madrid · Manama (Bahrain) - Melbourne - Mexico ( Jity ‘ Miami · Milan - Monte Carlo - Montevideo - Montreal - Munich - Nassau (Bahamas) - New York 
Nuremberg · Osaka - Paris - Rio de Janeiro - San Francisco - São Paulo Singapore - Stuttgart - Taipei - Tehran Tokyo · Toronto : Vancouver - Vienna 





One Ticket To 
The United States Of Delta. 


Delta Air Lines has made getting to almost 
anywhere in the United States as easy as 
buying one ticket. Because when you fly 
the Delta system to the U.S., one ticket 
connects you to any one of more than 240 
U.S. cities on over 4,400 flights a day. 

Whatever your final destination, you'll make 
quick, easy connections in Portland, Oregon, 
or at Delta’s Oasis™ terminal in Los Angeles. 


And if you’re a frequent traveller, our 
Delta Frequent Flyer programme adds value 
to your flights by rewarding you with mileage 
awards, good for free travel. 

For more information and reservations 
on Delta’s one-ticket travel, see your 
Travel Agent. Or call Delta. Instead of 
changing airlines to travel the U.S., change 
to Delta. 


DELTA AIR LINES 
Аа -We Love lo Fly And It Shows: 





Delta Air Lines offers flights to the United States from Hong Kong, Tokyo, Nagoya. Seoul, Taipei and Bangkok 
Contact Delta reservations offices at: Auckland 793-370, Bangkok 237-6855, Bombay 204-2703, Guam 477-8843, Hong Kong 526-5875, Jakarta 588-666, Karachi 510-416, Kuala Lumpur 232-4700, 


Manila 816-1126, Nagoya 561-6161, Okinawa 61-9696, Osaka 243-2525, Seoul 754-1921, Singapore 352-2816, Sydney 262-1777, Taipei 551-3656, or Tokyo 5275-7000 
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to Costa Rica, Honduras and Nicaragua in 
August should have been considered a 
diplomatic triumph for isolated Taiwan. 
Instead, on his return, opposition politi- 
cians harangued him for buying friendship 
with grants of US$300,000 and pledges of 
US$75 million in aid — which had been 
approved before the trip. 

Taipei officials bristle at accusations of 
“dollar diplomacy,” which they say Peking 
practises. But, when Saudi Arabia, Indone- 
sia and Singapore recognised the mainland 
in rapid succession last year, Taiwanese 
officials urgently called for greater eco- 
nomic aid to the Third World to head off 
further diplomatic setbacks. 

The Economic Affairs Ministry views its 
aid as fundamentally different from For- 
eign Ministry grants. “We don’t just give 
this money to other countries,” Liu said. 
“We screen applicants very carefully.” Of 
83 formal applications for IECDF aid, only 
17 had been approved and 20 were still 
under review, he said. 

However, the IECDF is a political tool. 
The official who runs the fund day- 
to-day within the Economic Affairs 
Ministry is, significantly, the political 
vice minister. And the IECDF is ulti- 
mately controlled by a seven-mem- 
ber cabinet-level council which in- 
cludes Foreign Minister Fredrick 
Chien. Chien told the REVIEW that he 
takes an active role in IECDF deci- 
sions. 

Liu acknowledged a recent in- 
crease in Foreign Ministry influence 
when he confirmed allegations by 
opposition legislators that the IECDF 
expedited the screening process from 
more than a year to just a few months 
for loans that the Foreign Ministry 
deemed politically important. 

This blurring of lines has 
prompted the opposition DPP to de- 
mand a restructuring of the foreign- 
aid programme and the opening up of 
the Foreign Ministry's books. "The prob- 
lem is that there is no specific law for the 
IECDF and aid in general,” DPP legislator 
Chun Shui-bian said. "Although the 
fund has regulations, legislators cannot 
control whether money is given and to 
whom." 

In an effort to build consensus support 
for aid, the Foreign Ministry has drafted 
the International Economic Development 
Bill that proposes placing all aid under an 
umbrella body and also makes aid subject 
to parliamentary approval. Chien believes 
the law will enable Taiwan to increase aid, 
particularly through the IECDF. 

"Taiwan will continue to aid small 
countries," said Bertrand Tsai of the Insti- 
tute of Foreign Affairs. “These countries 
feel safer getting aid from us than the 
mainland because Taiwan can't interfere 
with their internal politics. Taiwan needs 
them more than they need Taiwan." n 
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The opposition finds a unifying issue 


The UN option 


Foreign policy has become a 

second front for Taiwan's op- 

position movement, with the 

potential for wresting the is- 

land’s status away from the 
endless tug-of-war between Taipei and Pe- 
king. 

"What we want to do is to make the 
Republic of Taiwan an international issue," 
said opposition MP Frank Hsieh. The cam- 
paign to reapply for membership in the 
UN is one way to achieve that goal, said 
Hsieh, who recently held a public debate 
with Vice-Foreign Minister John Chang 
on the question of what name should be 
used on any future UN application. While 


ECL 


Independence march: broader support. 


not the first formal public debate be- 
tween a government official and a member 
of the opposition Democratic Progressive 
Party (DPP), it was the first broadcast live 
on television to more than 5 million view- 
ers. 

UN membership has become a surpris- 
ingly popular issue which pro-indepen- 
dence groups are skilfully using to broaden 
support among the middle class for their 
separatist goals. It is the DPP's principal — 
some would say only — foreign policy 
proposal But it is an issue being ad- 
vanced mainly by groups outside the 
party. The Association for a Plebiscite in 
Taiwan organised rallies in Taipei and 
Kaohsiung in support of a public referen- 
dum on what name should be used for re- 
entering the UN, which Taiwan left when 
Peking was given China's seat. The rallies 
in September and October were thinly 
veiled marches for independence, but were 
two of the largest and most peaceful ever 
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Not everyone who advocates UN 
membership openly supports indepen- 
dence. For instance, Annette Lu, a human- 
rights activist who heads the Alliance for 
the Promotion of UN Membership for 
Taiwan, sees UN membership as a grass- 
roots issue which will eventually require 
more flexibility from the ruling 
Kuomintang (KMT). But she is not inter- 
ested in provoking a confrontation. 

“My strategy is to push the government - 
to submit an application [to join the UN] 
as soon as possible, regardless of the 
name,” Lu said. The KMT insists on using 
the official name Republic of China, but Lu 
and others do not object as long as the gov- 
ernment makes the effort. 

When, as will certainly happen, Peking 
vetoes the first application, Taiwan can 
challenge the UN decision in the World 
Court since, according to Lu, the island is a 
legally sovereign state under international 
law. The people of Taiwan could then de- 
cide by referendum what name should be 
used, she said. 

Lu's group of 18 organisations, includ- 
ing the DPP and four daily newspapers in 
Taiwan, carried their cause to New York 
with street demonstrations in September. 
Alliance members visited more than 100 
UN missions to present Taiwan's case and 
say they received some favourable re- 
sponses. 

The Alliance rejects arguments from 
Foreign Minister Fredrick Chien and KMT 
officials that pushing UN membership will 
increase Taiwan's security problems by 
angering Peking. In an open letter to Presi- 
dent Lee Teng-hui published in local 
newspapers, Lu claimed that internation- 
alising the question of Taiwan's status 
would strengthen support for the country 
and make it less prone to Chinese force. 

Oppositionists say that Peking has un- 
derestimated the importance to the people 
of Taiwan of having their own say in inter- 
national organisations. The KMT too will 
need to be more active in seeking some 
form of political recognition in the next few 
years, say DPP leaders. Otherwise the rul- 
ing party will lose support at the polls. 

"]t took 22 years for the PRC [People's 
Republic of China] to gain entry to the 
UN,” Harvey Feldman, a China specialist 
and retired US diplomat, told a conference 
on Taiwan's foreign policy recently. "I 
think the ROC should be willing to spend at 
least the next decade trying to get back in." 

m Julian Baum 
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Traveller s Tales 


5 a journalistic sub-species, travel 

writers occasionally inspire envy 

but rarely great respect among 

their peers nor, I suspect, among 

their readers. Most of them these days 

seem to have few ethical difficulties in ex- 

changing “freebie” air tickets, hotel rooms 

and meals for shrill excited cries of wonder 

(“gracious service,” or “tropical white 

beaches”) which are about as much help to 

a family planning a holiday as a brochure 

put out by the Tokyo Stock Exchange is to 

the average investor wanting to buy shares 
in Japan Inc. 

Malaysia, following up the success of 


| last year's effort to boost tourism, invited a 


bunch of travel writers to join in “Make it 
Malaysia” tours earlier this year. Trouble 
was, the invitations were accompanied by 
demands that the hacks should make vari- 
ous advance promises to their hosts (the 
Tourist Development Corp. of Malaysia, 
Malaysian Airlines System and the 
Malaysian federal and state governments). 
By signing "Letters of Indemnity," they 
were asked to pledge that they would 
write only nice things about the country 
and would anyway submit all material 
they wrote in advance of publication for 
vetting and approval — on pain of some 
unnamed later retribution if they set foot 
on Malaysian soil again. Many were so put 
out by this unusual treatment that they re- 
fused to go and protests were registered. 

I can understand how the Malaysians 
were tempted to ensure that they got a 
good return on their generous hospitality, 


| but they were mistaken: they would not 
| have a full dividend of delighted squeals 





without exacting any promises. 

But, according to The Correspondent, 
lively magazine put out by Vae midi 
Foreign Correspondents Club, the Malay- 
sian tourist corporation has exacted its re- 
venge. Announcing its Gold Awards, un- 
der the headings “Best Travel Writer" and 
"Best Publication" for 1990, it declared 
there were no winners. 


In recent columns | quoted some impene- 
trable prose from the pens of Indonesian 


| travel writers, but none had the flair of the 


scribe who composed a brochure on 
Kalimantan for the travel agency Duta 


| Miramar, lovingly collected by New Zea- 


lander Ray Tyson: 
East Kalimantan has got it all. That is why 
we invite you on Mahakam Tour to dis- 
cover of our state. 
You will learn that East Kalimantan is a 
place of the culture of Dayak tribes who 


lives in long house along the river. 
The spectaular Tenggarong, has a Mu- 
seum where exhibits include heirlooms 
of the Sultan and gives a inside into his- 
tory and culture of the people. Far up the 
river your journey is through mostly pri- 
mary forest with impentrable, under- 
growth Giant Orchids, Mangrove flowers, 
hugetress with puthon crapping from 
branches, tropical bulfrongs, Rhino birds, 
King Fisher, night birds, Orang Utan and 
Fire flies. Tall trees and Lianas hand out 
over the water so densely that it seems 
like you're going through a tunnel. It was 
Mahakam tour and lost of challenge, you 
will learn there is so much to see when 
you TAKE A GOOD LOOK AROUND 
With those pythons, it would be as well 
to take a good look up as well as around. 


There is à quite respectable explanation for 
the photograph of a respectable-looking 
school in a Jakarta suburb which was ap- 
parently run by à pimp (REVIEW, 26 in ). 
A. K. D. Townsend writes that “pimp” 
probably an abbreviated derivative of the 
Bahasa Indonesia word “pimpin” which 
means “to lead” from which stem words 
meaning leader, guide or manager. Never- 
theless, Townsend is kind enough to add 
that he prefers my explanation. 


President Suharto has been leader of Indo- 
nesia for longer than appeared likely even 
a decade ago, and those who serve him 
faithfully enjoy what the Chinese call se- 
curity — an iron rice bowl. Indeed they are 
apparently rewarded for negative qualities. 

Lious T. Wells Jr of Harvard sends a 
clipping from the Indonesia Times of 19 
August: 


30 CIVIL SERVANTS AWARDED MEDALS 


PALANGKA RAYA, Central Kalimantan — 
A total of 38 civil servants from Central 
Kalimantan province have been awarded 
“Satya Lencana Karya Setya” medals 
from President Soehart in recognition of 
their 25 years of service without hurting 
the interest of the people and state. 

I suppose, when all is said and done, 
that any civil servant who doesn’t do 
positive harm deserves to be singled out 
for special appreciation. 


China's capitalistic salesmen are demon- 
strating ever-increasing mastery of adver- 
tising. One display in a glossy trade maga- 
zine features a full-length photograph of 
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Michelangelo’s David, with a leaf (defi- 


nitely not a fig-leaf) strategically pasted on, 
with a model wearing a two-piece garment 
posed languorously against his left thigh. 


The copy reads: “THROW YOUR FIG- 
LEAF AWAY! IT'S NO LONGER INDISPEN- 
SABLE" and goes on to advertise: “A great 
choice of quality knitwear from China's 
largest supplier — Shanghai Knitwear Imp. 
and Exp. Corporation." Stirring stuff. 


Japan Inc. goes on producing new products 
week after week for its jaded consumers 
who, it must be admitted, don't have very 
much apart from such goodies to spend 
their money on. Adam Cardamon of To- 
kyo sends me a page featuring such new 
products from the Japanese magazine Dia- 
mond Industria. One is a wristwatch with a 
built-in weather forecaster; another is a 
device which measures the ripeness of 
melons; the third speaks for itself: 
Keep your Anus Clean — Taisho Pharma- 
ceutical Co. has — marketed a cleansing 
foam agent, "I like cleanliness." You have 
only to shake the can of the foam agent 
and take out foam of the size of the 
thumb. The “I like clenliness", whose soft 
foam contains sterilising agent and shark- 
lever (sic) elements, not only sterilises the 
anus but protects it after wiping out. A 
can of 50g can be used about 150 times. It 
is priced at Y500 (including the consump- 
tion tax). 

It's the obvious present for the man who 
has everything. = 
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keenly alert for Asian opportunities. 





In just three years Peregrine has become opportunities for some of the region’s largest 
Hong Kong’s leading financial adviser, and a companies and the world’s most successful 
major force in Asian markets. It’s been achieved funds. In equities, corporate finance anda range 
with a rare combination of talent, vision and of financial services you can look to Peregrine 
quick reflexes. Our core group of professionals for a keen insight b р 3 
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Mul 
FOR CLEAR SKIE 


The people and government of Kuwait 
are doing everything they can to 
extinguish the hundreds of burning oil 
wells in the desert as quickly and 
efficiently as humanly possible. Not 
only for their own well-being but that of 
the environment of the whole world. 


Kuwait Airways are helping in every 
way we can; with assistance and 
transport of technical personnel and 
vital equipment; for a better 
environment, clear skies, and peaceful 
times ahead... 


اطوط ll A‏ د 
KUWAIT AIRWAYS‏ 
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ABU DHABI LOOKS ТО ASIA 


his tiny oil-rich emirate has emerged as one of the key 

winners in the Gulf War. It is set to become the leading 

business centre of the Gulf, providing finance, com- 

munications and services for those wanting to do 

business in the region. It is investing more than US$6 
billion in new projects. 

The immediate post-war impression of Abu Dhabi, the federal 
capital of the United Arab Emirates (UAE), is that business has 
once again begun to boom. Abu Dhabi was already riding up the 
business roller-coaster after the end of the seven-year Iran-Iraq 
War when Saddam Hussein's invasion of Kuwait a year ago brought 
things to a halt. 

Now, Abu Dhabi is pumping well over 2.4 million barrels of oil 
a day to make up for some of the shortfall from the loss of Kuwaiti 
and Iraqi oil. In addition to its oil revenue of some US$15 billion 
a year, can be added its income from its global investments, 
conservatively estimated at US$90 billion. 

There is no getting away from the fact that the sky-punching 
buildings of Abu Dhabi are a unique money-opolis in the Gulf. The 
splendid corniche with its shady 
walks, ornamental fountains, and 
marbled paving give it a Medi- 
terranean atmosphere reminiscent 
of Nice's Promenade des Anglais. 
The glass and concrete tower 
blocks of the city centre are like 
those of Chicago. 

A score of high-rise buildings 
are under construction on the 
city's three main streets. The 
tower cranes twirl and the con- 
crete mixers growl as gangs of 
immigrant labour — mostly from 
South Korea or the Philippines 
— work through the nights to 
meet tight deadlines set by the 
developers. 

Unlike some of the Gulf 
countries, there are few “white 
elephants” to be found in the 
emirate. Critics may huff and puff 
at the fact that the city has just 
announced that it is to go ahead 
with an all-green championship 
golf course costing more than 
US$24 million, but neighbouring 


Abu Dhabi has already proved 
to be one of the winners in the 
Gulf War: it has paid out US$2.5 
billion war costs in cash as part 
of the support for the coalition 
forces. Both the international 
airport and the unfinished airport 
at Al Ain played a key role in 
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Dubai's Emirates Golf Course has 

proved to be so successful in at- i 
tracting visitors — and their Ш ll 
business — that it is to build кчт 
another two courses. k а. y 


Abu Dhabi's corniche: business is booming 


military logistics. Local caterers and contractors also did extremely 
well in supplying food, ready prepared meals and what the US 
military describe as “life support” systems and essentials — bottled 
water, soft drinks, Kleenex tissues and so on. 

Abu Dhabi also forms one of the principle crossroads between 
east and west for the airlines. Although some shut up shop during 
the Gulf War, they are now retuming. More than 40 use Abu 
Dhabi's international airport, which has achieved some fame for 
its award-winning duty-free shopping complex. 

The airport is also playing a significant role in the rapidly 
developing sea-air cargo business. The city port of Mina Zayed, 
which until a couple of years ago had been in the doldrums 
through poor management and lack of investment, is now on 
course as a major gateway port for the Gulf following a cash 
injection of more than US$40 million. 

"| think we are in a very good position to serve shippers and 
traders who are looking for future opportunities in Kuwait and 
also, of course, Iran,” says an official at the port. Iran is now 
regarded as the big honey-pot opportunity, with business there 
worth billions of dollars as the 
country rebuilds after the disas- 
trous war with Iraq. Abu Dhabi is 
also well connected through fast 
highways to Saudi Arabia, the 
northern emirates, Qatar and 
Bahrain. There is also a land route 
to Kuwait via Saudi Arabia. 

Although the government has 
tried to encourage greater indus- 
trial and manufacturing diversifi- 
cation (it has earmarked non-oil 
investments of more than US$4 
billion between 1991-94), oil is 
undoubtedly the economic dy- 
namo of the emirate. This year 
the Abu Dhabi National Oil Co. 
(ADNOC) celebrates its 20th an- 
niversary. Abu Dhabi has always 
been a bit of maverick within the 
Opec club of oil producers and 
considers the quota system as 
being rather elastic. 

ADNOC has embarked on a 
substantial investment scheme for 
oil and gas exploration as well as 
downstream industries. “With the 
war behind us we are looking 
confidently forward to the next 
century,” says a spokesman. Abu 
Dhabi's oil reserves are conserva- 
tively estimated at more than 30 
billion barrels. 

All the Gulf oil producers have 
learned a lesson from the inva- 
sion of Kuwait and its subsequent 
loss of oil revenues. Diversifica- 
tion of energy-related investment 
overseas is now the name of the 
game. Abu Dhabi has revived an 
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old plan to build a refinery in Pakistan and is looking at the 
possibilities of similar ventures on a joint basis in Southeast Asia. 
Japan is Abu Dhabi's main oil purchaser and top export market. 
Oil exploration has intensified in the past two years. In 1990 the 
Abu Dhabi Co. for Onshore Oil Operations sank a world record- 
breaking 289-m lateral well in the Bab Field. 

One of the main benefits of the Kuwait crisis is that the world’s 
press and television put the Gulf well and truly on the global map. 
One cynical American businessman remarked that it was the best 
public-relations campaign devised for the Gulf. 

“People have now discovered us in Abu Dhabi. They have 
come here and realised that there is not only Kuwait in the Gulf, 
there are other places — and other opportunities,” says Juma 
Ahmed Al-Salami, Deputy Director-General of the Abu Dhabi 
Chamber of Commerce and Industry. “Businessmen have been 
coming here in their hundreds since the end of the war, looking 
at prospects in Kuwait. They were looking for a base and many 
stayed here. Soon they discovered there was not just a single 
market opportunity but many others as well — the UAE itself, 
Saudi Arabia, our big neighbour and, of course, Iran just over the 
water.” 

Business is poised for take-off, says Al-Salami. “We are very 
excited now about the future and we are seeing so many trade 
missions coming here. We are also planning our own missions 
overseas to the Far East, Europe and North America and we have 
already done an exhibition in Thailand.” 

The success of an international fair staged just before the land 
war started in January, surprised Al-Salami. “Very few of the 
exhibitors withdrew. We had 300 foreign companies out of a total 
of 450, and 200,000 visitors. It was a real expression of confi- 
dence in Abu Dhabi.” 

Al-Salami sees many opportunities for increased bilateral agree- 
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ments, joint ventures overseas as well as trade possibilities within 
Gulf Cooperation Council member countries who are creating 
their own free market. The other GCC members are Bahrain, 
Kuwait, Oman, Qatar and Saudi Arabia. 

"You have to remember the substantial purchasing power that 
we have here," adds Al-Salami. The per capita income of the local 
Abu Dhabians is among the highest in the world. According to the 
World Bank it is officially US$21,000, but the real figure is said 
by local economists to be substantially higher. 

Creating jobs for the local population is a major task facing the 
government. Considerable effort is going into the service industries, 
especially tourism. Until the 1989-90 season, an embryonic tourist 
industry was being developed. 

"We had nearly 8,000 tourists and we were expecting to double 
the number for the last season — but the war came," says Abdullah 
Ali Al-Saadi, Deputy General Manager of the Abu Dhabi National 
Hotels Co. which has been at the vanguard of the new tourist 
industry. 

Last year the group posted record profits of US$17 million. It 
already has seven major hotels in the city, plus another two at Al 
Ain. With the current business boom and the prospects of many 
more tourists, several new hotels are under construction in the 
emirate. 

As an alternative destination with a difference — and a touch 
of class in the hotels — it could become the “in place” for a 
holiday in the mid-1990s. Alcohol is allowed in Abu Dhabi. 

As a result of a strong marketing campaign by the hotels 
company, several international tour operators in Europe have been 
signing up concessions for the next winter season. It is just another 
way in which Abu Dhabi is determined to keep one step ahead. 
Although it can easily live on oil alone, it always helps to have a 
little something extra — just in case of the unexpected. € 





Opec mavericks to 
open the oil taps 


O il and gas production policy is in the hands of the Abu Dhabi 
Supreme Petroleum Council which was established three years 
ago. The Abu Dhabi National Oil Co. (ADNOC) is unusual among 
Gulf oil producers because of its foreign partners, which include 
Japanese, British, French and American oil companies. 

Although Yousuf bin Omeir bin Yousuf, the United Arab 
Emirates (UAE) Minister of Petroleum and Mineral 
Resources, has agreed to some temporary cutbacks 
in Abu Dhabi's oil production, the longer-term inten- 
tion is to open the oil taps as fast and as wide as 
possible. 

In the past, Abu Dhabi and the UAE have con- 
sistently refused to toe the Opec line over quotas 
and most industry observers believe that there is little 
likelihood that they will do so in the future. While 
Saudi Arabia, the dominant oil producer, is pushing 
its sustainable oil production to the limit, Abu Dhabi 
is also determined to maximise its resources in the 
wake of the Kuwait crisis. Yousuf has also stated 
that he expects to see an improvement in oil prices 
by the end of the year. 

Although Abu Dhabi would no doubt like a big- 
ger slice of the 4.6 million barrels a day (mbd) short- 
fall from Kuwait and Iraq, Yousuf says: “The UAE 
is always seeking to work for oil-price stability and 
safeguard the interests of all parties through its co- 
ordination with members of the Arab Gulf Coopera- 
tion Council.” (Five other Gulf states including Ku- 
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wait, but not Iraq, belong to the council.) 

Last year the government approved a four-year development 
programme for the oil and gas industry to “boost further sustain- 
able production levels” to more than 3 mbd. These are currently 
approximately 2.1 mbd and should rise to 2.4 mbd next year. 
These are the figures for Abu Dhabi alone — not for the UAE 
as a whole, The only other significant oil producer is Dubai, with 
just over 600,000 bd. Abu Dhabi's total proven oil reserves are 
well over 30 billion barrels — the sixth-largest in the Western 
world. 

A new four-year development plan calls for a total investment 
in the oil and gas sector of US$2.6 billion. An estimated US$500 





ADNOC headquarters: expanding oil and gas revenues. 
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THE BEST 
SERVICE TO 
THE GULF 
AND BEYOND. 


The best service, in every 
sense of the word. Not only do 
we fly you to more destinations in 
the Gulf than any other airline 
but we do it in a style to 
which you could easily become 
accustomed. You can also enjoy 
our traditional hospitality on all 
our flights to major destinations 
in 4 continents. So next time vou 
fly, discover the airline where 


people really do come first - 


Gulf Air 
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million is to go on further development and exploitation of the 
onshore Bab and offshore Upper Zakum fields. 

Most of the remaining US$1.6 billion investment is to go to- 
wards increasing output of liquid natural gas (LNG) from the Das 
Island complex, one of the largest in the Gulf other than the 
Qatari North Field project. Japan's Chiyoda Corp. has been doing 
the engineering design study for the new LNG plant, which will 
double production to 4.6 mt/y. 

Of the US$1.6 billion, half is for the purchase of new LNG 
carriers. Abu Dhabi Gas Liquefaction Co. (Adgas) has awarded 
contracts for two of the vessels, with an option for a further two, 
to Mitsui Engineering and Shipbuilding Co. of Japan. The first two 
vessels are being built by Kawasaki and Mitsubishi because of the 
lack of suitable capacity at Mitsui's own yards. 

Adgas and the Tokyo Electric Co. have a 20-year contract 
(now in its 14th year) for LNG supplies and a new 25-year 
agreement for additional supplies will start from 1994. 

Britain's Foster Wheeler Energy has won an engineering de- 
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sign contract from the Abu Dhabi Co. for Onshore Oil Operations 
to raise the oil production from 60,000 bd to 200,000 bd at the 
Bab field by the end of 1994. There has already been a dramatic 
increase in oil exploration and exploitation in the past two years. 
Eleven wells were drilled in 1989 and 22 last year. The total 
footage drilled also almost doubled from 109,000 to 202,000. 

There is equal emphasis on the programme to upgrade refining 
capacity. This programme has been given a shot in the arm 
following the invasion of Kuwait and its loss of refining capacity. 
Similarly, Saudi Arabia is embarking on an even more massive 
refinery upgrading programme. Abu Dhabi and its neighbours are 
striving hard to keep up with refinery upgrading so as not to lose 
out to the dozen or so refineries now under construction in Asia 
and the Far East. 

The emirate’s main refinery is the Ruwais complex run by 
ADNOC. which celebrates its 20th anniversary this year. A plan 
to double its capacity to 280,000 bd has been in existence for 
some time. Snamprogetti, of Italy, has been awarded a US$500 
million contract to prepare a masterplan for the operation, which 
is now being reviewed by ADNOC. Half the output would be for 
export. 

A major downstream development at the Ruwais Industrial 
Complex is FERTIL (Ruwais Fertiliser Industries), which is a major 
exporter of fertiliser products, mainly to China, which takes well 
over 250,000 tonnes a year. FERTIL, which is owned by ADNOC 
and the French oil group, Total, also exports to the US and 
countries in the Far East. 

ADNOC is also reviving another old project to build a refinery 
at Multan in northeast Pakistan. This involves laying a 1,200-km 
pipeline to an oil terminal at Karachi's port. ADNOC already has 


| a 40% investment in Pak Arab Refinery Co. The remainder is held 


by the Pakistan Government. 
Originally the refinery was planned to have a capacity of 80,000 
bd but, if the project goes ahead, it may be increased to satisfy 


| local demands which cannot as yet be met by indigenous refining 


capacity. 

In 1979, ADNOC built a lubricants blending and filling plant 
which now has a production capacity of 36,000 tonnes annually, 
to meet growing local and export markets. ADNOC Lubes are 
blended from high quality paraffin-based, solvent-refined base oils, 
together with highly developed additives packages. The lubes are 
formulated to the highest international standards set by institutions 
such as the American Petroleum Institute (API). 

ADNOC Lubes, which cover a full range of uses, are approved 
by major engine manufacturers. The two top-of-the-line engine 
ADNOC special SG formula 2DN/50 of API 
SG/CD for gasoline engines, and the ADNOC MPSD 15W/40 of 
API-CF4, for diesel engines. A new brand, ADNOC Super Tractor 
Universal Oil (STUO) 15W/40 will be marketed shortly. 

The distribution and marketing of ADNOC products is carried 
out by the Abu Dhabi National Oil Co. for Distribution (ADNOC- 
FOD) which has adopted an aggressive marketing approach in 
the UAE. In 1990, it began operating filling stations throughout 
the UAE and now operates a network of more than 86 petrol 
stations, in addition to seven major depots, and expects to have 
120 filling stations by 1992. Fuel products are distributed by a 


| | fleet of road tankers, in addition to two product pipelines to major 


terminals. 
ADNOC-FOD began trading in the distribution of petroleum 


|| products inside and outside Abu Dhabi in 1973. Three years later 
| it began to supply bunker fuel to ships and jet fuel to aircraft 


servicing the offshore oil industry. Since 1982, it has been fuelling 


| aircraft at the Abu Dhabi International Airport, and also supplies 


aviation fuels to Fujairah and Bateen airports. A new depot is 
under construction at Al Ain Airport. In 1977, it started bottling 
and distributing Liquefied Petroleum Gas (LPG) at its Al Maqta 
plant. In 1980, ADNOC built the Zhaker oil installation/depot and 
an LPG bottling plant near Al Ain city. € 
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Ambitious port 
pushes for trade 


г is full steam ahead for Mina Zayed, Abu Dhabi's modern port 
and container terminal. Until a recent change of management, 
the port had been lagging behind its competitors in the region. 
Now, however, Mina Zayed is actively promoting itself on a global 
scale as a hub serving the Gulf. 

“Our aim is to ease all obstacles and difficulties to potential port 
users and to activate trade in a free and easy atmosphere,” says 
Hadef M. Houfan Al Mansouri, under-secretary of the Abu Dhabi 
Seaport Authority. 

During the early 1970s it was the principal port for the region 
and handled all the equipment and materials that were originally 
needed to create the infrastructure which has made Abu Dhabi the 
leading business and commercial centre of the United Arab Emirates. 

“We also played a key role in helping to facilitate the building 
of other Gulf states, as we were one of the best equipped ports 


in those days,” commented an official at Mina Zayed. 

But the port was rapidly overtaken by the development of 
other ports and traffic began to fall off. 

Now the situation is different. With an eye to the future and the 
reconstruction opportunities in Kuwait, Iran and in the longer term 
Iraq, Mina Zayed authorities believe it will once again be an im- 
portant entry point for Gulf cargoes. 

“We believe we are now one of the best-equipped ports,” says 
the official. “There has been very close cooperation with the 
government of Abu Dhabi and we have the latest technology and 
know-how for handling containers and bulk cargoes.” 

The port has embarked on a modernisation programme cost- 
ing more than US$35 million. This has included converting two 
extra berths for handling container traffic, dredging alongside berths 
for deeper draft vessels and a new 40-tonne gantry crane. 

There are 21 deepwater berths with a total quay length of 
4,300 m which are reached by an 8-km approach channel which 
has been dredged to 13 m deep. The port occupies an area of 
510 ha and there is storage space for 15,000 TEUs (20-ft equivalent 
unit containers). There are now four container handling berths 
served by three gantry and two rail mounted cranes. Each gantry 
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Oasis of duty-free shopping 


won a number of awards from the world’s 
tax-free industry, has been used as an 
important marketing tool for the airport. 


The duty-free complex at Abu Dhabi's 
international airport is a space-age ba- 
zaar tinged with elegance. The individual 
boutiques sell the latest bargains in every- 
thing from perfumes and fragrances to 
lap-top computers, gold and loose dia- 
monds. They are laid out in circular fash- 
ion as if around the edge of a wheel. In 
the central hub is a newly refurbished 
display of jewellery and watches. 

The quiet, tasteful decor of light pas- 
tel colours blends peacefully with the gold, 
green and blue mosaic style of the cen- 
tral core of the terminal which splays 
upwards like a surrealistic mushroom. A 
large banner proclaims “Win a Dream 
Home!” — Abu Dhabi's newest and most 
successful promotion. 

The award-winning duty-free complex 
is a pleasant haven for passengers de- 
parting and in transit to browse and spot 
some of the best bargains to be had at 
any tax-free outlet, not only in 
the Middle East but in the world. 
There are more than 50,000 
items available, from Cartier 
diamond-studded watches to 
certificated loose diamonds from 
the Antwerp World Diamond 
Centre. Although compact in 
space, there is plenty of stock 
on show. As well as leather and 
fashionwear and a host of elec- 
tronics and cameras, there is a 
gracious wine cellar stocked with 
vintage wines including a choice 
selection of champagnes. 

About 2.3 million passengers 
use the airport each year and 


——-—+——————— 


the number is steadily rising as Abu Dhabi 
increases its tourist traffic from Europe 
and the Far East. “Our duty-free sales 
have risen by 25% in the last year,” says 
Mohammed Mounib, area manager, who 
has been primarily responsible for bring- 
ing a new look to the tax-free industry in 
the region. He expects total sales this 
year to exceed US$40 million. When the 
complex opened for business six years 
ago sales were only US$7 million. 

There have been two recent expan- 
sion phases at the complex to try to keep 
abreast of market trends with new outlets, 
which now total 22. “We now have a 
new cosmetics and skin-care section, our 
leatherwear and fashion accessories have 
been expanded and we are going to 
combine cameras and electronics into one 
hi-tech shop,” says Mounib. 

He acknowledges that the develop- 
ment of the duty-free complex, which has 





Award-winning complex. 
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More and more airlines (currently around 
40) now use the airport which is one of 
the civil aviation crossroads of the world, 
as well as being a hub airport for the 
region. 

“Although we suffered like everyone 
else here from the Gulf crisis we are now 
back to normal as airlines return. One of 
our most recent users is Garuda from 
Indonesia, which carries out a big transit 
operation here,” says Mounib. “We are 
now very optimistic. Our role is still to 
provide the best service for our passen- 
gers. 

Mounib is always trying to be one step 
ahead in terms of promotion and the duty 
free's latest strategy has already made 
international news. It is the competition 
to "Win a Dream Home." Although pro- 
motions like this are nothing new (other 
duty-free shops are raffling luxury cars 
and other special offers), what makes Abu 

Dhabi's idea a little different is 
В its universal appeal. 

Only 1,000 tickets at 
US$205 each were sold. This 
is the limit for each offer and 
they were only available to bona 
fide travellers visiting the duty- 
free shop. The first prize was 
for a fully furnished penthouse 
in a development in Marbella, 
Spain. Abu Dhabi is to offer a 
property every month. 

"It is all part of our strategy 
to offer a service to our passen- 
gers, something a little different, 
something truly exciting,” says 
Mounib Ф 
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crane can handle up to 42 containers an hour, which is 
well above average. A special repair workshop has been 
built to service damaged containers. 

Additional facilities, including a container freight shed, 
various cold stores and reefer points, are being continu- 
ally upgraded to improve the overall service. An addi- 
tional cold store outside the port area is also planned on 
land which the port authority has leased to individual 
merchants for their own warehousing. This cold store 
will be able to hold 9,000 tonnes of refrigerated cargo. 

There are also plans to use an existing warehouse 
inside the port for the potentially important growth in 
sea-air cargo. The international airport is only about half 
an hour's drive from Mina Zayed. 

In addition to the container handling berths there are 
two for roll on, roll off traffic and another for tanker 
vessels. The remaining berths are for general freight and 
bulk cargoes. 

Mina Zayed is proud of its electronic data-processing 
department, which has eased documentation processes 
for shippers and merchants. All cargo handling in the 
port is now computerised, as are the movements of ships ap- 
proaching the port. New developments are also in hand to have 
a fully integrated container handling system. This is to be extended 
to customers outside the port who will be provided with their own 
computer terminals linked directly to the port’s EDP. Customs 
declarations and other documentation can now be cleared through 
one office, which makes processing much easier. 

“We are seeing a lot more cooperation between the port and 
the municipality over documentation, which is a very good thing 
for us. We want to cut the red tape to a minimum,” commented 
the port official. 

He said that the port management was becoming more flexible 
and liberal-minded in its approach towards operating the port. 
“We are trying hard to improve things and to create a better 
image so that more shipping lines will use Abu Dhabi as a key 
port for the Gulf.” 

Currently, about 40 lines use the port. From Southeast Asia 
and the Far East they include Japanese car carriers like MOL, 
NYK, NAVIX and K Line. Others operating container services 
include Maersk Line, OOCL, Willine, Sea-Land and CMA. Con- 
ventional cargoes are carried by Pan Ocean, Hinode Kisen and 
Pacific International. 

There is also much discussion in the emirate about establishing 
a local feeder service for other Gulf and Arabian ports as well as 
some principal destinations in the Asian Subcontinent. 

As a base for a feeder service, Abu Dhabi offers several advan- 
tages. It is an ideal geographical location within easy reach of 
Dubai, Sharjah and Bandar Abbas to the northeast; Bahrain, 
Dammam, Jebel Ali, and Kuwait to the northwest. ¢ 


Mina Zayed: regaining hub status 
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Inter-Continental's marina: first-class facilities 


Sweet taste of a 
date with the desert 


here is no better place to go than Abu Dhabi for a "taste of 

Arabia." Most people assume there is nothing for the tourist 
in the Gulf, but they are wrong. Admittedly it is different, and 
surprisingly so. The Arabia of the Gulf is now poised for a mini- 
boom in tourism, particularly welcoming discerning visitors who 
want to explore and feel their way in a strange and often romantic 
culture. 

Abu Dhabi is a shock culture of its own, with its high buildings, 
elegant corniche and marine parade. There are blue glass towers, 
banking complexes and sprawling luxury hotels. It is reminiscent 
of Chicago, Singapore and even Hongkong, the Gulf Arab's role 
model city. 

There is greenery everywhere, plus fountains, ornamental ponds 
and canals, with glimpses of waterside palaces behind blank, sand- 
coloured walls. Much of the greenery is due to Abu Dhabi's ruler 
and president of the United Arab Emirates (UAE), Sheikh Zayed 
Bin Sultan Al Nahayan, who loves trees and gardens. 

Minarets and domes pierce the blue skies and there are said to 
be more mosques in Abu Dhabi than in any other Gulf city. There 
seems to be one on almost every street corner. They appear 
sandwiched on odd plots of land, often overshadowed by towering 
new blocks. Most of them date from a time when the area was 
little more than a small fishing village on a sand spit which had a 
source of sweet water. Where individual families once worshipped, 
a mosque was created and these places of worship remain today. 

Twenty-one years ago, when Abu Dhabi became the federal 
capital of the newly formed UAE, it boasted hardly a tarmac road, 
a smattering of low-level modern concrete buildings, the Al Ain 
Palace Hotel, the office of the oil company, an embassy or two 
and not much else. The first signs that the 20th century was 
gathering were the incongruous television aerials that started 
sprouting from tents and humble fishermen's huts. 

But today the hotels, among them the Inter-Continental, 
Sheraton, Hilton and Meridien, offer another world for the visitor 
— a world of first-class service and facilities. 

One of the best is the Inter-Continental, which has its own 
beach, cool and hot pool, and an active marina. The Sheraton 
and Meridien also have their own beaches. All offer a wide choice 
of cuisine from Japanese to Mexican, French to Persian. Every- 
thing can be found in Abu Dhabi — and not necessarily at a high 
price. Costs are reasonable compared with other international 
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prices. Many of the hotels are owned or managed by the success- 
ful Abu Dhabi National Hotels Co. (ADNHC), which has been 
trail-blazing the path towards international tourism. 

ADNHC is currently developing one of the most spectacular 
hotels in the Gulf in the northern part of Abu Dhabi close to the 
border with Dubai. The Al Jazira Hotel has been built on an 
artificial island in the middle of the desert. It is connected to the 
sea by a man-made canal. The main hotel building is surrounded 
by villa-style apartments and other villas are at the far end of the 
canal where it emerges into the sea. When completed next year, 
the Al Jazira will add a new dimension to the hotel scene in the 
Middle East. 

All the beachside hotels, including the smaller and rather selective 
Gulf Hotel between the city and the airport, offer every water 
sport from snorkelling to sailing. Every hotel has its own fitness 
centre usually equipped with the latest heart-pounding exercise 
gear. 

Away from the hotels and the beaches there are many other 
attractions. These include a visit to Al Ain, an oasis town in the 
hinterland below a range of mountains which harbour prehistoric 
remains. Nearby is a huge Disneyland-style park that attracts large 
numbers of local families at weekends. 

But for something really different, take a desert safari. 


This sometimes includes an overnight stay with a barbecue 
supper and sleeping on the sand dunes underneath the starry 
heavens. Some of the trips can be quite arduous and tiring, 
particularly during the warmer weather at the end of April. The 
safaris are usually arranged in groups of four or six in various 
kinds of four-wheel-drive vehicles which bound across the open 
desert, up and down terrifyingly high sand dunes, and plough 
across what might be almost virgin sand and rock. There are 
quiet oases to visit where there might be a welcome rest beneath 
date palms. 

When you get back to the city there is always the shopping in 
the modern shopping mall or in the more traditional soukhs — 
markets where haggling is the order of the day. Never pay the 
asking price, it is usually at least double what is considered a fair 
deal. Everything from the latest video camera to exquisite gold 
jewellery can be bought there. As a sign of the times, most 
merchants now take credit cards, 

It is possible you might meet some Bedouin with their racing 
camels. The age-old hospitality still exists, not only in the desert, 
but generally everywhere in Abu Dhabi. You might be invited to 
sit with the camel-owners, sip sweet Arabic tea and eat some of 
the 40 varieties of sweet dates around a fire. For most visitors this 
can be a real taste of Arabia. € 





Business as usual for banks 





expatriate bankers continue to comment 
on lax banking procedures. While the 
deputy governor of the Central Bank, 


The continuing ramifications of the Bank 


- of Credit and Commerce International 


(BCCI) affair have failed to daunt the local 
banking scene in Abu Dhabi and the 
United Arab Emirates (UAE), which has 
about 50 foreign and domestic banks with 
assets totalling more than US$30 billion. 

The international focus has been on 
the efforts by Abu Dhabi ruler Sheik Zayed 


Bin Sultan Al Nahayan to clean up the 


scandal and put BCCI's house in order. 


_ But the domestic commercial banks, like 


the leading National Bank of Abu Dhabi 
(NBAD) and the more aggressive Abu 
Dhabi Commercial Bank (ADCB), have 
been reporting good results for the last 


years operations. The formerly locally 


incorporated arm of the BCCI, which until 
the summer traded as BCC Emirates, has 
already been changed in 
name to the Union National 


. Bank and is still functioning 
` as a retail bank. 


Apart from BCCI, which 
has overshadowed most 
events, bankers have been 
discussing the Central Bank's 


` go-ahead for offshore bank- 
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ing units (OBUs) in the UAE. 
Much of the pressure for this 
has come from the neigh- 
bouring emirate, Dubai, 
which hopes that an offshore 
banking sector will help boost 
the already highly successful 
free zone activity at Jebel Ali. 

However, not everyone 


favours the idea. Sultan N. Al-Suwaidi, 
managing director and chief executive of 
ADCB, believes that the concept of OBUs 
has changed and that there is no real 
need for them in the UAE. He adds: 
"They are good only when you have a 
sophisticated banking centre surrounded 
by non-sophisticated systems. I think that 
kind of gap has now shrunk. We have 
sophisticated banking systems here and 
technology has made the old kind of 
offshore banking obsolete.” 

He also thinks that unless there is tight 
control and regulation of OBUs, they 
might be abused, causing even more 
problems than currently exist in the emir- 
ate. The Central Bank has often been 
put under pressure to exercise more 
control over the local banking scene but 


Abu Dhabi Commercial Bank: aggressive policy. 
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Sheik Moh'd Bin Sultan Al-Dhari, denies 
the move to create OBUs is capitalising 
on the downturn in activity by Bahrain, 
the traditional regional offshore banking 
centre, some banks see the attraction of 
the substantial liquidity in Abu Dhabi. 

ADCB's Al-Suwaidi has been tipped 
as a possible governor of the UAE Cen- 
tral Bank, which after more than one- 
and-a-half years still lacks a properly con- 
stituted board of directors and a gover- 
nor. He is confident about his own bank's 
future. Although there was a slight de- 
cline in net profits to US$21 million last 
year, he expects this year's results to show 
a slight improvement. 

The ADCB was ranked 10th-largest 
in terms of equity size in the latest Middle 
East Economic Survey's ratings of Gulf 

banks, two places behind the 
NBAD, whose net profits fell 
from US$29 million to 
US$24 million in 1990. 
ADCB has extended its op- 
erations into Dubai where 
the existing branch has just 
moved into a new building. 
More than 20% of the bank’s 
activity is now coming from 
its Dubai branch, which Al- 
Suwaidi said was very com- 
petitive with the local banks. 
“We are doing a lot of 
wholesale business down 
there and the results so far 
are well above those of last 
year," says Al-Suwaidi. € 
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ABU DHABI DRY DOCKS COMPANY ESTABLISHED IN 1986 NATIONAL 

CAPITAL FROM ABU DHABI EMIRATE IN THE UNITED ARAB EMIRATES. AND SUNG 
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DELMA COOPERATIVE SOCIETY 
LIMITED TO DELMA ISLAND NATIONALS 


DELMA COOPERATIVE SOCIETY IS WORKING HARD TO IMPROVE 
THE LIVING FACILITIES. CREATE NEW WORK OPPORTUNITIES AND 
MAINTAIN ESSENTIAL SERVICES IN THE ISLAND. 

THE FISHERMEN ASSOCIATION WAS ESTABLISHED AT DELMA ISLAND 
TO LOOK AFTER THEIR AFFAIRS AND MARKET THEIR CATCH, AS 
WELL AS AGRICULTURAL REFORMATION, UTILISING MODERN 
IRRIGATION FACILITIES, AND ESTABLISH POULTRY FARMS. 

THE ASSOCIATION PROVIDED THE ISLAND WITH SUPER-MARKETS, 
ICE FACTORIES, RESERVATION STORES FOR MEAT, CHICKEN AND 
VEGETABLES, LAND AND MARINE TRANSPORT, ELECTRICAL AND. 
HOUSE APPLIANCES STORES. ALL IS SUPPLIED BY DELMA 
COOPERATIVE SOCIETY TO SATISFY MEN, WOMEN AND CHILDREN IN 
THE ISLAND. 
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BOOKS SPECIAL 


Paper battlefields forever 





By Charles Smith 
blight which affects much writ- 
ing about Japan, including most 
books on its relations with the 
US, is the apparently un- 
bridgeable gulf between insiders and out- 
siders. Insiders, who include most Japanese 
writers and of course the Japanese Govern- 
ment, are inclined to be bland in their state- 
ments about the US relationship, stressing 
the good will on both sides and the good 
intentions on the Japanese side to smooth 
over any problems. 

Outsiders, including most US writers 
other than long-established career academ- 
ics, a few business specialists, and a sprin- 
kling of mavericks in Japan, tend to see the 
relationship and Japan's role in it in the 
darkest possible terms. They often allege a 
Japanese conspiracy of some kind, and 
may forecast disaster if the US does not 
quickly get tough with Japan by threaten- 
ing to close its markets, or worse. 

The Coming War with Japan is an outsid- 
er's book with a difference. It predicts a 
greater disaster than most — a full-scale 
war to be followed by further series of 
struggles (usually won by the US). Yet the 
book is not anti-Japanese in tone. Rather it 
seems anxious to avoid passing judgment 
on many of the issues normally harped on 
by outsiders, including Japan's allegedly 
closed import markets, its industrial target- 
ing and its "inscrutable" leadership. 

One of the book's virtues is its imparti- 
ality in discussing what former US ambas- 
sador to Japan Mike Mansfield called the 
world's “most important relationship, bar 
none," a relationship that could be on the 
brink of serious trouble. But the book has 
faults in plenty to make up for its merits. 
Most significantly, while purportedly talk- 
ing about the future, it often seems to be 
living in the past. The price the authors 
pay for claiming that history will repeat 
itself is to assume that much of recent his- 
tory is still the case. This leads them into 
some quaint statements about Japan's eco- 
nomic strength — or lack of it. 

The central thesis of The Coming War is 
that the US and Japan are on a descending 
escalator of deteriorating relations, leading 
from close military and economic coopera- 
tion in the first three decades after World 
War II, to the probability, if not certainty, 
of war early in the 21st century. Obviously 
the two countries have the option of get- 
ting off the escalator before they reach their 
destination. The authors' claim that this 


will not 4" based on the dogma 





that, when fundamental geopolitical inter- 
ests clash, the countries involved are bound 
to fight, not once but repeatedly. 

The "interests" which Friedman and 
LeBard see as permanently pitting Japan 
and the US against each other are the re- 
sult of a clash in what the authors call the 
"grand strategies" of the two nations, a set 
of semi-conscious assumptions about secu- 
rity that neither side can discard or out- 
grow. Specifically, the US needs to main- 
tain naval supremacy in the Western Pa- 
cific because failure to do so might threaten 
its position nearer home in the Eastern Pa- 
cific and eventually its national security. 
Japan, on the other hand, needs to control 
the sea lanes through which it imports oil 
and other vital materials unless it can find 
a reliable friendly power to 
do the job. 

These two "strategic im- 
peratives" were the causes 
of what the authors call the 
First Pacific War, but they 
have been forgotten about 
since 1950 because the US 
preoccupation with con- 
taining communism in the 
Far East meant that it 
needed Japan as an ally. In 
return for using Japan as a 
base from which to check 
the Soviet Pacific fleet and 
supply its forces in Korea 
and later Vietnam, the US 
undertook the job of patrol- 
ling Japan's sea lanes for it. 

As the authors see it, the US also tole- 
rated the "abnormal" growth of the Japan- 
ese economy — abnormal because not 
spending money on defence allowed Japan 
to pour all its resources into industrial in- 
vestment. This was done quite consciously 
by Washington because the US needed Ja- 
pan, not only as a physical, but also as an 
economic bastion against the advance of 
communism in Asia. The "economic bas- 
tion" theory took off at the start of the Ko- 
rean War but remained an important com- 
ponent of official US thinking on Japan, at 
least until the Reagan era. 

With the Cold War "over" in Asia (a 
point which some Japanese analysts might 
question) Friedman and LeBard expect 
“normality” to return to US-Japan rela- 
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tions. This will take the form of the US 
ceasing to tolerate Japan's privileged eco- 
nomic position, including its dominant 
share of the US market, leading it either to 
close its own markets or to tax imports 
from Japan so as to compensate for Japan's 
low level of defence spending. 

Japan would respond by trying to keep 
the US out of regional markets such as 
China and India and by building up its 
navy so as to protect its sea lanes, some- 
thing the US presumably would no longer 
be willing to do. That would be seen in 
Washington as a long-range security threat 
and would set the stage for a repetition of 
history featuring US efforts to cut off Japan- 
ese oil supplies (by pressurising the Gulf 
states not to sell oil to Japan). Japan would 
then have to invade South- 
east Asia to secure oil and 
the US would be driven to 
use force to prevent this 
from happening. 

To ensure that the US 
has the upper hand when 
the chips are down, 
Friedman and LeBard say 
the US should hang on to 
Subic Bay naval base and 
Clark air base in the Philip- 
pines (“losing them would 
be catastrophic") and re- 
frain from withdrawing 
troops from South Korea. 
The US should also "ea- 
gerly" accept the offer of 
Singapore as a base for 
the Seventh Fleet. 

The Coming War's preoccupation with 
troop strengths, "grand strategies" and the 
like leaves the authors little time for the 
murkier moral and cultural issues that 
other writers see as causing the friction be- 
tween the US and Japan. This becomes a 
strength when they argue (to support their 
basic thesis) that Japan's apparent aversion 
to war is skin-deep and would not neces- 
sarily prevent the government from build- 
ing powerful military forces again. 

The authors view the re-militarisation 
of Japan as inevitable but not necessarily 
as a symptom of the country's militarist 
bent — assuming that this still exists and is 
more pronounced than in other countries 
that have fought major wars. Conversely 
they are not sure that the country was ever 
really as pacifist as it was cried up to be. 

Recent opinion polls do, in fact, suggest 
that many people in Japan could adjust 
quite comfortably to the notion of some 
overseas role for the Self-Defence Forces. 
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Clause 9 in the country’s post-war peace 
constitution might seem to prevent this, 
but as Friedman and LeBard point out 
there is evidence that this was actually 
written by the Americans, quite possibly 
by General Douglas McArthur himself. 

But while the authors manage to stay 
clear of moral judgments when dealing 
with issues like militarism and pacifism, 
they also sound distressingly naive when 
talking about another key aspect of the re- 
lationship — the trade-off between military 
and economic power. The book is full of 
detailed statistical analyses of the size and 
types of vessels making up the world’s na- 
vies (less on land and air forces 
because the authors conclude 
that the superpower status of 
the US stems overwhelmingly 
from its naval strength). 

The impression the authors 
give is that a country’s power 
can be mathematically equated 
with the number of its aircraft 
carriers, rather than with intan- 
gibles like financial resources, 
technology or industrial pro- 
ductivity. This clearly leaves 
open the question of what kind 
of economic resources are 
needed to build aircraft carriers 
in large numbers and whether 
the US still has these resources. 

At times The Coming War 
seems to give a nod to the no- 
tion of imperial (or super- 
power) overstretch popularised 
in Paul Kennedy's best-selling 
1987 book The Rise and Fall of 
the Great Powers. But in many more pas- 
sages the authors seem to be assuming that 
a superpower with enough military mus- 
cle can simply "enforce" a favourable eco- 
nomic relationship on countries that are 
militarily weaker. 

Friedman and LeBard do not bother to 
answer those who point out that closing 
markets reduces the volume of world trade 
and is therefore bad for those who do it as 
well as those who have it done to them. If 
they are aware of this point they evidently 
think that the damage inflicted on the 
Japanese economy by a total US trade em- 
bargo would be so great as to make it 
worthwhile for the US to suffer what 
would undoubtedly be a major economic 
recession. This sets the authors heroically 
against all current mainstream Western 
discussions on trade problems. 

On a point of comparative detail the 
book's stress on the pre-eminence of mili- 
tary power also glaringly begs the ques- 
tion of how far the US military has 
come to depend on Japanese technology 
and how much of the federal defence 
budget could be funded without overseas 
borrowing. Friedman and LeBard treat 
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Japanese investment in the US primarily as 
a sign of Japanese weakness, in that it indi- 
cates a lack of investment opportunities at 
home. 

This happens to be true and is a serious 
indictment of the Japanese Government's 
failure to expand the economy fast enough 
to soak up surplus savings. But one won- 
ders if they have considered how the US 
war effort in the Gulf would have been 
paid for without US$13.5 billion worth of 
contributions from Japan (among others) 
or what would happen if Japan stopped 
buying US government bonds. 

As a counterpart to their argument that 
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Art thou friend or foe? 


the US is militarily invincible, Friedman 
and LeBard say that Japan is economically 
weak, or at least weaker than it looks. To 
make this point they use the somewhat 
dated argument that Japan must maintain 
high growth rates (and thus rely to a dan- 
gerous extent on exports) because its com- 
panies need to increase sales rapidly in or- 
der to pay off their bank loans. This sounds 
suspiciously like the "bicycle economy" 
theory which was popular in Japan before 
the first (1973) oil shock. 

The theory went out of fashion when 
higher oil prices forced Japan to reduce 
growth to a rate now only slightly higher 
than some of the more dynamic Western 
economies. But the authors are right in say- 
ing that Japan sells far too much to the US. 
Export diversification, rather than overall 
growth rates, would have been a better 
point to support their argument. 

The book's emphasis on Japan's import 
dependency, particularly for oil and 
minerals, deserves to be taken more seri- 
ously, though much of the tone of the dis- 
cussion recalls the 1960s, when Japan was 
a low-added-value producer of ships and 
raw steel rather than the high-added-value, 
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hi-tech manufacturer it became in the 
1980s. 

Friedman and LeBard claim that the 
physical volume of a country's exports and 
imports (particularly the latter) is a better 
indicator of its trading strength than its 
monetary trade balance. If they are right 
Japan has become steadily more vulnerable 
to outside interference since it began to in- 
dustrialise more than a century ago. What 
is surely not right, however, is to argue 
that Japan could attain security simply by 
policing the sea lanes in its own region, 
that is, those that extend from southern Ja- 
pan down to Singapore and through the 





Straits of Malacca to the Indian Ocean. 

Japan's post-war trade (including both 
imports and exports) has become global to 
the extent that security as defined in 
The Coming War would probably require 
worldwide policing capacity, something 
not even boasted by the US. 

The Coming War is so much of an out- 
sider's book, especially when it discusses 
economics, that it risks not being taken se- 
riously, even by people who believe in the 
possibility of serious conflict erupting be- 
tween the US and Japan. But this would be 
a mistake. What the book does do, highly 
successfully, is to explode the fashionable 
taboo (particularly in Tokyo) on asking just 
how much US-Japan relations are likely to 
change now that the Soviet threat is no 
longer there to cement them. 

Friedman and LeBard are right in as- 
suming that things will change drastically. 
The question is whether historical inevita- 
bility is the principle on which to judge the 
future, as they seem to say, or whether 
enough people in Tokyo and Washington 
are aware of the pitfalls in the relationship 
to ensure that history, will follow a new 
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Poisons and politics 


By Bertil Lintner 


hen US writer Gerald Posner 
W went to Chiang Mai in northern 

Thailand a few years ago to re- 
search a book about the international nar- 
cotics trade, he met an agent of the US 
Drug Enforcement Administration (DEA): 
“At six feet three inches and almost 250 
pounds of muscle, he looks as if he could 
crush your head in a fight and not be out 
of breath when it was over. Sitting in an 
oversized leather chair with his arms 
folded behind him, he is the image of a 
clean-cut American serviceman, tan, with 
a pair of oversized aviator glasses and a 
Yankee baseball cap pulled low over his 
short-cropped brown hair . . . [he] would 
be the perfect cast as the sidekick in an 
Arnold Schwarzenegger or Sylvester 
Stallone action movie." 

This was not meant as a sarcastic de- 
scription of a bull in a china shop; it ap- 
peared in a chapter of Posner's book, Too 
Few Good Men, and is Posner's vision of the 
ideal hero in the battle against drugs in the 
Golden Triangle. 

The wisdom of pursuing a Ramboesque 
approach to the global drug problem is 
now being questioned by a number of in- 
dependent analysts. In June, the Inter- 
American Commission on Drug Policy — 
a private group of experts from Canada, 
Bolivia, Colombia, Mexico, Peru and the 
US — released a report calling for a radical 
shift in Western drug policies. 

The report concludes that US drug pro- 
grammes which concentrate on suppress- 
ing the supply of cocaine, marijuana and 
heroin have actually exacerbated the 
problem. The increased role of the military 
in drug enforcement in Colombia and 
Peru, for instance, has led to human-rights 
violations that have weakened popular 
support for anti-drug programmes. Step- 
ping up police activity has not reduced the 
number of addicts, but has increased the 
risk factor for pedlars, causing prices to 
rise. The growing number of addicts, in 
turn, have been driven to crime to pay for 
what they consume. 

The experts charge that the US has 
wasted billions of dollars on a largely 
meaningless and sometimes counter-pro- 
ductive “war on drugs" rather than at- 
tacking the actual problem: US domestic 
consumption of narcotics. Only half- 
hearted efforts have been made to reduce 
this demand and thus undermine the 
power of international drug trafficking 
cartels. Seventy percent of the US$11.6 bil- 
lion federal anti-drug budget for fiscal 1992 
is earmarked for law enforcement, inter- 
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national activities and border interdiction, 
while only 30% is set aside for edu- 
cation and treatment. 

The conclusions of this report are 
echoed in a number of new books 
which also analyse other, more 
profound reasons for the failure of 
present drug policies. The most 
outstanding of these is by Alfred 
McCoy, a professor of history at the 
University of Wisconsin: The Politics 
of Heroin: CIA Com- 
plicity in the Global 
Drug Trade. Pub- 
lished in June this 
year, it is an up- 
dated, revised and 
greatly expanded 
version of his 
ground-breaking 
study, The Politics of 
Heroin in Southeast 
Asia, which first 
appeared in 1972. 

The first edition 
appeared just as 
Richard Nixon was 
declaring his war 
on drugs, making 
the international narcotics traffic a major 
domestic political issue for the first time in 
US history. The DEA was in the process of 
being beefed up with a world-wide net- 
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CIA COMPLICITY IN 
THE GLOBAL DRUG TRADE 


work of agents and offices. But apart from 
staging spectacular but rather fruitless buy- 
and-bust operations on the street level, 
narcotics agents mostly attacked the wrong 
targets, thus exacerbating the situation 
rather than stemming the flow of narcotics 
to the US, which was why the DEA was set 
up in the first place. 

McCoy’s explanation of these failures 
was shocking: his first book revealed that 
several major trafficking organisations had 
long been used by the CIA for intelligence 
gathering and for fighting common en- 
emies in covert operations — and, respect- 
ing the national security imperatives of CIA 
operations, the DEA kept its distance from 
agency assets, even if they were major drug 
lords. In fact, McCoy argues, instead of 
reducing or suppressing drug supply, most 
clandestine agencies actually regulated the 
traffic by protecting favoured dealers and 
eliminating their rivals. 

This practice began during and imme- 
diately after World War II when the CIA 
and its predecessor, the Office of Strategic 
Services (055), forged an unlikely alliance 
with the Sicilian-American Mafia. It is 
doubtful whether the Allied forces would 
have been able to launch their spectacular 
invasion of Sicily in July 1943 without the 
reliable intelligence provided by the Mafia. 
But, according to McCoy, Oss cooperation 
with these mobsters led, inadvertently, to 
the emergence of powerful, well-protected 
drug syndicates which flooded the streets 
of New York with 
heroin. 

Alliances of 
convenience be- 
tween the US intel- 
ligence community 
and well-organised 
crime organisations 
became even more 
important during 
the Cold War when 
any means seemed 
to justify the ends. 
The CIA used Cor- 
sican gangsters to 
quell a communist- 
inspired strike in 
Marseilles in 1947, 
and the Corsican underworld sub- 
sequently emerged as an unofficial 
parallel “government” in southern 
France, which eventually built up 
the notorious French Connection. 

The Golden Triangle provides 
several examples of the same phe- 
nomenon. It was here that interna- 
tional opium and heroin sales to the 
West first began in the early 1950s 
— and where the US, Taiwan and other 
Western-oriented powers began a "secret 
war": supporting the remnants of the Na- 
tionalist Chinese Kuomintang (KMT) who 
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had retreated into northeastern 
Burma following their defeat in the 
Chinese civil war in 1949, 

Despite Western support, the 
KMT failed to achieve its original 
objective of reconquering the Chi- 
nese mainland — and soon turned 
to the more lucrative drug trade in 
the Golden Triangle. Over the next 
decade, the KMT transformed the 
Burmese sector of the Golden Tri- 
angle into the 
world's largest 
opium producer. 
To this day the KMT 
remnants there re- 
main an important 
source of intelli- 
gence information 
for a variety of se- 
cret services — not 
only the CIA 
which helps explain 
why they are still 
enjoying protection 
for their deadly 
trade. 

Similarly, West- 
ern powers turned a blind eye to the drug- 
trafficking activities of Vang Pao's "secret" 
army of Hmong hill tribesmen in Laos, the 
South Vietnamese air force under Nguyen 
Cao Ky and certain corrupt elements 
within the Thai and Laotian armies, as long 
as they remained useful allies in the war 
against the communist advance in South- 
east Asia. Sophisticated logistics — ranging 
from radio equipment to helicopters — 
provided by the CIA to its anti-communist 
allies, greatly improved their capacity to 
move drugs in and out of their respective 
areas. 

Incensed by McCoy's allegations in the 
first edition of The Politics of Heroin, the CIA 
publicly denied them and even sought to 
censor the book prior to its release. That 
failed, but several of McCoy's sources were 
silenced and the author himself subjected 
to covert harassment: his federal education 
grant was investigated, his telephone 
tapped and his tax return audited. By 
swearing its abhorrence of drugs, the CIA 
convinced the US Congress that it was in- 
nocent of complicity in the drug trade. In 
1975, a Senate committee accepted the 
agency's own investigations, which had 
found, not surprisingly, that none of its 
operatives had ever been involved in any 
aspect of the drug trade. 

But the gist of McCoy's first book is 
now universally considered beyond dis- 
pute — and in this second, updated edi- 
tion, McCoy goes on to prove that the CIA's 
duplicity did not end when the Indochina 
war was over in 1975, He charges that the 
same policies were followed in the CIA's 
secret war against the Sandinistas in the 
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1980s and, more 
explicitly, їп Af- 
ghanistan, where 
once again the CIA 
allied itself with 
drug-trafficking 
groups that sided 
with the US in the 
war against com- 
munism. The best 
known of the Af- 
ghan drug lords, 
Gulbuddin Hek- 
matyar, relied on 
the logistical sup- 
port of Pakistan's 
Inter Service Intelli- 
gence (ISI), the cover for a secret CIA 
operation. According to McCoy, 
Pakistani army trucks arriving with 
ClA-supplied arms from Karachi of- 
ten returned carrying heroin — and 
ISI papers to protect the shipments 
from police search. 

While the 151 and a veritable army 
Of CIA agents in Pakistan were 
sending the bulk of their arms ship- 
ments to the most dubious of the 
various resistance factions in Afghanistan 
— Hekmatyar's Hizbe-Islami — the same 
group was flooding the world market with 
heroin. At the US Embassy in Islamabad, 
meanwhile, 17 DEA agents shuffled papers 
with few noticeable results, their hands tied 
for reasons of "national security." 

But despite this devastating criti- 
cism, backed up by a wealth of in- 
formation and data, McCoy, unlike 
more sensational writers in the same 
genre, does not accuse the CIA of 
direct involvement in the drug traf- 
fic to finance its covert operations. 
American diplomats and CIA agents, 
McCoy concludes, have been in- 
volved in the narcotics traffic on 
three levels: (1) co- 
incidental complic- 
ity by allying with 
groups actively en- 
gaged in the drug 
traffic; (2) support 
of the traffic by 
covering up for 
known heroin traf- 
fickers and condon- 
ing their involve- 
ment; and (3) active 
engagement in the 
transport of opium 
and heroin. 

McCoy's main 
contribution is his 
ability to place cri- 
minal problems in their proper political 
perspective. Since the publication of the 
first version of The Politics of Heroin, almost 
every serious writer on the subject has 
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adopted his approach. Jonathan Marshall's 
recent Drug Wars is a good example. 
Marshall, economics editor of the San 
Francisco Chronicle, covers the same terri- 
tory as McCoy — the Golden Triangle, 
Central America and Afghanistan — in 90 
pages compared to McCoy's 634. But it is 
well-documented and compellingly writ- 
ten. His conclusion is also the same as 
McCoy's: America's costly war to stop 
drugs at their source has been both hypo- 
critical and ineffective. 

For readers of French, the informative 
La drogue, l'argent et les armes by Alain 
Labrousse is a useful complement to 
McCoy's book. Labrousse, who heads the 
private Paris think-tank Geopolitical 
Drugwatch, is an expert on Peru and the 
author of a book on the cocaine trade, Coka 
Coke. But this new book, a product of the 
French scholarly tradition, covers every 
corner of the drug world: Pakistan, Af- 
ghanistan, the Golden Triangle, Lebanon, 
Hongkong, Mexico, Colombia, Peru, Bo- 
livia, Sicily and Florida. It is a mini-ency- 
clopaedia of the international drug trade 
with detailed charts and tables — com- 
pulsory reading for anyone interested in 
the mechanics of the trade. 

McCoy, Marshall and Labrousse may 
be denounced by politicians and agency 
operatives eager to protect their constitu- 
encies and budgets, but support for the 
theory which all of them share has come 
from an unexpected source: Michael 
Levine, one of the 
DEA's most deco- 
rated undercover 
agents. And the 
story he has to tell 
is as much of a 
bombshell as 
McCoy’s first book 
was in 1972. 

Levine was sent 
to Panama to un- 
cover a major co- 
caine smuggling 
ring but soon found 
that there was no 
interest in pursuing 
one of his most im- 
portant discoveries: 
the involvement in the traffic of a 
certain Mexican general, who was 
also an important supporter of the 
Contra rebels in Nicaragua. The 
DEA's attempts to protect him, rather 
than its own agent, nearly cost 
Levine his life. 

Frustrated and disillusioned, 
Levine quit the DEA in 1989 after 25 
years of service and became a writer. 
His highly personal Deep Cover is not a 
profound study of the drug trade, but an 
inside account of the DEA: bureaucratic ri- 
valries, indecisiveness about quick action 
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At the root of the problem. 


and, most importantly, how political con- 
siderations often override crime suppres- 
sion. “We gave up the drug war in favour 
of a war against communism. In fact, we 
made a conscious choice,” he concludes. 

But not all attempts to link drugs to 
covert operations and security policies 
have been successful. A bizarre example of 
this genre is Kiss the Boys Goodbye. Monika 
Jensen-Stevenson seems to believe that US 
servicemen are still alive in Indochina, and 
that they have been left behind partly be- 
cause, if they were brought home, they 
would tell the public about the cultivation 
of opium poppies near some secret, US- 
run air bases in Laos during the war — as 
if that was news. 

Other details in her book do not ring 
true to anyone familiar with Southeast 
Asia. Jensen-Stevenson refers to Chiang 
Mai, the second-largest city in Thailand, as 
“a remote hill station,” which raises doubts 
about whether she has been there at all. 
Inexplicably, her search for forgotten 
American heroes directs her to Khun Sa, a 
major drug kingpin in the Golden Triangle. 
More surprisingly, she claims that she 
found a way to reach him by going 
through Rangoon. Khun Sa, as every jour- 
nalist in the region knows, is encamped a 
few miles from the Thai border. A visit to 
his camp is more easily arranged via Mae 
Hong Son in northwestern Thailand than 
from Rangoon, 500 miles away. 

The sources for her erratic account are 
equally fanciful: “Casino Man,” whom she 
meets in Las Vegas, “True Man,” and “The 
Preacher” who prefers to “talk in a room 
without windows and telephone.” The 
book is not “the explosive account of a se- 
cret government of intelligence bureaucrats 
running the country” it promises to be; it is 
a collection of fantasies which could be 
dismissed as another cheap best-seller — if 
its publication did not threaten to discredit 
other, serious attempts to analyse the link 
between drugs and politics in Southeast 
Asia and elsewhere. 
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In the search for a solution to the drug 
problem, McCoy offers the best vision for 
the future. In addition to distinguishing 
between using drug money to finance cov- 
ert operations, and condoning the activi- 
ties of drug traffickers for reasons of na- 
tional security, he observes that the CIA 
engages in two types of clandestine work: 
gathering intelligence about present and 
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future events; and covert operations that 
somehow influence the outcome of these 
events. Complicity in the drug trade, 
McCoy argues, is limited to the agency's 
covert operations unit. 

His final conclusion, therefore, offers 
some hope: "With the demise of the Cold 
War in 1989-90, it might now be possible to 
impose some controls over the CIA. A small 
reform of the national security legislation 
would close down the CIA's covert action 
apparatus, which is no longer necessary, 
without weakening the agency's main in- 
telligence-gathering capabilities. Regula- 
tion of the CIA's covert operations might 
thus deny some future drug lord the politi- 
cal protection he needs to flood America 
with heroin or cocaine." 

Considering the events in the Soviet 
Union in August, the publication of 
McCoy's study could not be more timely. 
It should pave the way for a more realistic 
approach to the drug problem: rehabilita- 
tion of addicts and politically untainted 
interdiction — minus Rambos, imaginary 
POWs, and support for traffickers simply 
because they happen to be on the right side 
in the war against a common enemy. a 





Devilish dealing 


By Derek Davies 


he strain of living in hiding is 

marking the face of Salman Rushdie 

on his occasional public appear- 
ances: 11 November marked the 1,000th 
day of the late Ayatollah Khomeini's sen- 
tence of death. On that day a 24-hour vigil 
will be held in London by fellow writers, 
drama groups and sympathisers to pro- 
claim their support for Rushdie, while 
British Foreign Secretary Douglas Hurd 
will be lobbied for support. 

During the summer, assassins knifed 
Hitoshi Igarashi, the Japanese translator of 
Rushdie’s The Satanic Verses to death at 
Tsukaba University near Tokyo and re- 
peatedly stabbed Ettore Caprioli, the Ital- 
ian translator, at his home in Milan. 
Rushdie, who had hoped that by re-em- 
bracing Islam he could return to normal 
life, is faced with the stark knowledge that 
his accusers are unforgiving. 

Rushdie has been blamed, not only by 
Moslem priests, for bringing his troubles 
down upon his own head, not least by 
persistent publicity-seeking. For years, 
Rushdie was a free-lancer, a man who sur- 
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vived by selling his stories and his wits on 
the free market. Free-lancers are admirable 
entrepreneurs in many ways, but their 
weakness is that they have to command 
attention, and this often leads them into 
searching, at all costs, for a different “an- 
gle” to the story (sometimes, it must be 
admitted, at the expense of truth). If the 
great majority of those pressmen in Peking 
in early June 1989 agree that a terrible 
massacre with an uncountable number of 
victims took place, the free-lancer is 
tempted to downplay the “incident.” 

It was not until 1981 that Rushdie wrote 
a book, Midnight's Children, which estab- 
lished him as an author. As he puts it: 
“After ten years of blunders, incompetence 
and commercials for cream cakes, hair 
colourants and the Daily Mirror, 1 could 
begin to live by my pen. It felt good.” But 
the pattern of hard work, enormous pro- 
ductivity and shouting to attract attention 
continued to shape his attitude as an artist. 
Again as Rushie puts it: The writer should 
make “as big a fuss, as noisy a complaint 
about the world as humanly possible.” It is 
hard to avoid the conclusion that the hard- 
earned instinct to shout “Read me!” lies at 
the heart of his literary output — hardly a 
fault deserving the death sentence. 

One of the essays in this book (“In Good 
Faith”) inveighs against those (“Mounte- 
banks and bishops, fundamentalists and 
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Mr John le Carré") who have argued that 
Rushdie knew exactly what he was doing, 
and wanted to profit from the notoriety the 
deliberate blasphemy of The Satanic Verses 
would bring him. This view, I believe, does 
Rushdie less than justice: he needed atten- 
tion, and duly won it, plus literary awards 
and international recognition, by setting 
out not only to impress but to épater les 
bourgeois of a relatively tolerant Britain. | 
believe he fell into this role of intellectual, 
exhibitionist enfant terrible, enjoyed the 
shock waves he produced and genuinely 
thought not only that people every- 
where — would go on tolerating him much 
as a medieval monarch tolerated home 
truths from his clown, but that his truths 
were performing a usefully cathartic inter- 
racial function. Is there any doubt he was 
frozen with horror by the death sentence? 

As Dr Johnson remarked, the thought 
of execution on the morrow concentrates a 
man’s mind wonderfully. The concluding 
essays of this book could well have been 
penned on death row as the writer/crimi- 
nal twists and turns, hunting for a way out, 
any way, to escape the executioner's blade. 

The bulk of this book, however, is given 
over to fairly run-of-the-mill political es- 
says and pieces of criticism of a wide range 
of books, poetry and films. Most of these 
are unremarkable: the usual leftwing ver- 
dicts delivered with no particular sensitiv- 
ity or insight. He admits in the preface that 
he has been too unkind to George Orwell 
and Henry Miller, but he could with ad- 
vantage have softened his verdicts on a 
long list of other victims, ranging from 
better writers than himself (such as V. S. 
Naipaul and, of course, Kipling) to softer 
targets (such as M. M. Kaye of The Far Pa- 
vilions, David Lean, director of the film 
Passage to India and Paul Scott of The Jewel 
in the Crown) — Rushdie is unforgiving 
about such British attempts to 
sentimentalise the Raj. 

Rushdie is out of sorts with 
both the India he grew up in and 
with the country of his "transla- 
tion." Britain may not be South 
Africa or Nazi Germany, he gen- 
erously admits, but is far from 
the nation of tolerance and de- 
cency its white community com- 
placently assumes it is. He an- 
grily documents its conscious 
unconscious racialism. What 
other language but English, he 
asks, can so richly spawn terms 
of racial abuse: "Wog, frog, kraut, 
dago, spic, yid, coon, nigger, 
Argie." Well, yes, if American 
English is included, what about 
"slope" or "dink." Or the most 
recent addition, "towel-head?" 

His anger, unlike that of the 








to cool; Rushdie blows on its embers: “I’ve 
been in a minority group all my life,” he 
writes. “A member of an Indian Muslim 
family in Bombay, then of a ‘mohajir’ — 
migrant — family in Pakistan and now as 
a British Asian.” Later he 
admits: “And, to be fair, 
England has done all right 
by me; but I find it a little 
difficult to be properly 
grateful.” He expresses no 
gratitude for the protection, 
false identities and “safe 
houses” with which the se- 
curity services have pro- 
vided him. He acknow- 
ledges that he has had “a 
relatively easy ride” in Bri- 
tain, not because of any 
“dream-England’s” capacity 
for tolerance, but because of 
his social class, his freak fair 
skin and his “English” ac- 
cent (all traits of course — though he does 
not say so — which would win him easier 
acceptance in Delhi or Karachi). 

The critical essays reveal less about the 
books and films Rushdie reviews than 
about himself. One surprise is a capacity 
for uncritical hero worship: he records at 
length the unremarkable thoughts of 
Edward Said on Palestine and hangs on 
every word of Bruce Chatwin during 
travels in Australia. In general, however, 
the essays reflect the admirable degree of 
honesty with which Rushdie has been at- 
tempting to establish his intra-cultural lit- 
erary persona and to inhabit his “imagi- 
nary homelands” — a pilgrim's progress 
savagely halted by the Ayatollah’s death 
sentence which “retranslated” (to use a 
Rushdie metaphor) the writer from agnos- 
tic author-in-exile to Islamic victim figure. 

But there are some uncomfortable self- 
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confess that the novel does 
contain a few mistakes that 





BOOKS SPECIAL 
revelatory moments, particularly in the 
chapter, “Errata: or Unreliable Narration,” 
a post-mortem on Midnight's Children. He 
deals with the fact that the narrator, Saleem 
Sinai, makes many factual errors in the 
course of the book, ranging 
from the trivial (the makers 
of 555 cigarettes or the con- 
crete tetrapods not used in 
Bombay’s land reclamation) 
to the significant (General 
Dyer's troops who massa- 
cred the demonstrators at 
Amritsar were not white). 
Some of these mistakes, 
Rushdie claims, were delib- 
erate, reflections of Saleem's 
faulty memory; others were 
accidental, reflections of 


are mine as well as 
Saleem’s.” At first, these upset him but, as 
for the colour of the troops at Amritsar, 
"Now I'm not so sure. The mistake feels 
more and more like Saleem's: its wrong- 
ness feels right." Rushdie states that when 
writing the novel, if a conflict arose be- 
tween literal and remembered truth, ^1 
would favour the remembered version." 
He adds: "History is always ambiguous. 
Facts are hard to establish and capable of 
being given many meanings." 

Such a defence of Saleem's unreliable 
narration certainly has literary validity; the 
myths of an independence struggle do take 
on greater strength than the mundane facts 
of history. But such arguments sit uneasily 
in the mouth of the polemicist who is so 
quick to leap on weaknesses in others' 
myths (The Jewel in the Crown felt right to 
many Britons). And his rationalisation, 
even of the errors he claims are deliberate, 
is not convincing. Midnight's Chi- 
ldren was written in English in Eng- 
land; its putative audience would 
contain very few who could per- 
ceive inaccuracies in the recounting 
of Hindu myths or Bombay land 
reclamation, and so would fail to 
note any resonance of the narrator's 
unreliable memory. Rushdie reads 
as if he is wriggling off a hook, ret- 
rospectively rationalising errors 
spotted by an audience larger than 
he had guessed at in his wildest 
dreams. 

And so we progress towards the 
Rushdie climacteric: the reaction to 
the death sentence, a deeply dis- 
tressing and divisive dilemma. For 
those of conviction, there can be no 
compromise. For Elie Wiesel, au- 
thors should call on world leaders 
to repudiate the threats and take ac- 
tion to see they are withdrawn: 
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“Censorship is the enemy of literature; 
death threats, addressed for whatever rea- 
son, if they succeed in silencing the author, 
would mean not only the end of literature 
but the end of civilisation." 
Woolly-minded liberals sound a less 
certain note, as in a wobbly fanfare from 
Jimmy Carter: "This is the kind of inter- 
cultural wound that is difficult to heal. 
Western leaders should make it clear that 
in protecting Rushdie's life and civil rights, 
there is no endorsement of an insult to the 
sacred beliefs of our Muslim friends." Such 
goody-two-shoes ingratiation cringes be- 
fore the uncompromising violence of the 
Ayatollah's anger, which in turn contrasts 
so violently with the lack of confidence of 
a religion which cannot tolerate a heresy. 
Rushdie's previous book, Haroun and the 
Sea of Stories, was a defiant defence of the 
forces of creation, of freedom for the 
storyteller's imagination against the steril- 


ity of censorship (REVIEW, 29 Nov. '90). It 
appeared to be Rushdie's "Areopagitica" 
even if it meant concentrating his mind on 
the stake and the burning faggots of mar- 
tyrdom. That book arrived with a bang, 
but this one ends with a whimper. 

In the penultimate essays ("In Good 
Faith" and "Is Nothing Sacred") Rushdie 
remains defiant. “I am not a Muslim," he 
protests: "Where there is no belief, there is 
no blasphemy." He recoils from the idea 
that Muslims belong to their faith “purely 
by virtue of birth" and can thus be put to 
death for choosing not to embrace the faith. 
And he concludes bravely: "Wherever in 
the world the little room of literature has 
been closed, sooner or later the walls have 
come tumbling down." 

It is a terrible shock after this to turn the 
page and read an apologia entitled: "Why 
I Have Embraced Islam." He is now a 
Muslim, accepting the clerics’ unforgiving 





Where the East is read 





By Eleanor N. Schwartz 





t has taken a long time for Americans 

to acknowledge the presence of the 

Chinese in their midst. Arriving with 
the California gold-rush in 1849, hired to 
lay railroad track in the Rocky Mountains, 
the Chinese were overworked, underpaid 
and the easy victims of persecution, both 
legal and illegal. Barred by the 1882 Exclu- 
sion Act from further immigration, they 
fanned out gradually from the West to 
other parts of the country, clustering within 
their own tightly structured and largely 
self-sufficient communities. Despite the 
growth of a merchant class and a scatter- 
ing of scholars in the universities, the Chi- 
nese came to be viewed in 20th-century 
America chiefly as laundrymen, purveyors 
of chop suey and as a movie detective 
named Charlie Chan. 

Only now, as the 21st century looms, 
have their fellow Americans become aware 
that there are some prodigiously bright 
and productive people in the nation's 
Chinatowns, and only now have the Chi- 
nese-Americans themselves produced the 
writers who can interpret their unique ex- 
perience and culture to the rest of the 
world. 

The first of these writers to emerge was 
Maxine Hong Kingston, whose astonish- 
ing first novel, The Woman Warrior, pub- 
lished in 1976, won her the National Book 
Critics’ Circle Award. The most prominent 
of the newer writers is Amy Tan, whose 
1989 bestseller, The Joy Luck Club (REVIEW, 
27 July '89), was followed straight to the 
top of the lists by this year's The Kitchen 


God's Wife. Among those 
making promising debuts 
in 1991 were Gus Lee, 
whose China Boy is a fic- 
tionalised account of his 
own early years, and Gish 
Jen, author of Typical 
American, the only East- 
erner in this group of Cali- 
fornians. 

Much has already been 
made in the American 
press of US publishers' new 
enthusiasm for novels by 
Chinese-American authors 
(Publishers Weekly called it 
"fictional encounters of the 
Chinese American kind"), 
but not all interested ob- 
servers are enthusiastic about the attention. 
For instance, when Elaine Kim of the Uni- 
versity of California at Berkeley's depart- 
ment of Asian American studies was asked 
about this publishing development, she 
replied: “This is the first time that books by 
Chinese-Americans are being published by 
mainstream publishers. A lot of people 
have been doing a lot of good writing be- 
fore this.” 


The Kitchen God's Wife by Amy Tan. 

‘Harpe tes , London. £14.99 
-China Boy by Gus Lee. Dutton, New 
= York. US$19.95. 

Typical American by Gish Jen. 
Houghton Mifflin, Boston. US$19.95. 
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discipline and, by extension, their right to 
burn his book and murder its author and 
its translators. Why? In the process of find- 
ing his way back to an intellectual under- 
standing of Islam and a reconciliation with 
it, he has talked to Islamic scholars. The ill- 
will that had been created by “misunder- 
standings” about The Satanic Verses is, he is 
sure, being replaced by goodwill. He is, 
still prevaricating, throwing himself into 
the arms of the “tolerance, compassion and 
love” that he says are at the very heart of 
Islam; in fact he is throwing himself into 
the arms of his executioners. 

His acceptance of discipline is incom- 
plete: he baulks at withdrawing his book. 
His curt account of his conversion reads as 
convincingly as his earlier defence of other 
errors. He is wriggling on the hook. Instead 
of the tolerance, compassion and love he 
hoped to find at the heart of Islam, lies the 
glint of the assassin's knife. " 


Be that as it may, recognition is now 
coming from other sources as well. For a 
three-day symposium, “The Asian Ameri- 
can Experience: Looking 
Ahead," recently held in 
Los Angeles, the Asia So- 
ciety devoted two sessions 
to the "burgeoning pres- 
ence of Asian Americans in 
the arts," inviting such 
participants as playwright 
David Henry Hwang, actor 
B. D. Wong, Amy Tan, and 
Prof. Kim herself. 

In New York City, the 
China Institute is planning 
a conference for next fall 
that will deal only with 
Chinese-American writers, 
exploring among other 
things the diversity of their 
heritage, their experiences 
as Chinese and as Ameri- 
cans, and the wide range of perceptions 
about China and the Chinese that have 
taken hold in the minds of other Ameri- 
cans. 

What has happened? Why, all of a 
sudden, did this interest in Chinese- 
American writing spring forth? Diane 
Wong of the Asian American Journalists 
Association in San Francisco believes it to 
be a “market-driven” phenomenon. Echo- 
ing Elaine Kim, she says: "Publishers and 
editors now realise that the population 
growth has produced a cultural mass, a 
pool of people who are writing stories of 
Asian- and Chinese-American interest and 
that the stories are good enough for others 
to want to read them." 

In The Woman Warrior Maxine Hong 
Kingston explained the emergence of a 
Chinese-American identity in yet another 
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way: “Those in the emigrant generations 
who could not reassert brute survival died 
young and far from home. Those of us in 
the first American generations have had to 
figure out how the invisible world the emi- 
grants built around our childhooods fit in 
solid America.” 

The need to recognise and come to 
terms with this world certainly appears 
critical to the work of Kingston, Tan and 
Lee, though less so to Jen. In Kingston's 
case, according to one interviewer, "She 
was determined to make a living as a sci- 
entist or mathematician or writer. She was 
not going to be a slave or a wife." Tan has 
said that she set out to write her stories for 
her immigrant mother, to explain all the 
disagreements and turbulent moments of 
their lives together, while Gus Lee began 
China Boy as a memoir for his children for 
whom, he once said, "We must provide 
safe harbour, communication and disclo- 
sure." 

Jen's difference may be that she was 
born and raised in the suburbs of New 
York City, was educated in New England 
and still lives in the Boston area. Seeing 
herself as an American rather than as a 
Chinese-American writer, Jen points out 
that Typical American is not only about the 
immigrant experience but about business 
and the way people function in American 
society, no matter what their country of 
origin. 

Where the others have drawn from the 
fount of ancestral myth and tradition, Jen 
has been influenced by the Jewish-Ameri- 
can writers, notably Bernard Malamud and 
the early Philip Roth. A product of the 
University of lowa's Writers’ Workshop, 
Jen says, "I've been writing for 10 years 
and if you could see my earlier work, 
which has not been collected, you would 
see that it does not have Chinese themes at 
all. What I hoped to establish in Typical 
American was to show that — 
if you write a book about EZ 
business, the characters E 
don't necessarily have to 
be white." 

But Jen is not alone 
when it comes to main- 
taining a distance between 
herself and the recent 
events in China. Although 
she shared the universal 
dismay over Tiananmen 
Square, "It was not a ra- 
cial reaction, but simply 
the reaction of any Ameri- 
can with ties to or an in- 
terest in China." Similarly, 
Tan has spoken publicly 
of China only with re- 
luctance, when persuad- 
ed that her celebrity could 
help to keep awareness 





The Kitchen God himself. 


of the situation there alive. 

While Tan's The Kitchen 
God's Wife and Lee's China Boy 
share a great deal, including 
their San Francisco setting, the 
cultural patterns they represent 
are quite different. The Kitchen 
God's Wife tells the story of a 
woman who suffers at the 
hands of an abusive, psychotic 
husband. In China Boy, it is a 
woman who holds the upper 
hand: a stepmother so evil 
as to make Cinderella's look 
positively kind- 
hearted. Of the two, 
Tan’s is the more 
satisfying book. This 
may be because it 
never loses sight of 
its Chinese frame of 
reference. Lee’s, 
while good-humour- 
ed, is at once Chinese 
and American, and 
when Lee follows 
trails that have no 
particular bearing on 
Chinese life, the 
book sags in inter- 
est. 

In the first 73 pages of The Kitchen God's 
Wife, Amy Tan introduces us to Pearl 
Brandt, a first-generation Chinese woman, 
married to an American and maintaining 
an uneasy peace with her elderly widowed 
mother, the China-born Winnie Louie. 
Each woman is keeping a secret from the 
other and Pearl's is revealed to us early on. 
Not until Tan begins to unravel Winnie's 
secret, recounting her years as a docile 
Chinese wife, does the book take on mo- 
mentum. But when it does, the reader is 
quickly drawn into a compelling and 
splendidly written narrative. 

Lee's China Boy is told 
through the eyes of a 
youngster named Kai 
Ting, whose early years 
were dominated by three 
misfortunes: the bullies 
that populated his neigh- 
bourhood, the death of his 
mother when he was six 
years old, and his father's 
choice of a second wife, a 
blond American who 
came into the Ting house- 
hold determined to eradi- 
cate from it every vestige 
of things Chinese, food 
included. 

Kai's salvation is the 
YMCA, where he enrols in 
boxing lessons that enable 
him to develop the mus- 
cles and confidence not 
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only to demolish the 
meanest of the bul- 
lies, but to stand up 
to the evil step- 
mother as well. For 
all its good spirits 
and upbeat ending, 
China Boy contains 
too much detail 
about boxing lessons 
and the life stories of 
occidental bullies 
and boxing instruc- 
tors. One wishes for 
more episodes like 
the one in which Kai 
goes into a Chinese 
restaurant for a bar- 
becued pork dump- 
ling and cannot make himself un- 
derstood to the hostess because he 
is speaking a Chinese language she 
does not know. 

Travelling across the continent, 
and back to the late 1940s, we meet 
Jen's Typical American, a young 
man named Yifeng Chang, newly 
arrived from China to obtain his 
doctorate in engineering from a 
university in New York City and 
soon to change his first name to 
Ralph. Ralph's behaviour is so bizarre one 
wonders how he managed to learn English 
and get himself into an American doctoral 
program in the first place. Disdaining the 
opportunity to give up his Chinese pass- 
port and become a US citizen, he is forced 
to leave the university and is down to his 
last $3.16 when he is miraculously rescued 
by his sister, who has just escaped from 
Shanghai. 

Achieving his PhD at last, and even ob- 
taining a tenured professorship, Ralph 
blows it all away again when he falls prey 
to a conman named Grover Ding, who al- 
ienates Ralph's sister, seduces his wife, and 
talks Ralph into giving up his professor- 
ship and investing in a fast-food restau- 
rant. This venture, of course, ends in dis- 
aster but Ralph bounces back into another 
teaching job and once more the American 
Dream is his to grasp. 

Except for the slow patches in China 
Boy, all three books are written by master 
story-tellers and move at the speed of light. 
That they do not have the weight and 
power of The Woman Warrior, and King- 
ston's second book, China Men, is of no 
consequence. What does matter is that 
while Chinese-American high-school stu- 
dents are walking away with a dispropor- 
tionate share of academic honours, and 
while the Pacific Rim seeps into America's 
consciousness, a new generation of writers 
is finally bringing Chinese-Americans into 
the mainstream of American literature 
where they belong. ГЫ 
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COMMODITIES 


Rice market tightens as Indonesia imports large amounts 


The grain strain 





By Paul Handley in Bangkok = 
I ndonesia is importing large quantities 





of rice for the first time in seven years, 
and Thailand and India have be- 
nefited from the spending spree. Ana- 
lysts say Indonesia’s move to clinch import 
contracts for up to 600,000 tonnes of rice 
without forcing up prices was skilfully 
handled. But it foretells a tightening of the 
global rice market that could drive up 
prices in the coming year. 
Indonesia signed an agreement on 22 


big buyers by forcing them to pay more. In 
this case, Indonesia’s Thai supplier, Soon 
Hua Seng, the country’s leading rice ex- 
porter, acquired supplies before the sale 
became widely known. 

But the fact that Indonesia needs so 
much rice could be a signal of the market's 
state in the coming year. With rice stocks 
already low after an extended dry season, 
Indonesian rice producers have been fur- 
ther threatened by late rains before the 
October planting season. 

The same situation is facing rice pro- 


ducers in Australia as well as certain South 
American countries. Stocks are especially 
low in Brazil and Peru, the biggest im- 
porters in Latin America. Although much 
can happen weather-wise to improve this 
situation, Indonesia has chosen not to wait. 

The Indonesian rice contracts add a 
significant amount of demand to world 
trade. In September, the UN’s Food and 
Agriculture Organisation projected total 
world trade for this year and 1992 at 12 
million tonnes a year, with just 100,000 
tonnes imported by Indonesia. Indonesia's 


October to import 400,000 tonnes of mid- 
dle-grade Thai rice. The country is also 
committed to buying 175,000 tonnes of In- 
dian rice and 25,000 tonnes of Chinese rice. 
And it is calling in past rice loans to Viet- 
nam and the Philippines for 100,000 tonnes. 

Analysts say Bustanil Arifin, head of the 
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unforeseen 500,000 tonnes will add 4% to 
global imports. 

If supplies by the biggest sellers were 
adequate, that should not be a problem. 
Prospects are good for the crops to be har- 
vested between November and March in 
leading exporters Thailand and the US, 





state rice agency, Bulog, masterfully read 
the market by signing contracts during 
September and October, when trading was 
slow. They point out that prices had fallen 
10-15% from their peaks in July and that 
the secrecy of the negotiators prevented the 
market from running up forward-purchase 
prices. 

Farmers, millers and traders often hold 
back on forward sales if they believe major 
contracts are about to be signed. The tactic 
sometimes works, spoiling the contracts of 





Indonesia s appetite 


Government economists and agronomists are trying to push 
President Suharto to take a more flexible position on rice self- 
sufficiency, one of the crowning achievements of his 24-year 
rule. They argue that it is more practical to aim for self-suffi- 
ciency in four to five years rather than avoiding imports at any 
cost. 

The advice appears to be making headway, because Indo- 
nesia is set to import large quantities of rice. Last month, 
Bustanil Arifin, who heads the national buffer stock agency, 
Bulog, said the government would import 600,000 tonnes of 
rice between November and next March, mostly from Thailand 
and India. The government will also acquire 100,000 tonnes 
from Vietnam and the Philippines in arrangements classified 
as rice-loan repayments. 

Unlike in previous years when Bulog bought small amounts 
of rice in government-to-government transactions, the agency 
plans to import all the rice through private companies, the 
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with the yield expected to be equal to or 
greater than last year's. Thailand is fore- 
cast to export 4 million tonnes this year 
and in 1992, while the US is predicted to 
export 2.3 million tonnes. According to ex- 
port licences, India is set to export at least 
700,000 tonnes, up from 400,000 tonnes in 
1990. 

The increase in rice exports from India 
should take care of the demand from Indo- 
nesia, keeping world demand and supply 
in equilibrium without pushing up prices. 


largest being Liem Sioe Liong's Salim Group. Traders say Salim 
will import at least 200,000 tonnes at an average buying price of 
about US$240 a tonne and will sell it to Bulog for US$270 a tonne. 

Whether Indonesia will need to import more rice remains 
to be seen. A severe drought seriously reduced this year's dry- 
season crop, and many paddies near the end of irrigation net- 
works were abandoned as reservoirs became depleted. Govern- 
ment officials estimate that 240,000 ha have been damaged by the 
drought. 

Also, plantings for the wet-season crop — the biggest of In- 
donesia’s three annual rice crops — should have begun in mid- 
October, but they were delayed because of no rain. The longer the 
plantings are postponed, the later the harvest will be and the 
more Indonesia will have to import to maintain price stability. 

Bulog’s current stock level is about 1.2 million tonnes, and the 
planned imports are intended to keep stocks at about 1 million 
tonnes. To cut costs, Bustanil wants to drop stocks to 500,000 
tonnes, but government officials say this plan has been rejected by 
Suharto, who does not want to risk seeing stocks evaporate in an 
election year. 

As a compromise, Bulog will only pay interest charges on 
warehousing its first 500,000 tonnes. The treasury will assume the 
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But Bangkok-based analysts point out that 
two factors could result in a tighter market 
and a 10% increase in prices: 

> While Indonesia's contracts are certain, 
India’s commitment to exporting 700,000 
tonnes or more is not. Even though the 
country has issued export licenses, many 
of the sales have not been booked. 

> The crops of several important rice 
producers have also been hit this year by 
still-unknown levels of damage due to 
natural causes. For example, flooding hit 
China's summer rice crop, putting a sub- 
stantial dent in the country's stocks, while 
the Philippines' inventories have been cut 
by natural disasters. 

Moreover, rice output in Vietnam, 
which became the world's No. 3 exporter 
in 1989, has fallen because of fertiliser 
shortages. After shipping 1.7 million 
tonnes in 1990, Vietnam will sell only about 
800,000 tonnes this year. 

Pakistan, which shipped large amounts 
overseas earlier this year, is also expected 


Planting paddy in northern Thailand; Indonesian paddy fields: world rice market tightens. 


to slow down exports as the winter crop 
comes in. But Burma, another big exporter 
in Asia, is still building its overseas sales. 
By year-end, the country will have shipped 
200,000 tonnes, double the amount ex- 
ported a year earlier. Burmese producers 
have also trucked unknown quantities into 
China. Nonetheless, the Rangoon govern- 
ment is cautious about exports because of 
fears that a local shortage could lead to civil 
strife. 

Another wildcard that could help 
tighten the rice market would be the re- 
turn of Iraq. Iraq normally imports about 
500,000 tonnes a year, much of it high- 
quality grain from Thailand. But since Au- 
gust 1990, a US-led embargo has prevented 
open sales to the country. 

Thai traders say Iraq has sought to buy 
200,000 tonnes of rice, but they are not al- 
lowed to complete the deals because of the 
embargo. If Iraq were to return to the mar- 
ket, the traders say, much more than 
500,000 tonnes would be needed this year 





to rebuild its rice stocks. 

Thailand’s rice industry, however, is 
still benefiting from the current market. 
The sale of the medium-grade rice to 
Indonesia came at the same time that a 
200,000-tonne sale of top-quality rice was 
booked to Iran. But most important for 
Thailand is the price firming of low-to-me- 
dium grades. 

The entry of Vietnam into the market 
with lower-grade grain undercut Thailand, 
making it difficult for Thai producers to 
sell anything but top-quality rice. The re- 
sult was that the traditional US$45-65-a- 
tonne gap between top and medium rice 
grades widened to US$80-90 early this 
year. 

Vietnam's failure to match its earlier 
volumes this year and Indonesia's large 
purchases have brought the price spread 
back to the earlier levels. In the long term, 
however, Thailand is likely to lose its mar- 
ket position for medium-to-low grades 
because of its rising production costs. ш 


working capital costs associated with stock levels in excess of 
this level. 

Bustanil says Indonesia's rice production will have to grow 
by almost 5% in 1992 to restore the country to self-sufficiency 
and to avoid further imports. The country is forecast to pro- 


| duce 28.9 million tonnes of milled rice this year, about 2% less 


- 


than 1990. 
Some meteorologists, however, believe 5% growth in 1992 
is an ambitious target. They point out that rainfall patterns in 


. South America and Southeast Asia suggest that next year may 


see the return of El Nino, a recurring weather pattern in which 
warming surface waters in the equatorial Pacific substantially 
affect climatic conditions in the tropics. Often, these changes 
cause droughts. 

It is also a matter of dispute whether rice self-sufficiency is 
attainable or desirable. Java, Indonesia's rice bowl, is losing 
rice land as an industrialisation plan for the island takes hold. 
Some analysts estimate Indonesia is losing 50,000 ha a year to 
new construction. 

Suharto has appealed to conglomerates to open new rice 
land outside Java, but this is only a partial solution. “Rice land 
is a lot easier to take away than it is to open," a government 
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adviser says. "There are a million problems involved with getting 
the title to land and it will take time to sort out." In addition, rice 
land outside Java is almost certain to be less fertile and productive. 

Concern about rice is mounting because Indonesia's 180 mil- 
lion population is expected to grow annually by 1.2-1.5% in the 
next 15-20 years, pushing up demand for the grain. But some 
economists believe that as more people move to cities and earn 
more money, rice consumption will decrease, though there is little 
evidence to support this view. Most Indonesians choose to con- 
sume more rice after receiving higher incomes, suggesting that as 
income gains reach the less well-off, the quicker the demand for 
rice will grow. 

More positively for government planners, rice farming is be- 
coming more productive. The introduction of new strains of rice, 
pesticides, fertilisers and training programmes for farmers has 
improved yields. 

The national planning agency, Bappenas, estimates that rice 
production should grow 356 a year to keep up with demand. 
Given favourable weather patterns, agronomists say such yield 
improvements are feasible. But whether this growth can keep up 
with demand depends on consumption habits, which are difficult 
to predict. m Adam Schwarz 
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BANKING 


Despite lack of results, ВСС HK talks remain alive 


In with a chance 


By Jonathan Friedland in Hongkong 


egotiations on the future of Bank of 
М & Commerce Hongkong 

(BCCHK), which was closed in July 
after the fraud-induced collapse of its par- 
ent, remain mired in legal and accounting 
problems. But both the seller, the 
Hongkong Government, and the potential 
buyer, Indonesia’s Lippo Group, say they 
still hope to reach a deal by 9 December, 
the latest deadline for agreement. Both 
sides put the odds of success at 50-50. 

The major difficulty is agreeing on the 
real net asset value of BCCHK, which will 
form the basis for Lippo's offer. The task is 
a daunting one, involving forensic ac- 
counting and untested legal 
precedent, and spans several 
national jurisdictions. Bankers 
say that if the sale of BCCHK 
cannot be concluded and the 
unit goes into liquidation, it is 
doubtful if other Asian subsidi- 
aries and branches of Bank of 
Credit & Commerce Interna- 
tional (BCCI) will fare any bet- 
ter. 

The Pakistani unit of BCCI, 
which had a balance sheet of Rs 
21 billion (US$850 million) last 
December, is currently being 
picked over by state-owned 
Habib Bank with the aim of eventual ab- 
sorption. This exercise could be affected by 
the outcome in Hongkong, particularly if it 
is not concluded before Habib’s partial pri- 
vatisation at the end of the year. 

Meanwhile, the pressure for action in 
Hongkong is mounting. The cost of keep- 
ing BCCHK intact, which includes salaries 
for 1,200 employees, rent on most of its 25 
branches and funding for personnel from 
Peat Marwick, is estimated by provisional 
liquidator Noel Gleeson at HK$1 million 
(US$130,000) a day. “The longer we post- 
pone either an agreement or liquidation, 
the harder it will be to get a dividend out 
to the depositors,” Gleeson says. 

BCCHK has been under the control of 
Gleeson, the colony’s registrar-general, 
since shortly after the worldwide closure 
of BCCI. Since then, he has overseen a 
payout of 25% of depositors’ funds up to a 
limit of HK$500,000 and narrowed the list 
of potential bidders to a local unit of Lippo. 

An agreement giving Lippo’s Hong- 
kong Chinese Bank (HKCB) sole bidding 
rights was signed in September. Originally 
set to expire on 28 October, the agreement 





has since been extended to December as 
accountants continue to try to unravel a 
complex skein of transactions. Gleeson says 
his primary concern remains getting 
BCCHK's 40,000 or so depositors as much of 
their money back as possible. 

HKCB has assets of HK$4.9 billion and is 
considered as a conservatively managed 
institution, despite a 10-fold growth of as- 
sets since 1986. Majority-owned by Indo- 
nesia’s Riady family, which controls 
Lippobank in Jakarta, HKCB views a bid for 
BCCHK as a cheap way of effectively dou- 
bling its size overnight, according to 
Stephen Riady, deputy chairman of Lippo. 

“When we looked at BCCHK, we thought 
here is a HK$10 billion bank,” says Riady. 
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“If we strip out payments to depositors and 
problem loans, the bank we would buy is 
half that size — just the size we are looking 
for to achieve real economies of scale in 
this high-cost environment.” 

Riady acknowledges that substantial 
differences nevertheless remain between 
the positions of the Registrar-General's Of- 
fice and HKCB. The latter will only pitch a 
formal offer if BCCHK remains economi- 
cally viable. BCCHK's value, however, is 
further threatened as time passes. 

For instance, about half of BCCHK's loan 
business was in the form of short-term, 
self-liquidating trade finance. These three- 
six-month transactions were frozen last 
July when banking regulators swooped on 
BCCI. The sudden closure left letters of 
credit dangling; sometimes-perishable 
goods were left unshipped and cargoes 
were seized at sea. 

Some BCCHK customers, mainly mid- 
sized Sindhi and Hongkong-Chinese busi- 
nessmen, remain on the brink of financial 
ruin. But because of a confidentiality clause 
signed in a conditional heads of agreement 
that preceded the sale negotiations, HKCB 
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is unable to approach BCCHK's customers to 
check on the status of their transactions, 
Riady says. 

Further, about 40% of BCCHK's post- 
closure assets, estimated in a confidential 
memorandum by Price Waterhouse to be 
HK$6.6 million, were deployed in offshore 
money-market placements or other ad- 
vances. Some of these placements, which 
are in banks owed money by BCCI or its 
other main.operating arm, Bank of Credit 
& Commerce Overseas, have fallen under 
restraining orders filed by the US and other 
governments. 

Hongkong’s banking commissioner has 
argued that because BCCHK was separately 
incorporated, these assets are inviolable. 
But there remains a danger that they will 
be "cherry-picked" by regulators in other 
jurisdictions, setting off a flurry of legal 
counter-claims. "Wherever a unit of BCCI is 
in net surplus," says one legal source, 
"everyone's going to want a piece of it." 

Then there is the question of unre- 
corded liabilities. Although Price 
Waterhouse stated after BCCHK's closure 
that there were no latent prob- 
lems in the portfolio “of which 
we are not aware [sic],” sources 
close to the proceedings say 
HKCB fears that claims may ap- 
pear out of the woodwork. Fur- 
ther, intra-group transfers 
made by BCCHK are now be- 
lieved to be in excess of HK$200 
million, more than double the 
amount previously disclosed in 
Price Waterhouse's 1990 audit 
of BCCHK's accounts. 

Parties to the negotiations 
say that despite the complexity 
of the discussions, all sides con- 
tinue to show goodwill. A source at the 
law firm representing the government of 
Abu Dhabi, which is the majority owner of 
BCCI, says Sheik Zayed bin Sultan al- 
Nahyan remains “willing to be helpful.” 

Abu Dhabi agreed in principle in July 
to provide guarantees against unrecorded 
liabilities. The legal source, however, says 
no concrete agreement on the extent of 
guarantees can be reached before Gleeson 
and HKCB complete their talks. Also, agree- 
ment must be reached with BCCHK's de- 
positors, and the sale must be approved by 
Hongkong’s Executive Council. 

“We are encouraged that HKCB is still at 
the negotiating table having carried out 
their due-diligence review,” says John 
Aspden, a consultant to the banking com- 
missioner. “If they didn’t like what they 
saw, they would not still be there.” 

If the talks are successful, Lippo will 
create a 51%-owned holding company to 
buy the BCCHK assets it wants. The re- 
maining 49% of the new bank will be par- 
celled out among several non-bank invest- 
ors, Riady adds. These have already been 
approved by the banking commissioner. ш 
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WE PRESENT A NEW BANK THAT 
OFFERS GLOBAL CLIENTS 


1850 LOCAL BANKS IN 52 COUNTRIES. 





=. 

MAYBE A BREAKFAST MEETING 
WITH ONE OF OUR 

GLOBAL BANKERS IS A GOOD IDEA. 


The merger of ABN Bank and Amro Bank has given 
the financial world a new Dutch bank. A bank that answers 
to the name ABN AMRO Bank. 

Moreover, the merger has given us one of the most 
extensive networks in the world, with more than 1850 
branches in 52 countries. 

To quote a few figures, the ABN AMRO Bank has 
US$ 232.7 billion in assets and US$ 8.5 billion in share- 
holders’ equity. Which makes us one of the world’s top 
20 banks. 

For many years we have been one of the leading 
foreign banks in the USA. Historically we have always had 
a very strong base in the Far East. And in Central and South 
America our bank has become widely known under the name 
Banco Holandés. 

In Europe we have a presence in more countries than 
Virtually any other bank. While, in Eastern Europe, we are 
also already established in countries such as Hungary, the 


USSR and Czechoslovakia. 





At the ABN AMRO Bank you'll meet people who fully 
realize that business revolves around more than money 
alone. People who know what banking is about, and who will 
also help you with new ideas, optimum service and sophisti- 
cated products. 

That’s what makes the ABN AMRO Bank, literally, a 
world-class bank. With the ambition to become, quite sim- 
ply, the best bank. Not by looking for short term success, but 
by creating the new standard in banking. So that we can help 
our clients enhance their business performance worldwide. 

If our approach is one that appeals to you, a working 
breakfast with one of our global bankers anywhere in the 
world would certainly not be the worst way to start a 


rewarding relationship. 


CREATING THE STANDARD IN BANKING. 


۳ ABN‘AMRO Bank 


MGENTINA, ARUBA AUSTRALIA, AUSTRIA, BAHRAIN, BELGIUM. BRAZIL. BRITISH WEST INDIES, CANADA, CHANNEL ISLANDS, CHILE. CZECHOSLOVAKIA, DENMARK. ECUADOR. FRANCE. GERMANY, GIBRALTAR. GREAT BRITAIN, GREECE. HONG KONG, HUNGARY, INDIA. INDONESIA, IRELAND, ITALY, 
JAPAN, KENYA. KOREA, LEBANON, LIECHTENSTEIN, LUXEMBOURG, MALAYSIA, MEXICO, MONACO. MOROCCO, NETHERLANDS NETHERLANDS ANTILLES, PAKISTAN, PANAMA, PARAGUAY. PEOPLE S REPUBLIC OF CHINA, PORTUGAL. SAUDI ARABIA, SINGAPORE. SPAIN, SRI LANKA, SURINAM, 
SWEDEN, SWITZERLAND, TAIWAN, THAILAND. TURKEY, UNION OF SOVIET SOCIALIST REPUBUCS. UNITED ARAB EMIRATES, UNITED STATES OF AMERICA, URUGUAY. VIRGIN ISLANDS. HEAD OFFICE: HERENGRACHT 586.597, 1000 EH AMSTERDAM, THE NETHERLANDS. TELEPHONE (31-20) 628 83 93. 
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These Thai graduate students are about to take a big step up. Thanks to NEC-sponsored 
scholarships they'll soon become full-fledged computer engineers. And that's an important 
step for Thailand, too. Now, more than ever, Thailand's robust economy depends on 
computer technology. This is why NEC established the C&C Education Foundation in 1987. 
It provides financial and technological support to students at Chulalongkorn University 
who enter the Computer Technology major. 

You can find NEC behind the scenes in many classrooms in Southeast Asia. Like in 
the Philippines, for example, where the NEC Foundation provides financial assistance to 
Computer Engineering majors at the University of the Philippines. 

Thats what C8C stands for — bringing people an ever brighter future through the 
integration of Computers and Communications. 





CC Computers and Communications 
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Large-scale Digital Telephone Project in the Philippines 





Beauty can be a beast for engineers. As in the rugged beauty of the Luzon highlands in 
the Philippines. That's where the engineering know-how of a company like NEC helps 
break down communication barriers. NEC's microwave technologies, for example, provide 
efficient, low-cost telecommunications that can span long distances, even across mountains 
or the most unforgiving terrain. 

With the help of C8C technology, people of the entire Northern Luzon region will soon 
enjoy high-quality phone service. Mammoth rural communications projects such as this 
take major technological innovations. Like NEC's Digital Communications Systems, whose 
resistance to interference makes them particularly suited to long distances. 

In fact, C&C technology continues to play a crucial communications role throughout the 
7,700 islands of the Philippines 
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ADVICO YOUNG & RUBICAM 


Tokyo closes. 
London opens. 


There's 
no substitute for 
expert advice. 





* Around the world in eighty days" is a That's why “global presence" is the 
thing of the past. As world markets move essential basis for sound investment advice. 
even closer, distance is no object to today’s Being the country's leading bank, UBS has 
investor. made good use of the Swiss inclination to 

A responsible investment advisor will think international. 


not just read the latest information off 
the stock market computer. He will supple- 
ment it with additional data, collected and 
evaluated on the spot. 


UBS. The bank of experts. 





UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Sydney, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 
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BUDGETS 


Anwar shuns radical initiatives in maiden budget 


Nudge, nudge 








By Doug Tsuruoka in Kuala Lumpur 


cautious maiden budget unveiled 
A by Finance Minister Datuk Seri 

Anwar Ibrahim on 1 November 
shed little light on what lies ahead for the 
country’s economy. Apart from some 
modest tinkering to increase revenue 
flows, the primary emphasis of the 1992 
budget was on continuing the policies that 
have produced a vigorous rate of economic 
growth. 

In his lengthy speech to parliament 
(momentarily interrupted by a blackout), 
Anwar paid tribute to his predecessor, Tun 
Daim Zainuddin, and displayed a fidelity 
to past economic policies that did not sa- 
tisfy some observers. “Inflation is definitely 
5% or more . . . and the balance of pay- 
ments is deteriorating. Isn't it time 
to address those problems rather 
than say they are not structural is- 
sues?" asks the chief economist of a 
major commercial bank. 

The key elements of the budget 
were a series of increases in so-called 
"sin taxes" on imported cigarettes 
and alcohol as well as tax incentives 
to bolster the level of savings. The 
average price for a packet of ciga- 
rettes, for instance, could rise about 
40% to M$3.50 (US$1.27) as a result 
of the changes. As a former Islamic 
student activist, Anwar is known to 
take a dim view of smoking and 
drinking, and these increases bear 
his personal stamp. 

The new savings incentives are 
mostly the work of Anwar's senior 
deputies at the ministry. The level 
of tax exemption on interest earned 
on deposit accounts has been raised 
from M$5,000 to M$50,000. Indi- 
viduals are also exempt from paying 
taxes on interest income derived 
from corporate bonds issued by listed 
companies. The age ceiling under which 
children are exempted from paying taxes 
has been raised to 18 years from 16. 

The government also decided to: 
> Enlarge the service tax base to include 
public hospitals, engineering firms, sur- 
veyors and other service industries. 
№ Rescind immediately the 100% tax 
exemption for companies that had quali- 
fied for the pioneer status programme and, 
instead, impose an effective 10% tax on 
their profits. 
> Impose an annual levy of M$360-2,400 
on each foreign worker or expatriate. 
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> Abolish stamp duties on bills of ex- 
change and lading, as well as receipts and 
transfers for patents and trademarks. 

> Slash duties on imported textile and 
garment products, printing machines and 
certain foodstuffs. 

Together, the tax increases will raise 
M$262 million in additional revenue. (Ex- 
penditure will rise by M$6.9 billion to 
M$45.4 billion.) But analysts note the gov- 
ernment could have gone much further in 
diversifying the sources of federal revenue. 
Retailers and distributors had expected a 
series of tax increases directed at imported 
automobiles and other luxury goods. In the 
event, however, “people felt a sense of re- 
lief at not being taxed,” as one analyst 
notes. 

Similarly, Anwar has been tentative in 


Malaysia’s federal budget, 1992 


Social services 6.5 


Economic services 13.0 





his anti-inflationary measures, though the 
savings perks and taxes on imported goods 
go further in combating price rises than the 
steps taken by Daim in his 1991 budget. 
Part of Anwar’s hesitation on this score 
is tied to his desire to keep the economy 
moving at a bullish and politically accept- 
able pace. He is especially concerned that 
inflation-adjusted growth should not fall 
below the annual average of 7.5% projected 
under the Sixth Malaysia Plan — a M$104 
billion development package announced in 
July. As it is, the Finance Ministry estimates 
that real growth in 1991 will slip to 8.6%, 
compared with nearly 10% last year. It is 
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expected to ease further in 1992. 

But Anwar's budget, unlike Daim's, 
represented the first substantive admission 
by the Finance Ministry that inflation and 
a deteriorating current-account balance 
pose more than an incidental threat to the 
economy. 

The ministry concedes that Malaysia's 
current-account deficit will be about 
M$11.8 billion this year and could hit M$13 
million in 1992. This compares with the 
ministry's estimate last December that the 
current-account deficit would be only M$4 
billion in 1991, 

Inflation, as measured by the consumer- 
price index, is also expected to rise to a 
level of 4.5-5% in 1991 because of surges in 
food prices and a continuing tight labour 
market. Although inflation is low by re- 
gional standards, the trend is disturbing 
given a 3.1% increase recorded last year. 

The Finance Ministry argues that infla- 
tion and a slippage in the current account 
are unavoidable (and not necessarily re- 
grettable) byproducts of a flourishing 
economy. Increased flows of capital equip- 
ment will eventually boost productive ca- 
pacity, argues the ministry. Also, it says, a 

rebound in the export performance 
E in two or three years will erode the 

= deficit. 
Hi Some economists fear that grow- 
ing labour shortages and infrastruc- 
ture bottlenecks could lead to a 
slowdown in direct foreign invest- 
ment, though the government in- 
sists that it will remain at a high 
level at least until mid-decade. A 
serious decline in foreign invest- 
ment — which has offset the cur- 
rent weaknesses in the balance of 
payments — could upset govern- 
ment calculations. 

The omissions in the latest 
budget could set the stage for more 
decisive action next year. Missing 
from the budget, for example, is a 
value-added tax (VAT) for goods and 
services. The expanded new service 
industry taxes are the government's 
first attempt in this direction. But 
some analysts had expected a com- 
prehensive VAT scheme to be an- 
nounced on 1 November. 

Proponents say such an indirect tax 
would be a key weapon not only in fight- 
ing inflation but also in diversifying exist- 
ing federal revenues. But the implementa- 
tion of a VAT regime has apparently been 
postponed because of the expected opposi- 
tion from consumers and businessmen. 

A central bank decision in August to 
raise reserve requirements for the nation's 
major financial institutions is credited with 
containing many short-term inflationary 
pressures. But analysts warn these efforts 
could come to naught over the long-term 
unless they are augmented by more deci- 
sive government measures. Li 
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POLICIES 1 


Aga Khan promotes virtues of faith, hope and charity 


Imam for all seasons 


By Shada Islam in Brussels 


Prince Karim Aga Khan has 
bridged the seemingly irrec- 
oncilable worlds of tradi- 
tional Islam and modern 
business for over 30 years. He is the 49th 
Imam, or spiritual leader, of up to 15 mil- 
lion Ismaili Muslims scattered over 25 
countries. But the 54-year-old Harvard- 
educated Aga Khan is also the head of a 
multi-million US dollar business empire 
and the driving force behind an increas- 
ingly influential development-aid network 
which stretches from Africa to South Asia. 

Given his different roles, it is not sur- 
prising that the soft-spoken Aga Khan is 
an enigma to most outsiders. His unusual 
combination of Western business acumen, 
Islamic philanthropy and growing deve- 
lopment expertise can be disconcerting. 
The Ismaili community and the 16,000 
people who work for him worldwide, 
however, take the Imam’s unique job de- 
scription in their stride. 

The Aga Khan, whose mother and wife 
are British, deftly operates his religious, 
business and development-aid network. 
Contacts are maintained and cultivated 
with government leaders, aid agencies and 
captains of industry. Trips to South Asia to 
meet Ismailis and review development 
projects are frequent. 

The operation is highly centralised; the 
Aga Khan receives reports from specialists 
involved in all his business and aid 
projects, from the secretariat staff and from 
members of the closely knit Ismaili com- 
munity. All decisions are taken at his un- 
pretentious headquarters in wooded 
Aiglemont, near Chantilly, outside Paris. 
His home, a mansion, is next door. 

Although some offices are maintained 
in Geneva, the nine-man management 
board composed of the Aga Khan's closest 
advisers, including younger brother Prince 
Amyn, works at Aiglemont. Its main task 
is to set policy for the different agencies 
headed by the Aga Khan. Loyalty and pro- 
fessionalism are prized. Some senior ad- 
visers have known Prince Karim since his 
student days at Harvard. 

The Aga Khan's private businesses in- 
clude investments in luxury hotels, rapidly 
expanding airlines in Italy and Spain and a 
newspaper group in Kenya. The Aga 
Khan’s secretariat estimates that their com- 
bined annual turnover is more than 
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The Aga Khan inspects a project in Pakistan: growing development expertise. 


US$800 million. In addition, there is the 
thoroughbred horseracing and breeding 
business in France and Ireland. 

To his personal secretariat of some 90 
people, the Aga Khan — or HH (His High- 
ness) as he is called — is a hands-on boss 
who chooses his collaborators on merit 
rather than colour or creed. Some 16 dif- 
ferent nationalities work at Aiglemont. His 
management board includes only one 
Ismaili, an Indian. 

Ismaili followers, however, see the Aga 
Khan as a devout, modern and moderate 
Muslim leader who can trace his lineage 
back to the Prophet Mohammed, through 
the prophet's daughter Fatima and her 
husband, Ali. The Ismailis are Shia Mus- 


Poised for 
take-off 


With plans to invest in Pa- 

kistan's first private airline 

and an Islamabad-based 

telecommunications sys- 
tem, the Aga Khan is venturing into the 
more ambitious and riskier business of 
promoting new service industries in 
South Asia. 

It is not proving easy. The Aga Khan 
Fund for Economic Development (AKFED) 
secured Islamabad’s approval to run a 
private airline on the country’s domestic 
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lims who broke away from the mainstream 
Shia movement 1,200 years ago. Today, 
they range from rich businesspeople to 
dirt-poor peasants, living in Pakistan, India 
and Bangladesh. Smaller numbers reside 
in Iran, Syria, East Africa, Canada and 
Britain. 

Religion and business aside, more and 
more international attention is being 
focused upon the Aga Khan's development 
work in South Asia and East Africa. The 
Aga Khan Foundation and the develop- 
ment network's health and education 
services spend about US$150 million an- 
nually on small self-help development 
projects. The Aga Khan Fund for Economic 
Development (AKFED), which operates as a 


routes in June, competing successfully 
against at least 15 other bids. 

AKFED now wants to start work on the 
US$350 million project and says a prom- 
ised feasibility study can be delivered to 
Pakistan in "a matter of weeks." But 
Islamabad must first provide basic infor- 
mation such as its permitted fare struc- 
ture. Once the study is completed and 
the licence secured, AKFED says opera- 
tions in Pakistan could begin within four 
months. 

The fund has high hopes for the air- - 
line. AKFED director Anwar Poonawala - 
says that after focusing on domestic - 
routes, the intention is to introduce inter- - 
national flights within the region. Pakis- - 
tan has told the fund that permission will 
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venture-capital agency, has assets valued 
at US$450 million. 

A cautious, diplomatic man, the Aga 
Khan answers questions about his work 
with patience and a sense of humour. He 
is especially enthusiastic about his role in 
South Asian development. He is deter- 
mined to establish a "structured dialogue" 
with other aid bodies and is eager to ex- 
plain the importance of “self-help and self- 
sustaining" development for the region. 

In an interview with the REVIEW at his 
Aiglemont headquarters, he stressed the 
importance of "good governance and 
sound management" in ensuring long- 
term sustainable development. Developing 
countries must be ready to accept that "the 
market economy has to be the driving 
force" in development. But he warned 
South Asian governments (such as Pakis- 
tan's) engaged in privatisation "not to 
overlook basic social needs." 

Although his aim is to look after the 
spiritual and material welfare of his Ismaili 
followers, the Aga Khan's influence 
goes beyond them. His message of a 
moderate and forward-looking Is- 
lam, emphasising the "intellect of 
man," is viewed as reassuring by 
many Muslims. 

The Aga Khan Trust for Culture, 
which aims to preserve and promote 
Islamic architecture, also has a wider 
audience. Seminars on Islamic ar- 
chitecture have been held in Jakarta, 
Cairo and Istanbul. The programme 
for Islamic architecture, which 
sponsors information exchanges and 
student scholarships, is run from 
Harvard University. 

Still, the glamorous image be- 
stowed on the family by his father, 
Prince Aly, and his grandfather, Sir 
Sultan Mahomed Shah, has proved 
difficult to shake off. Prince Karim 
got the job because his father's life- 
style (including a marriage to the US 


be granted only after two years of 
domestic operations. AKFED is also press- 
ing for a liberalisation of ticket prices so 
that it can charge more than the current 
fares. 

The International Finance Corp., the 
World Bank's private-sector investment 
arm, is ready to participate in the project. 
And the Aga Khan has signalled his in- 
tention to bring in the expertise — and 
perhaps even his personal funds — from 
his European airline, Meridiana. AKFED 
wants the new company to be listed on 
the Karachi Stock Exchange. 

In addition, AKFED and the French 
telecommunications giant Alcatel are 
poised to invest an estimated Ffr 170 
million (US$30 million) in the manufac- 
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actress Rita Hayworth) was a little too col- 
ourful for the taste of the grandfather. 
Close associates insist that Prince Karim 
has not followed in the footsteps of his racy 
predecessors. (Nor has his uncle Prince 
Sadruddin, who has worked on UN emer- 
gency assistance programmes for Afghan 
and Kurdish refugees and is currently one 
of the candidates for the job of UN secre- 
tary-general.) 

It is an exacting task to try to unravel 
the Aga Khan's religious, business and 
development interests. His close associates 
make a firm distinction between the Aga 
Khan’s personal business ventures and his 
Ismaili community activities. They also 
distinguish between his private, inherited 
wealth and the "Imamat" funds, which in- 
clude revenues he obtains in zakat (or vol- 
untary religious tax) from his followers, 
combined with contributions from his 
personal earnings. 

Specific details about both sources of 
income are confidential, but aides say the 


The Aga Khan development network 





ture of digital telephone exchanges in 
Pakistan. As part of the deal, Alcatel will 
use Pakistan’s software expertise, says 
Poonawala, and components manufac- 
tured in Islamabad will be exported to 
places such as China and Bangladesh. 
Alcatel is demanding that the new ven- 
ture supplies equipment for half the 
country’s telephone lines for seven years. 
Moving into modern service areas is 
new territory for AKFED, which in the past 
has invested more cautiously in manu- 
facturing and tourism in East Africa and 
South Asia. There has been a heavy em- 
phasis on export projects, including jute 
and tannery industries in Bangladesh and 

onyx and marble sales from Pakistan. 
п Shada Islam 
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personal funds are kept strictly separate 
from the “Imamat account.” While the pri- 
vate money is channelled into the personal 
business empire, the money from the 
"Imamat" finances the Aga Khan's inter- 
national development network. 

Among the personal businesses, the lu- 
crative horse-breeding activities inherited 
from his father have drawn the most in- 
ternational publicity. Last year, the Aga 
Khan withdrew all his horses from Britain, 
citing lack of professionalism in British 
Jockey Club testing procedures, after the 
club disqualified one of his winners for 
failing a dope test. His 750 horses now run 
only in France and Ireland. 

A 45% stake in a newspaper publishing 
group in Kenya was bought in 1960. Nai- 
robi's Daily Nation has had its share of ac- 
rimonious squabbles with the high-handed 
Kenyan President, Daniel arap Moi, but the 
paper has managed to maintain a pro-de- 
mocracy editorial line. 

The Aga Khan's personal resources are 
also invested in the lavish Costa 
Smeralda hotel and resort project on 
the Italian island of Sardinia. Some 
of the private interests are assem- 
bled in the Fimpar holding company 
which is quoted on the Milan Stock 
Exchange and has assets of US$1.7 
billion. It is 68% owned by the Aga 
Khan. 

Fimpar holds a 50.01% stake in 
the Ciga group of prestigious Italian 
and Spanish hotels, as well as shares 
in two airline companies: Meridiana, 
Spain's largest private airline, and 
the Italian-based Alisarda (recently 
renamed Meridiana). The Italian 
and Spanish companies remain 
separate. Avianova, another private 
airline, is operated in Italy in part- 
nership with Alitalia. 

It is equally difficult keeping 
track of the numerous Imamat- 
funded development projects. This 
is because the origins of the modern 
development programmes lie in the patch- 
work of aid schemes run by his forebears 
for Ismailis in East Africa and South Asia 
before World War II. 

Although aid is no longer restricted to 
Ismailis alone, the community's volunteer 
work and close involvement in develop- 
ment projects is still considered crucial to 
their success. Under Ismaili tradition, zakat 
can take the form of voluntary work. Vol- 
unteers are regularly brought over to 
Aiglemont for discussions with the Imam 
and his development specialists. 

Another hallmark of the Aga Khan's aid 
network, setting it apart from other non- 
governmental agencies, is its skilful selec- 
tion of qualified professionals, Ismaili or 
otherwise. Unlike many other organisa- 
tions, the Aga Khan's agencies pay salaries 
high enough to attract skilled people. 

When it comes to people, the Ismaili 
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POLICIES 2 


Harnessing 
the market 


The REVIEW's Brussels correspondent, 
Shada Islam, spoke to the Aga Khan at 
his headquarters in Aiglemont near 
Paris. Excerpts: 


Do you see your agencies playing the 
role of catalyst in attracting aid and in- 
vestment to developing countries? 

I hope so. We've tried to establish a 
record of being a dependable partner 
for people who wish to invest in the 
developing world. That's easy to say, 
much more difficult to do. But people 
who are investing in the developing 
world are looking for partners. 

If they are institutional investors, 
they want to talk to other institutional 
investors who speak the same language 
and who operate on the same princi- 
ples. If we can say to them that we are 
able to sustain competent management, 
then I think we bring them something 
which is very significant. 





How do you ensure that your projects 
are managed well? 

The Aga Khan educational system 
has contributed significantly to good 
education for a small but significant 
number of people, Ismailis and non- 
Ismailis. We track these people — we 
don't just forget them — from their pri- 
mary education, through to university. 
Even if only 5% come into develop- 
ment, we know these are people who 
are competent. 









tradition of community solidarity is im- 
portant once again. Promising students are 
identified at Aga Khan-sponsored schools 
and are later encouraged to work for the 
Aga Khan. "We track these people, we 
don't just forget them," the Aga Khan em- 
phasises. 

The patchwork of scattered projects has 
in recent years been tied to a development 
network with two main strands. In South 
Asia, the Aga Khan's organisations work 
— often in co-financing operations with 
other aid agencies — to pay for social, 
educational and housing services. Some 
46% of their total budget is spent on health 
and 18% on education. The AKFED, by 
contrast, takes equity positions in South 
Asian enterprises and adopts a long-term 
approach to its investments. 

But aid is disbursed only after careful 
evaluation by experts. The Aga Khan im- 





Do South Asia's moves to privatise 
create new opportunities for your eco- 
nomic development agencies? 

It's something I consider a pre-con- 
dition to long-term stable development. 
You can falsify an economic context for 
a number of years, and if you look at 
Third World countries that are suffer- 
ing the most, it's the ones who've lived 
in that falsified context. But that does 
not mean you can overlook basic social 
needs. I think this is a domain where 
the market economy can become so 
cruel on fragile societies. 

The market economy has to be the 
driving force. When that happens, you 
tend to create the opportunity for the 
generation of new wealth. But if that 
wealth runs away, you have not done 
anything for development. 


How do you keep the 
wealth within the coun- 

? 

If you create a tax 
structure that is prohibitive, 
you induce a majority of 
serious entrepreneurs to 
work outside the economy. 
It's much better to encour- 
age them to use their 
wealth in areas that are 
important to them and 
beneficial to the country. It 
does not mean they have to 
re-invest all their profits in 
the enterprise; they could 
sustain a segment of the 
national educational and 
health needs, and sustain 
new financial institutions. 

This is happening in Malaysia, Sin- 
gapore and Indonesia. There is a clear 
understanding of the need to re-invest 
in people and not just in enterprise. m 


poses a tough self-help philosophy on his 
aid beneficiaries. Once a project is found to 
be eligible, the Aga Khan's aid experts look 
for other development partners, quite suc- 
cessfully on the whole. 

Both the World Bank and its affiliate, 
the International Finance Corp. (IFC), are 
frequent co-financiers, but others have 
joined in more recently. Britain's Overseas 
Development Agency recently awarded 
the Aga Khan Foundation a US$9.3 million 
grant, the largest ever to a non-govern- 
mental agency, for a rural support pro- 
gramme in Gilgit and Chitral in Pakistan. 
The EC chipped in with the same sum. 

Officials in Brussels and London pre- 
dict that with the emphasis now on pov- 
erty alleviation, the Aga Khan's develop- 
ment expertise in South Asia will become 
"extremely useful." The EC has repeatedly 
complained to Islamabad and Dhaka about 
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the difficulties of finding "viable" develop- 
ment projects to finance. Aiding a project 
run by the Aga Khan Foundation is one 
way out of the problem. 

International development experts have 
paid the most attention to the Gilgit-Chitral 
support programme because of its empha- 
sis on establishing a "development part- 
nership" with villagers. Run by a highly 
respected rural-development specialist, 
Shoaib Sultan Khan (not an Ismaili), the 
programme is based on encouraging vil- 
lagers to set up their own community or- 
ganisations which choose and execute 
programmes involving the digging of irri- 
gation canals, the construction of roads or 
the planting of fruit orchards. Special em- 
phasis is placed on supporting the role of 
women. 

The Aga Khan Foundation finances a 
village's first grant, but insists that village 
organisations open a bank 
savings account to provide 
loan collateral for later de- 
velopment. The Gilgit- 
Chitral project has been 
called "impressive" by the 
World Bank. One reason 
for its success is the foun- 
dation's decision to employ 
people who are familiar 
with the area and speak the 
local language. The fact 
that a high proportion of 
people in Gilgit are Ismailis 
has helped, too. 

Over the years, the 
foundation and the Aga 
Khan's development net- 
work have financed ex- 
perimental primary-health 
programmes and early childhood learning 
schemes in Pakistan, India and Bangladesh. 
The Aga Khan health services run 200 
centres and the education services operate 
300 schools and day-care centres. One of 
the Aga Khan's most ambitious projects is 
the Aga Khan University Hospital in 
Karachi. This has entailed the estab- 
lishment of a school of nursing to help 
remedy Pakistan's shortage of qualified 
nurses. 

The foundation focuses on poverty alle- 
viation through grants, but the Aga Khan 
demands good management and good 
profits from enterprises financed by AKFED. 
Revenues from AKFED-financed companies 
are re-invested in developing countries. 
The Aga Khan has limited the fund's range 
of operations to the promotion of manu- 
facturing, tourism and finance. 

AKFED tries to insist that its partners 
provide cash in the form of equity rather 
than loans. The Aga Khan says he is de- 
termined not to add to the indebtedness 
of developing nations. As a result, about 
85% of AKFED's resources are in the 
form of equity — higher than for the IFC, he 
says. = 
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INVESTMENT 


Japanese companies may have over-invested 


Price of expansion 





By Anthony Rowley in Tokyo _ i 
I n the past five years, Japanese compa- 





nies have invested ¥435 trillion, or 

US$3.3 trillion, on new plant and 
equipment. This is a staggering sum. It is 
more than Japan’s total GNP in 1990 — and 
vastly exceeds what US companies, whose 
economy is 70% bigger, spent in the same 
period. 

But what kind of industrial “super ma- 
chine” has Japan become as a result of this 
mega-spending? 

Certainly, the productivity and inter- 
national competitiveness of Japanese 
manufacturing has improved. Yet as Ja- 
pan's 59-month-long economic boom be- 
gins to wane, there are real doubts about 
whether the wave of investment was 
predicated on realistic projections of de- 
mand, or simply on the availability of 
cheap capital. 

In some areas of manufacturing, returns 
on investment have now fallen below fi- 
nancing costs. Formerly heavy investors 
such as consumer-electronics and vehicle 
producers are seeing the costs 
of expansion bite deeper into 
their profitability at a time 
when sales are stagnating be- 
cause of weaker demand. 

The capital-investment 
boom had its origins in the pe- 
riod immediately following the 
1985 Plaza Accord, which 
drove the value of the yen 
sharply up. The currency's rise 
provoked fears of a sharp fall 
in Japan's exports and of re- 
cession at home. In response, 
Tokyo boosted domestic de- 
mand by loosening monetary 
policy. Interest rates plunged, 
and the capital-investment 
boom was born, along with 
asset inflation. 

Japan's total stock of non- 
residential investment surged 
22% over the next three years. 
From a 1986 base of ¥536 tril- 
lion, or around US$32 trillion 
at prevailing exchange rates, it 
expanded to Y655 trillion by the 
end of 1989. 

Even at constant 1986 ex- 
change rates, this put Japan 
ahead of the US. The US capi- 
tal stock rose only 8% in the 
same period, from US$3.6 tril- 
lion to US$3.96 trillion, accord- 
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ing to Tokyo's Ministry of International 
Trade and Industry (Miti). At end-1989 
rates, Japan was even further ahead at 
US$4.7 trillion. It added another ¥107 tril- 
lion in 1990, and is expected to add around 
Y91 trillion in 1991. 

Much of this investment was needed to 
replace older investments. As Nomura 
Research Institute (NRI) notes, Japanese 
businesses had to completely revise their 
strategies in the late 1980s as the yen's rise 
dramatically altered Japan's competitive- 
ness. "They found that a large part of their 
existing machinery and facilities had be- 
come obsolete, necessitating the scrapping 
of much of the capital stock," NRI says. 

Nevertheless, figures produced by the 
Japan Development Bank show that 
around 30% of private investment in Japan 
in the past five years has been devoted to 
increasing production capacity (Miti puts 
the proportion at 40%). On average, an- 
other 15% has been spent on developing 
new products, while research and deve- 
lopment has absorbed 10%. 

As Japan’s ratio of capital stock to pro- 


Japan’s investment binge 
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duction capacity has risen, so the amount 
of capital stock required to increase capa- 
city by one unit has increased. The result, 
according to Chiharu Sumita of broker 
UBS Phillips & Drew, is that the growth of 
production capacity is now slower than the 
growth of capital expenditure. 

Nearly 20% of capital spending in the 
past few years has been devoted to ra- 
tionalisation and labour saving during a 
period of extreme tightness in the labour 
market overall and acute shortages in the 
services sector. These pressures are now 
easing as the economy slows. Overtime 
worked in manufacturing, for example, is 
declining markedly. 

According to the Japan Productivity 
Centre (РС), the index of labour produc- 
tivity (output per worker) in Japanese 
manufacturing has risen by a third, from a 
base of 100 in 1985 to 133 in 1990. By the 
first quarter of 1991, the productivity index 
had leaped a further seven points to 140, 
apparently in response to the continuing 
surge in investment. 

In the electrical and electronics industry, 
which has absorbed a substantial portion 
of total capital investment, productivity 
jumped by 50% between 1985 апа 1991. 
Other industrial sectors, too, appear to ex- 
hibit a link between investment and pro- 
ductivity. 

It is also significant that while the 
number of people employed in Japan's 
manufacturing industry rose by only 3.5% 

between 1985 and 1990 — from 
Í 145 million to 15 million — the 
* index of industrial product for 

the sector rose by 20% during 
this time. 

This has been achieved de- 
spite the fact that, as Miti offi- 
cials point out, nowhere near so 
much of the investment in re- 
cent years has been devoted to 
increasing output as was the 
case with previous investment 
booms in Japan (in the 1960s 
and early 1970s, for instance). 

The general anatomy of the 
investment boom, as discerned 
from Ministry of Finance data, 
is revealing — first for its sheer 
size and, second, for how much 
of the investment was spent in 
Japan itself, compared with 
Overseas. 

For all its headline-grabbing 
nature, Japanese overseas direct 
investment in recent years has 
been equivalent to well under 
10% of annual capital spending 
in Japan. And real-estate pur- 
chases abroad have accounted 
for only about 20% of overseas 
investment, whereas in Japan 
they have accounted for well 
under 5% on average. 

As might be expected, 
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Investment in technology to offset tight employment market. 


manufacturing has absorbed around 20% 
of total capital spending in Japan, but that 
figure is misleadingly low. Of the very 
large sums attributed to non-manufactur- 
ing activities, around 25% is accounted for 
by leasing companies’ purchases of plant 
and equipment which subsequently forms 
part of manufacturing industry’s inven- 
tory. 

Both Miti and the Industrial Bank of 
Japan put manufacturing industry's share 
of total investment at between 30% and 
50% if these indirect investments are in- 
cluded. The other major source of non- 
manufacturing investment has been heavy 
spending by Japan's nine private electric 
utilities as they strive to keep up with 
surging demand for power. 

In the other major category, service in- 
dustry investment, a heavy proportion has 
been accounted for by banks and other fi- 
nancial institutions’ spending on on-line 
computer networks and by other techno- 
logical innovation by various kinds of 
service companies. 

Other factors have influenced the capi- 
tal-investment boom. NRI notes that the 
ratio of capital to output has been rising as 
a result of pressure for investment in 
energy-saving equipment, R&D and wel- 
fare spending. This implies that part of the 
increased demand for capital has become 
systemic. 

The investment boom has by no means 
gone bust, but it is clearly losing momen- 
tum. From 1986 to the end of 1989, Japan- 
ese investment in both manufacturing and 
non-manufacturing rose sharply. Annual 
expansion rates exceeded 20% by the end 
of the period. In 1990, the increases mod- 
erated to an annual rate of 12.6%. 

Estimates for 1991 vary widely. Most 
private forecasts, including that of the Bank 
of Tokyo, suggest that the growth rate of 
private investment in the fiscal year end- 
ing next March will be around 7%. But NRI 
has suggested that capital-investment lev- 
els will decline by about 2% in real terms 
over the next 18 months, compared with 


the 1990 level. 

The ostensible reason for this is that 
business inventories in Japan now stand at 
what NRI terms a “relatively high level" for 
this mature stage of the business cycle. 
High inventories in 1985 signalled a brief 
slide into negative growth for the economy 
as a whole. 

But aside from demand factors, the re- 
turns on investment are now a real con- 
straint. This is despite the fact that the Bank 
of Japan continues to publish figures 
showing a real yield on fixed investment 


Industry 
profits slump 


Among the latest companies to exhibit 
the effects of heavy investment is 
Nissan, Japan's second-biggest auto 
maker after Toyota. Operating income 
at Nissan fell 7096 to Y22 billion (US$165 
million) in the six months to 30 Septem- 
ber, compared with Y73 billion a year 
earlier. 

Nissan blamed a sharp rise in depre- 
ciation charges to amortise capital in- 
vestment as one factor behind the fall. 
A rise in R&D spending, another major 
component of Japan's capital spending 
boom, was also cited. Nissan an- 
nounced that it is likely to have to issue 
Y100 billion of fresh bonds by next 
March in order to maintain its planned 
capital spending of Y260 billion this 
year. 

Toyota, meanwhile, is forecasting a 
second consecutive year of falling pro- 
fit, as indeed are all of Japan's 11 big 
auto companies with the exception of 
Fuji Heavy Industries. Toyota saw its 
depreciation charges jump by ¥35 bil- 
lion in the year to 30 June while R&D 
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of around 2%, almost unchanged from 10 
years ago. According to UBS Phillips & 
Drew, the central bank has adjusted its fig- 
ures to include a nominal return on land 
assets. Stripping this out, the real return is 
now negative. A downturn this year in Ja- 
pan’s foreign direct investment has also 
been influenced by the rising costs of capi- 
tal, which was raised in the main from 
Japanese investors via the Euromarkets. 

The picture that emerges from studying 
the investment boom is one of over-indul- 
gence. Fed by cheap capital and liquidity- 
induced consumer demand, the “super 
machine” may have installed too much 
new capacity for its own good. As sales 
weaken, some of Japan’s expensive new 
plants are running at less than optimum 
output. 

Until recently there was only anecdotal 
evidence for such a contention, supplied 
by sectors such as pulp and paper and 
chemicals. But now figures are coming in 
from the automobile and electronics sec- 
tors — together accounting for nearly 30% 
of Japan’s manufacturing production and 
nearly 27% of its workforce — which sup- 
port this view. 

They suggest that the cost of amortising 
the heavy capital spending of recent years 
will add to the pressure on profitability as 
Japanese companies enter an economic 
downturn. а 


costs rose Бу ¥65 billion. 

Besides their own investment, 
Japanese vehicle makers are also 
having to swallow higher raw-material 
costs as the nation’s steel makers pass 
on the expenses of their own high in- 
vestment. 

The computer industry is another 
victim of slowing sales and higher costs. 
The combined pre-tax earnings of Ja- 
pan's five biggest computer manufac- 
turers — Hitachi, Toshiba, Mitsubishi 
Electric, NEC and Fujitsu — are ex- 
pected to decline 2% in the fiscal year 
ending next March. 

Through their involvement in semi- 
conductor manufacturing, Japanese 
computer makers are vulnerable to any 
slowdown in the US market. They are 
also being hit by the fall-off in domestic 
investment as companies reduce their 
computer purchases. 

Paper and pulp firms such as Oji 
Paper, Jujo Paper and Honshu Paper, 
which have been heavy investors in 
plant and equipment in recent years, 
face what Kleinwort Benson calls the 
“worst decline in earnings since World 
War IL" Similar problems confront Ja- 
pan's chemical industry, which needs 
even higher rates of capacity utilisation 
to break even. m Anthony Rowley 
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COMPANIES 


Japanese lingerie firm sees market share tumble 


Frills and spills 


By Louise do Rosario in Tokyo 
hen former soldier Koichi Tsu- 
kamoto started a 10-man linge- 


i rie business in Kyoto in 1951, he 


set himself the seemingly vainglorious aim 
of creating a global enterprise within 50 
years. Comfortably within that deadline, 
Tsukamoto's Wacoal company has become 
the best-known Japanese producer of 
women's underwear, employing 5,000 
people at home and embracing overseas 
operations in China, Thailand and Indone- 
sia, as well as in the US. 

For Tsukamoto, the exponential growth 
of Wacoal was a triumph of marketing 
over tradition: brassieres and panties were 
initially alien to kimono-wearing Japanese 
women. The founder was inspired by more 
than the profit motive, however. “I love 
women . . . and | feel fortunate that my 
career is dedicated to making women 
beautiful," he once wrote. 

But the success story of the lingerie 
company is fraying around the edges. 
Profits have dropped steadily since peak- 
ing in 1982, as operating margins and 
market share have shrunk. Other tradi- 
tional lingerie manufacturers, such as 
Gunze and Atsugi Nylon Industrial, are 
also experiencing leaner times in an in- 
dustry which has become more competi- 
tive since the early 1980s. 

Cheap Asian imports and low-priced 
domestic brands sold by new retailers, 
such as the extraordinarily successful mail- 
order firm, Cecile Co., have eroded the 
traditional customer base of the established 
firms. The share of imports in the domestic 
underwear market (which includes cloth- 
ing for men and children) rose to 399; in 
1988, from 20% in 1986. 

Young Japanese women are no longer 
buying just a few established domestic 
brands, as their mothers did, but a variety 
of cheap items for daily use and expensive 
ones for more important occasions. Gone 
are the days when the market was domi- 
nated by a few popular products, such as 
Wacoal "memory bras,” which moulded 
themselves to the contours of the wearer 
through the use of hi-tech materials. 

As the market becomes more crowded 
and margins shrivel further, undergarment 
manufacturers are looking to diversify. 
Gunze has moved into plastics and even 
gardening products, and Atsugi Nylon 
produces textile machinery and builds 
houses. Wacoal, however, continues to 
generate 63.5% of its sales from underwear, 
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The Tsukamotos: drop in 
lingerie profits. 


the highest ratio among 
the top producers. 

Under company pre- 
sident Yoshitaka Tsuka- 
moto, 43, the founder’s only son who took 
up his present position in 1987, Wacoal has 
experimented with new businesses such as 
car design and health-food production. But 
most of its new non-core businesses are 
losing money. 

Wacoal's only bright spot is its business 
interests in Asia. Two joint ventures, Thai 
Wacoal (with the Saha Pathana Group) and 
Beijing Wacoal (with Beijing Fashion Co.), 
have been particularly profitable and could 
be strategic bases for exports to regional 
markets. Wacoal’s companies in North 
America, by contrast, have been in the red 
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for years and аге not expected to generate 
profits until 1994, at the earliest. 

Wacoal is considered the most diversi- 
fied geographically of all Japanese under- 
garment makers, but its overseas opera- 
tions contribute less than 10% of the 
group's profits and sales, industry sources 
say. The company does not reveal figures 
for its overseas ventures. 

Its exports to Japan from overseas op- 
erations account for less than 1% of the 
group’s domestic sales, industry sources 
say. This is a self-imposed restriction de- 
signed to avoid causing disaffection among 
local suppliers. Company spokesman 
Yuzou Takahashi says the Japanese market 
is too diversified and sophisticated to be 
suitable for goods mass-produced by its 
foreign ventures. 

Although the domestic market has be- 
come saturated, Wacoal seems too pre-oc- 
cupied with local problems to 
formulate a clearly defined glo- 
bal strategy, according to ana- 
lysts. The younger Tsukamoto 
has shown great interest in 
new, non-lingerie business at 
home, but has yet to display a 
vision equal to that of his fa- 
ther. 

In the 1950s, when his po- 
tential consumers seemed in- 
different to an unfamiliar range 
of products, Koichi Tsukamoto 
organised undergarment festivals in de- 
partment stores and placed advertisements 
extolling the hygienic qualities of Western- 
style lingerie. "Wacoal's corporate history 
was one of education, indoctrination and 
cajolery" on the virtues of undergarments, 
notes Rieko Aoki, an analyst with W. I. 
Carr (Overseas). 

These efforts paid off handsomely in the 
1970s, when an increasingly prosperous 
nation bought more of everything, includ- 
ing underwear. Between September 1970 
and August 1981, the parent company's 
turnover grew nearly seven-fold to Y84.9 
billion (US$386 million) and gross profits 
increased eight-fold to Y7.2 billion, making 
the company one of the fastest growing in 
Japan at the time. Its founder received na- 
tional awards to mark his entrepreneurial 
achievements. 

Since the late 1980s, however, Koichi 
Tsukamoto has retreated from front-line 
management, and by his own admission is 
"involved in less than 10% of the compa- 
ny's business." As chairman of the Kyoto 
Chamber of Commerce and Industry, the 
senior Tsukamoto, 70, wants to spend more 
time promoting civic issues. According to 
press reports, however, he has recently 
been taking a more direct managerial role 
as a result of the company's lacklustre per- 
formance. 

When the younger Tsukamoto assum- 
ed the leadership mantle, the going was 
tough for the underwear industry as a 
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whole. Population growth in Japan was 
easing and the rapid growth in underwear 
sales of the 1970s had disappeared. In the 
1980s, Wacoal's sales growth did not ex- 
ceed 5% in any one year. 

Although traditional producers ad- 
justed to declining rates of expansion, they 
were caught off-guard by a fierce new 
challenge. Upstart retailers such as Cecile 
came on the scene selling imported Asian 
and domestic brands by mail and tele- 
phone. These goods sold at an average of 
Y1,000 a piece. Wacoal's brassieres, by 
comparison, cost Y3-4,000 each. Within five 
years, Wacoal's market share shrank from 
28% in 1985 to 22% in 1989, while that of 
Cecile grew from zero to 17.2%. 

Established producers such as Wacoal 
continue to rely on department stores 
and specialty shops to sell their goods. 
But with labour costs rising and advertis- 
ing being expensive, Wacoal's operating 
expenses grew from 27.3% of its sales in 
1980 to 37.1% in 1990. In the year ending 
March 1991, operating costs rose on a year- 
to-year basis by 8.8%, while sales rose by 
3.4%. 

Specialty shops, which once handled 
nearly half of Wacoal's sales, have been a 
particularly vulnerable link in the firm's 
distribution chain, coming under increas- 
ing pressure from more cost-efficient retail 
outlets. In the year to March 1991, Wacoal's 
sales at the specialty shops dropped by 7% 
against the previous period, while those at 
other outlets grew slightly. 

The fastest-growing segment of the un- 
derwear market, as indicated by Cecile's 
sales, is in cheaper products. Wacoal has 
started to sell lower-priced products under 
the Wing brand-name at larger stores, but 
it is wary of going too far downmarket for 
fear of tarnishing its image as a quality 
manufacturer. 

Next year, for the first time, Wacoal will 
import 200,000 bras from Beijing Wacoal. 
This joint venture, which was formed in 
1986, recouped its investment within two 
years and in 1990 posted turnover of Rmb 
14 million (US$2.6 million), a 5696 increase 
over the previous year. 

Thai Wacoal, which was set up in 1970, 
has captured half of Thailand's lingerie 
market. Sales are estimated to reach Baht 
1.7 billion (US$66.5 million), and are ex- 
pected to grow by 20% in the next two 
years, analysts say. The operation was re- 
cently upgraded to become the design and 
production centre for Wacoal's business in 
Southeast Asia. 

Indonesia Wacoal Co., in which the 
Japanese company took a 49% stake earlier 
this year, reported turnover of Rps 12 bil- 
lion (US$6 million) in 1990, and expects 
sales growth of 16-25% this year. It was 
originally set up in 1982 as Sumber Indah 
Permai and was wholly owned by Indo- 
nesian interests which operated under a 
licensing arrangement with Wacoal. н 
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INVISIBLE HAND 


Farm hypocrisy 


Asean’s new goal of free trade among members within 15 years is a bold step. But 
the agreement reached in Kuala Lumpur contains a major flaw which needs to be 
addressed urgently: agriculture’s exemption from the aim of free trade. 

Asean's bad example on this issue could not have come at a worse time, just 
when the Gatt and the Uruguay Round of world trade talks may be about to tackle 
seriously the biggest blot on the global trading system — the quotas, subsidies and 
other non-tariff barriers to farm trade. Gatt may be on the verge of forcing reform 
of the bastion of economic absurdity, the EC’s Common Agricultural Policy. And it 
may also force the cultural chauvinists of Japan and South Korea to open up their 
rice markets, however gradually. 

The Asean performance is particularly galling given that four of its six members 
are also members of the Cairns Group of agricultural exporters which has been a 
very effective lobby for farm-trade liberalisation. The other two members, Singa- 
pore and Brunei, have hardly any farmers to protect and have open markets, so the 
Asean retreat from the Cairns Group's objectives is all the more disappointing. To 
be blunt, it is in the worst traditions of trade-policy hypocrisy. 

While countries in Asean want to see their future largely in terms of industrial 
rather than traditional agricultural exports, they can hardly ignore: 
> The very large part that agriculture still plays in their exports. In value-added 
terms, this is much greater than the table suggests. Value added in the exporting 
country is close to 100% for many farm exports, whereas in manufacturing it can 
be as low as 30%. 
> The comparative advantage Asean countries enjoy in many farm products, 
from rice to vegetable oils. This is an advantage that is likely to be much more 
durable than for manufacturing exporters depen- 
dent on foreign investment. The extent of the cur- 
rent advantage is shown by the fact that most 
Asean countries tax at least some of their farm 
exports while subsidising manufacturing. 

An industrialising Asean has had the chance to 
see the folly of the protection afforded by indus- 
trialised nations (in Asia and Europe) to inefficient 
agriculture. Given their generally competitive po- 
sitions in farm crops, Asean nations do not need to 
undermine themselves by protecting small sectors 
forever. It is not in Malaysia’s long-term interest to 
undercut its palm-oil producers by subsidising the 
Kedah rice farmers at the expense of those of 
central Thailand. The same is true for subsidising Javanese sugar producers at the 
expense of those of Negros, or Thai coffee growers at Sumatra’s expense. 

Worse still than the direct impact of barriers to farm trade within Asean is the 
effect on South Korea, Taiwan and others. They should be much bigger markets 
for Asean agricultural products than they are, but they hide behind huge barriers. 
These are aimed at either direct protection (as in the case of rice) or indirect protec- 
tion — disadvantaging “exotic” tropical products which might compete with mun- 
dane local ones, on the ground that the imports are luxuries. 

Unlike in Japan or the EC, free trade in Asean farm products would not destroy 
whole rural communities. It would mean that some farmers have to shift from one 
crop to another, or become more specialised. But more farmers in Asean are either 
specialised already, or switch crops to suit world markets. Thai farmers shift from 
sugar to pineapples to rice, or from tapioca to maize to kenaf. Free farm trade 
would also help the development of agri-based industries in which Asean multina- 
tionals, such as Thailand’s Charoen Pokphand Group, are active. 

It is hard to see why Asean members are so frightened of free farm trade, 
particularly among themselves. In the unlikely event that India and China become 
major competitors in tropical produce, they could still protect themselves without 
curtailing their own trade. They should grasp this unique chance to treat agricul- 
ture as an industry and not as a mystique. m Philip Bowring 
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Now the market's really talking - 
about The Trading Service from 
Telerate. 

With its new free -format 
‘Talk’ facility,dealers can now 
converse with counterparties 
around the world. In their own 
words. 

But The Trading Service doesn't 
just do what other foreign ex- 
change dealing systems can do. 

It does more, at substantially 
less cost. 


The Trading 
Service 


You Do The Deal, We Do The Rest 








When you hit the price on 
TTS, you're dealing faster and 
more accurately than ever before. 

Because TTS' state-of-the- 
art technology reduces trading 
time and its 1009; accuracy 
eliminates error. 

From 36 financial centres 
around the world, The Trading 
Service provides liquidity in all 
major spots and crosses, with 
prices you can trade. As well as 
combining the flexibility of con- 
versation with the assurance of 


fixed format deal completion. 


To find out more about how Telerate can support 
your foreign exchange dealing operation, call T. 
Nagai or Dane Thacker, Tokyo 5060555, Sam 
Chin or Alfred Lee, Singapore 2230136, Mike 
Williams, Hong Kong 8443668, or Andrew Mckay, 
Sydney 2675500. 
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Bayerische Landesbank Bulletin 


EASING US RATES SQUEEZE 





GERMAN BOND YIELDS 


Despite fears of a major runup in interest rates, which have 
surfaced repeatedly in the past few months, yields have 
actually fallen in the wake of easing US rates. This has 
confirmed the assumption that the German bond market 
is, after all, in a more robust state of health than some 
observers believe. 


level, on August 15th, the yield on ten- year public bonds dropped 
from almost 9 per cent to 8.3 per cent. The last time the discount 
rate was at 7.5 per cent was in the early 1980s and in 1970 (though 
only for four months), and the Lombard rate exceeded the current 
level only during the 1980/81 phase of high interest rates. 

— There is hardly any room for 
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ularly in view of the impact 
that the Fed's latest rate cuts, 





bound to push up yields, bond 
yields actually dropped. This un- 
expected reaction was, however, 
partly the result of a change in the 8.5 
international environment. 
An important change was the s 
shift in exchange rates. The US 





prompted by the desire to 
energise the upswing, has had 
on the international financial 
markets. 

The international round of inter- 
est-rate cuts is probably not vet 
over. The tenuous state of the US 
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economy, as evidenced by the 
latest figures on new orders and 
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had predicted a rise to new highs, 
the dollar started to descend. The | 
greenback, whose middle rate 
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Rates Expected to Ease Over the Medium Term 





call for monetary ease. The need 
1991 | to avoid deflation (М2 has 
recently been expanding ata rate 


rose to almost DM 1.84 in early 
July, is down some 8 per cent 
against the D-mark. The dollar 


has thus given up one-quarter of | | e e 
х | reduced the discount rate іп four steps (from 7 рег cent to 5 рег cent) since last 


its gain since the beginning of the 
year, when it traded at DM 1.49, 
This shows once again that the 


| percent a year ago. has fallen to some 7.4 per cent, its lowest level since March 1987. 


2 ‚ | yield was only 0.7 per cent lower than a year earlier. In both the United States and 
exchange rate is the most sensi- | 


tive barometer of the state of an. ——— = is 


The interest premium has increased the attractiveness of D-mark bonds relative to US | 
government securities. The premium, at last reading, was 0.9 percentage points, This 
has stirred foreign buying interest: In July, foreigners accounted forno less than 45 per 
cent of total net purchases of domestic bonds the sharp cuts in US interest rates were 
prompted by the still-sluggish pace of the recovery in the United States. The Fed has 


December. The ten-year government bond yield in the United States, still as high as 8.9 
German rates have dropped at a slower pace: At mid-October, the average public bond 


Germany, capital-market rates are expected to ease over the medium term 








of only 2.3 per cent compared to 
the previous year), which would 
nip an upswing in the bud, is 
forcing the Fed to keep a loose 
rein on credit. 

The current interest-rate level is 
also due to the fact that the Bun- 
desbank is expected to relax its 
monetary policy by the end of 


economy. A sustained weakness in growth will cause a currency to 
depreciate, while a humming economy usually has the opposite 
effect. The D-mark and the yen are cases in point: Germany and 
Japan rank far above the other leading industrial countries in terms 
of GNP growth. The United States and other countries, notably 
Britain, will probably have to reduce their interest rates still further, 
which will inevitably have an impact on their currencies. 


D-mark bottoms out 

The shifts in the currency markets ~ the D-mark bottomed out as 
early as some weeks ago – revived investor interest in German 
bonds, causing foreigners to return to the market. Foreign buving 
interest should have a stimulating effect on the market, at least as 
long as the D- mark has room to go higher—a prospect that gives DM 


next year, possibly sooner. This expectation is based on the current 
rate of money-supply growth, which remains at the lowerend of the 
target range for 1991 (narrowed to 3 to 5 per cent) and the pace of 
the economy, which has already lost some momentum in the second 
half of the vear and is likely to slow down still further in 1992. 
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SINGAPORE 


Singapore s overseas forays fare poorly 


Innocents abroad 





By N. Balakrishnan 


he Singapore Government's initial 

direct investment forays overseas 

are performing poorly. New Zea- 
land-based Brierley Investments Ltd (BIL) 
has seen a steep drop in profits and US- 
based Chinese canned food producer Chun 
King suffered a significant increase in its 
losses. Singapore's state investment agen- 
cies made sizeable investments in both of 
them in 1989-91. 

The US$466 million invested last May 
in a 4.7% stake in BIL and in a 30% stake in 
its wholly owned British hotel group, 
Mount Charlotte, is the largest single 
overseas foray from Singapore. The in- 
vestment was made jointly by the Gov- 
ernment of Singapore Investment Corp. 
(Gsic) and Temasek Holdings, the other 
state investment agency. In the year ended 
last June, BIL’s net profits fell 
47% to NZ$211.7 million 
(US$120 million) and sales de- 
clined 31.1% to NZ$5.7 billion. 
No separate figures for Mount 
Charlotte are available, but ho- 
tels in Britain have only a 60% 
Occupancy rate and most are 
barely breaking even. 

The investment in Mount 
Charlotte appeared well timed, 
as analysts were predicting a 
quick recovery for the British 
hotel industry after the Gulf 
War. Analysts talked optimisti- 
cally of possible collaboration 
between government-owned 
Singapore Airlines and the British hotel 
chain. But no such agreements have 
emerged. Mount Charlotte controls 102 
hotels ranging from two stars to five and 
comprising 6,500 rooms. 

But the lingering recession in Britain 
and slow economic growth elsewhere in 
Europe and the US mean that the hotel 
industry in Britain may take longer to re- 
cover than was expected earlier this year. 
СЫС and Temasek bought Mount Charlotte 
shares for 85 pence (US$1.50) a share, 12 
pence more than the price BIL paid for them 
à year before. BIL increased its debt level by 
nearly NZS2 billion in 1990 to about 
NZ$5.5 billion when it acquired Mount 
Charlotte but through a number of asset 
sales in the past year, including to Gsic, 
debt has now been reduced to NZ$3.5 bil- 
lion. 

As for BIL itself, Temasek and GSIC ex- 
pected a fall in profits for the first half of 
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1991. In the year ended June, BiL's trading 
profits before taxes and interest fell slightly 
to NZ$434 million from NZ$495 million 
previously. But its investment profits be- 
fore taxes and interest dropped sharply to 
NZ$269 million from NZ$481 million in 
1989, due to lower dividend income from 
investments and fewer asset sales. 

As befits a buccaneering asset trader, 
BIL'S profits have fluctuated between 
NZ$179 million and NZ$401 million be- 
tween 1986 and 1991. And there seems to 
be no change expected in the near term in 
the way the company is run, even though 
Sir Ron Brierley was replaced two years 
ago as chairman by Bruce Hancox. 

BIL's profits this year could total any- 
thing from NZ$200 million to NZ$350 
million, according to New Zealand bro- 
kers. Douglas Paul of stockbrokers Buttle 
Wilson says that "the major question is the 





ability of the company to generate suf- 
ficient asset sales to permit a better 
result." 

As for BIL, many analysts questioned the 
reasoning and timing of the investment by 
Temasek and Gsic. As one Singapore ana- 
lyst put it: “If you want to buy a hotel in 
London, why not buy one there instead of 
going via a debt-laden New Zealand com- 
pany?" 

There appears to be little that Temasek 
can do to turn around BIL, say analysts. 
Temasek managing director Lum Choong 
Wah, who was taken onto the board of BIL 
at the time of acquisition, has said that he 
will not interfere with the management of 
the company. Temasek and Gsic have in- 
dicated that they would eventually like to 
increase their stake in BIL to 10%. 

Singapore's investment in Chun King 
was much smaller, but its problems illus- 
trate the difficulties to be faced venturing 
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far from familiar territory. Chun King 
chalked up an operating loss of $$1.2 mil- 
lion (US$710,000) in 1990, after reporting a 
loss of $$313,000 in 1989, the year it was 
acquired by Singapore food and beverage 
company Yeo Hiap Seng (YHs) and 
Temasek for US$52 million from RJR 
Nabisco. Chun King recorded a profit in 
1988. 

At the time of the acquisition, the YHS- 
Temasek investment was hailed as a model 
for Singapore companies seeking to be- 
come multinationals with the aid of 
government agencies. The Singapore 
company was acquiring a well-known 
brand name and distribution network in 
an important market. Alan Yeo, the chair- 
man of YHS, said at the time that the pur- 
chase of Chun King "fits like a hand in a 
glove." 

In the event, the investment turned out 
to be anything but perfect. Analysts say 
that Temasek and YHS might not have been 
sufficiently aware of recent trends in the 
US supermarket business, where more 
space is devoted to the sale of fresh, chilled, 
frozen and cooked food at the expense of 
canned products. Supermarkets are setting 
aside a diminishing amount of shelf space 
for the type of canned goods produced by 
Chun King, increasingly the 
food of choice for the lower 
classes. 

YHS is taking steps to stem 
its losses. In early November, 
the company unveiled a re- 
structuring plan for its North 
American holdings, which in- 
clude Chun King and Pacific 
Fruit Concentrates, a Canadian 
company it acquired for about 
5$4.9 million in 1988 and 
which registered losses of $$4.4 
million in 1990. Temasek was 
not involved in the Canadian 
investment. 

YHS is planning to sell the 
can-making operations of its Canadian 
company early next year, and is cutting 
costs at Chun King by sub-contracting 
production of some items. The company 
says that next year revenues from its North 
American operations will stabilise. 

Even a local investment made by YHS 
with Singapore Government agencies has 
been making losses. A hi-tech prawn farm 
opened by vHs in conjunction with the 
Economic Development Board and the Pri- 
mary Production Department has suffered 
from algae problems. YHS has announced 
that it would be making provisions of S$10 
million in 1991 for losses incurred by this 
project. 

YHS’ problems have seen the disappear- 
ance of a net cash position of S$80 million 
in 1988 and have caused it to run up S$211 
million worth of borrowings. As a result, it 
has proposed a rights issue to raise S$48 
million. " 
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Hongkong property firm takes its biggest gamble 


Towering ambition 


By Michael Taylor in Hongkong 
ongkong property company Great 
Eagle has hitched its future to a 


H HK$5 billion (US$730 million) 


project in the Central commercial district. 
With a debt burden substantially in excess 
of its more conservative rivals, the firm's 


| financial prospects depend on how quickly 


it can complete and let the 1.65 million ft 
Citibank Plaza development. 

The two-tower scheme will be the last 
major development to come onstream in 
Central in the foreseeable future, and it is 
the biggest and potentially most lucrative 
gamble taken by Great Eagle. Most ana- 
lysts are instinctively bearish, for a variety 
of reasons: fear of a looming glut in office 
space; worries about the company's debt 





Citibank Plaza site: but will it fly? 


levels; scepticism about the completion 
schedule; and lingering mistrust generated 
by a write-down in January of HK$169 
million for an undisclosed position in the 
ill-starred Bond Corp. International. 

To add to this, Great Eagle's final results 
this year will be bad, if only because the 
year-end snapshot will catch the firm 
stretched to almost its maximum exposure 
on the Citibank Plaza project. "Our com- 
pany is not as big as [Hongkong property 
giant] Cheung Kong, but our projects are 
huge, so if I invest everything in one 
project, then in between I’m stuck with 
some lean periods,” says Lo Ka-shui, the 
company’s managing director who owns 
51% of the equity. 

Peter Churchouse of Salomon Brothers 
says: “They are buying themselves [into the 
major league]. They don’t have the recur- 
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rent cashflow and their earnings are very 
vulnerable.” 

The dash for growth has made life un- 
nerving for Great Eagle’s shareholders, 
with net profits rocketing from HK$180 
million in 1987 to HK$1 billion in 1989 be- 
fore collapsing back to HK$286 million in 
1990. But Lo can point to the rapid rise in 
the company’s asset value, which has 
jumped from HK$498 million in 1986 to 
more than HK$4 billion today. When com- 
pleted, Citibank Plaza should add at least 
a further HK$6 billion to the asset value. 

Great Eagle bought the site for HK$2.7 
billion in August 1989, in the first public 
land auction after the 4 June massacre, 
snatching it from under the noses of Sun 
Hung Kai Properties and private developer 
Nan Fung Development Co. It has retained 
62.5% of the Citibank 
Plaza project, sharing 
the rest among a clutch 
of partners: Robert 
Kuok's Kerry Properties 
(10%); Manhattan Gar- 
ments (10%); Sung Foo 
Kee (7%); Christopher 
Cheng's Wing Tai Ex- 
porters (5.5%); and 
Citicorp (5%). 

The taller of the two 
towers, named Citibank 
Tower, will be 47 storeys 
of 17,500 ft? each, while 
the Asia Pacific Finance 
Tower will have 37 sto- 
reys of 16,000 ft^ each. 
Total office space will be 
1.4 million ft. 

Great Eagle has gam- 
bled on building one of the most advanced 
properties in Hongkong and building it 
fast. Such urgency has contributed to what 
is believed to be one of the highest build- 
ing costs in Hongkong at HK$1,800 a ft. 
Apart from amenities, such as a swimming 
pool, squash courts and a 550-bay car park, 
the development will be fully wired with 
fibre-optic cables capable of servicing not 
just telephone and data transmissions but 
also video conferencing. 

Under the original schedule, Sung Foo 
Kee, a listed construction company owned 
by Lo’s youngest brother, Lo Kai-shui 
signed a HK$986 million contract fo: 
completion of the building in January 1992 
Despite widespread scepticism, the time- 
table has slipped only marginally, anc 
Great Fagle is confident the building wil 
be ready to occupy by March 1992. 
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But the project has put the 
company heavily into debt. On a 
straight debt-equity basis, it has a 
gearing of 70%. Although modest by 
world standards, this is a dangerous 
level by the standards of Hong- 
kong's conservative property deve- 
lopers. 

The company's debt-equity ratio 
could rise as high as 115%, as it has 
a further HK$1.5 billion in unused 
standby facilities. Lo argues that if 
its investment properties were cal- 
culated at market value, the firm's 
net asset value would rise to depress 
the gearing level to around 25%. 

"In today's market in Hongkong, 
you should be as geared as banks 
will allow you," Lo says, referring 
to economic conditions in which inflation 
is running at 12% and interest rates are 
around 6%. In addition, commercial prop- 
erty is currently yielding 7%, about one 
percentage point more than the nominal 
cost of funds to the banks’ most trusted 
borrowers. Nevertheless, if Citibank Plaza 
proves impossible to let, interest payments 
on its borrowings will eat up almost all 
current rental income. 

“It's very different from 1982 when 
property yields were 3% and you had to 
pay 18% interest rates. That's why I'm very 
bullish on the property market. I’m not 
blindly optimistic,” Lo says. 

Great Eagle’s bank loans at the end of 
1990 totalled HK$2.26 billion, of which 
HKS$1.95 billion represented its portion of 
the HK$3.3 billion project financing of 
Citibank Plaza. So far, about HK$2.3 billion 
of this loan has been drawn down. The 
loan is secured only by a mortgage on the 
project's building, and Great Eagle's liabil- 
ity is limited to a completion guarantee: 
thus, though the debt is on the balance 
sheet, it is non-recourse. 

“Ultimately, if things fall apart com- 
pletely, it doesn’t effect Great Eagle share- 
holders, except that it takes away the up- 
side,” Lo says. 

Citicorp not only put together this sweet 
financing package, but it is directly reduc- 
ing the debt burden by buying a portion of 
the building. Citicorp will pay about HK$1 
billion for 200,000 ft, and has signed a 
three-year lease for a further 100,000 fF at a 
nominal rent of HK$50 a f£, with end-of- 
lease options both to purchase the space 
and lease a further 50,000 f£. 

The HK$1 billion purchase by Citicorp 
will cut the project's debt to HK$2.3 billion 
on the remaining 1.4 million ft of space 
available to other occupiers. 

As a proportion of the space's capital 
value, the debt works out at around 
HK$1,600 a f£, compared with Central's 
capital values of HK$6-7,000 a fF. Also, if 
no space is let for the entire year, the in- 

trest on the loan could be capitalised. The 
msult would be to raise the all-in cost of 
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the development from HK$3,700 a fF to 
around HK$3,850. 

But on an interest-cover basis, interest 
payments on HK$2.3 billion would total 
HK$140-160 million a year which, Lo 
claims, can be covered by Great Eagle’s 
existing rental stream from its modest in- 
vestment property portfolio. This should 
be around HK$160 million this year. 

These are worst-case scenarios, which 
the building’s high quality and central lo- 
cation should easily forestall, leaving Great 
Eagle with enormous potential upside 
from the project. Even if it lets the building 
at HKS20 a ft? (probably less than half what 
the developer may accept), it will still bring 
in HK$280 million a year. 

The leasing prospects for the building 
are hotly contested, since it will be 
launched on to a market which may, or 
may not, be headed towards serious over- 


: 


supply. The consensus that a glut of 
office space is imminent has domi- 
nated the market for the past two 
years, but it has recently come un- 
der attack. 

How much supply is coming 
onstream is difficult to assess, since 
the empirical method of simply 
counting floor space of known fu- 
ture projects produces widely dif- 
ferent results for each counter. For 
example, for the three years to 
the end of 1993 the government's 
Ratings and Valuation Department 
estimates that 19.4 million f£ will 
come on to the market; at the other 
end of the scale, First Pacific Davies 
and Great Eagle both put the figure 
at 7.02 million ft. 

According to estimates by Jones Lang 
Wootton, take-up for this year will top 4 
million ft. And Salomon's Peter 
Churchouse believes that Hongkong is 
headed towards a "demand plateau" of 
"above 4 million Ёа year.” 

But Citibank Plaza is not merely up 
against unknown market conditions: its 
building's specifications also pitch it 
squarely at the client-base of Hongkong 
Land. The territory’s bluest-chip landlord 
has already seen the Great Eagle threat 
coming, and has started digging its de- 
fences early by extending the leases of 
some of its tenants. 

Churchouse says: “It wouldn't surprise 
me to see the sale of one of the towers 
within a year or so." Lo does not demur: 
"If someone comes in and offers me a price 
that implies a yield of less than 5%, I would 
say "Please take it’.” m 





AVIATION 


Guam as the hub 





By Michael Westlake in Hongkong 
P Micronesia Corp.'s (PMC) im- 





pending US$290 million takeover of 

a Guam airline holds the promise of 
further competition for Asian, US and 
Australian carriers. By using Guam as a 
hub and re-arranging its schedules, the air- 
line, Continental/Air Micronesia (CAM), 
will be able to link its six Japanese destina- 
tions to its Australian flights. 

These services will compete with direct 
flights between Tokyo and Australia by 
Qantas, Japan Air Lines and All Nippon 
Airways. By feeding traffic from its serv- 
ices between Guam and Hongkong, Tai- 
wan and Seoul to its flights between Guam 
and Honolulu, CAM can also offer a one- 
stop service between Northeast Asia and 
Hawaii that avoids having to transit To- 
kyo's crowded Narita airport, currently the 
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most widely used route. 

CAM, which has estimated annual rev- 
enue of US$400 million, is controlled by 
Continental Airlines of the US. PMC has 
agreed to pay US$270 million in cash and 
US$20 million in preferred stock for the 
carrier. PMC's principal shareholders are 
Arral Pacific Trustee Co., an investment 
company handling mostly US clients, and 
Northern Marianas-based United Micro- 
nesia Development Association, a US in- 
vestment company. 

Governments in Micronesia will be 
given first refusal on 25% of CAM, whose 
network involves 12 Micronesian islands, 
six cities in Japan and two in Australia, and 
Taiwan, South Korea, Indonesia, Hong- 
kong and New Guinea. CAM has a fleet of 
five McDonnell Douglas DC10s, 10 Boeing 
727s and two Fokker F27s, all leased. 

By breaking its links with Continental, 
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which is in Chapter 11 bankruptcy pro- 
ceedings, CAM is expected to be able to 
serve its own interests better. Assuming 
that the bankruptcy court approves the sale 
on 14 November, CAM should be under 
new ownership early next year. 

CAM was one of three attempts started 
in the 1960s by Continental, then a purely 
domestic US carrier, to prove itself in inter- 
national operations. The other two were 
operations of military charters during the 
Vietnam War between the US and Vietnam 
as well as flights run in Indochina by Con- 
tinental Air Services. 

But the Vietnam and Indochina opera- 
tions ended with the war, and Continen- 
tal's own forays into the Asian market — 
three attempts at serving Hongkong and 
four involving Taipei — were abandoned 
after short periods. 

Industry executives say Continental did 
not know enough about Asian markets. 
Even with CAM, which is profitable, Conti- 
nental is restricted to being an inter-island 
carrier in Micronesia with just a few flights 
to Asia and the US largely serving Conti- 
nental's own interests. 

US airlines have traditionally used To- 
kyo's Narita airport as a hub from which 
to serve Asia because of traffic rights gar- 
nered via Washington's diplomatic lever- 
age with Japan as a result of the post- 
World War II occupation of the country. 
But Narita, the Asian hub for United Air- 
lines and Northwest Airlines, is so con- 
gested that allocations of airspace and 
parking bays are almost impossible to ac- 
quire. 

Guam has only recently become an at- 
tractive alternative, because traffic bound 
for the Micronesian islands is light com- 

with the trans-Pacific market. Since 
trans-Pacific and Japan-Australia traffic is 

ed to boom, the island stands out as 
a potential hub. With most US carriers 
strapped for cash, however, the resources 
and willpower to set up a new hub have 
been lacking. 

Another factor is that it must be a US 
carrier that uses Guam as a hub. Although 
Micronesia comprises several independent 
states or groupings of islands, defence and 
foreign affairs such as air-traffic rights fall 
under the US. Also, the US insists that only 
49% of ownership and no more than 25% 
of voting stock in US carriers can be held 
by foreigners. CAM is a US carrier in all 
these terms. 

The only hint that any other investors 
may be preparing to exploit Guam's airline 
potential is a move by AMR Corp., the 
parent company of American Airlines, to 
set up an inter-island carrier called Alli- 
ance Airlines. But in the short-to-medium 
term, CAM appears to have the field to it- 
self. In any case, by modifying an existing 
profitable operation, instead of setting one 
up from scratch, it has a considerable head 
start. т 
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Applying the brakes 


on offshore borrowing for a series of 

petrochemical and other infra- 

structural projects is welcome news 
for the economy. Most economists agree 
that the step was essential if the economy 
is to regain solid ground. 

The Paris-based OECD estimates Indo- 
nesia's commercial overseas borrowing at 
US$5 billion for the first nine months of 
1991, compared with US$5.4 billion for all 
of 1990. The prospect of another US$30-40 
billion in projects seeking offshore funding 
in the next two to four years had alarming 
implications for trade accounts. 

But while the imminent danger may 
have passed, the balance of payments is 


I ndonesia's decision to slam the brakes 


Indonesia's current-account deficit E 





still under serious strain. In a preliminary 
estimate, the government in early Novem- 
ber put its current-account deficit for the 
first half of the fiscal year ending on 31 
March 1992 at US$2.4 billion. 

Many analysts, however, believe this 
estimate is on the low side. Jardine Fleming 
Nusantara is projecting a US$6-7 billion 
deficit for 1991, while Hoare Govett expects 
the deficit for the current fiscal year to 
widen to US$8.3 billion. Bank Indonesia's 
(Bi, the central bank) foreign-exchange re- 
serves are holding steady at about US$8.5- 
9 billion, but a large current-account deficit 
would surely lead to a drawdown. 

There is some evidence that import 
growth is slowing, but the trend is not 
clear. Year-on-year figures show that im- 
ports in the 12 months to March rose 38%, 
but they increased only 23% in the 12 
months to July. 

Despite вг'ѕ persistent efforts, the bank 
has yet to break the back of inflation. The 
cost-of-living index jumped 9.5% in 1990, 
and analysts believe it will rise 9-11% in 
1991. BI says it will keep a tight rein on 
money growth until inflation recedes at 
least to 5-7%. 
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BI's 17-month-old money squeeze has 
had a clear impact on lending. Lending by 
private Indonesian banks rose a paltry 5% 
in the first half of 1991, a far cry from the 
galloping 50% growth recorded a year ear- 
lier. 

Some businessmen are concerned that 
BI will clamp down for too long, sending 
the Indonesian economy into a tailspin. In- 
donesia needs to invest in infrastructure if 
the economy is to sustain growth over the 
long term, they say. 

The demand for electricity already ex- 
ceeds supply. The national electricity util- 
ity has begun rationing supplies to indus- 
trial companies, causing production bottle- 
necks and forcing many companies to fall 
behind on export orders. 

The state of the telecommunications 
network is scarcely better. The government 
was able to meet only one third of the de- 
mand for new telephone lines in 1990, ac- 
cording to one estimate. 

Many economists say the government 
must match its monetary discipline with 
more restrictive fiscal policies in order to 
weaken demand at all levels of society. 
These analysts suggest that taxes be raised 
on property, consumer goods and luxury 
items and that the government reduce sub- 
sidies on fertiliser and domestic fuels. 

Interest by foreign investors in Indone- 
sia remains strong, but it is unclear how 
much investment the country can absorb 
in the near term given financial, personnel 
and infrastructural constraints. The Invest- 
ment Coordinating Board approved US$6.5 
billion in new foreign investment in the 
first half of 1991, compared with US$8.8 
billion in all of 1990. 

But some analysts believe that only 
about one half of these investment plans 
will go ahead as scheduled. The realisation 
rate for approved domestic investments is 
likely to be even lower. 

High bank-deposit rates of 19-23% con- 
tinue to draw liquidity out of the Jakarta 
Stock Exchange (sE), denying companies 
fund-raising alternatives to expensive 
commercial debt. Exaggerated earnings 
forecasts in the past two years have added 
to the exchange's difficulties. The JSE index 
plummeted 46% in the first 10 months of 
1991. 

The JSE's prospective price-earnings ra- 
tio for 1992 is around 9, making Indonesia 
one of the least expensive markets in the 
region. But delays in privatising the ex- 
change, settlement problems and illiquidity 
are likely to dampen investor enthusiasm 
at least until early 1992. ш Adam Schwarz 
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Hyundai faces record charge 
for alleged tax arrears 

> South Korea's tax authorities imposed 
a record Won 136 billion (US$181 million) 
charge for unpaid taxes on the giant 
Hyundai group and its controlling 
shareholders. The Office of National Tax 
Administration (ONTA) said Hyundai 
founder and honorary chairman Chung 
Ju Yung had transferred shares to his sons 
without paying taxes. ONTA also said 
Chung and his family failed to declare 
gains on shares bought cheaply ahead of 
public offerings. The authorities’ move 
was widely seen as an attempt by the Roh 
Tae Woo administration to show its 
political muscle in the run-up to polls in 
1992. Analysts said the presidential Blue 
House was seeking to curb big business’ 
ability to fund political activities, as well 
as hoping to court public popularity. 
Hyundai, South Korea's second-largest 
business group, is expected to contest the 
tax decision. 


Pertamina buys, leases 

17 oil tankers 

> Indonesia's national oil company, 
Pertamina, has agreed to buy or lease 17 
oil tankers from nine private Indonesian 
firms. The tankers range from 1,500 dwt 
to 35,000 dwt. The order is the largest 
ever concluded by Pertamina, but no 
details were released on costs or the 
duration of the leases. Four of the smaller 
tankers will be built in Indonesia and the 
rest procured abroad. Four of the larger 
vessels will be leased to Pertamina by the 
Humpuss and Bimantara business 
groups, each majority-owned by a son of 
President Suharto. 


India gets commercial credit 
to fund petroleum imports 

> ANZ Grindlays Bank will give а 
US$110 million credit to state-owned 
Indian Oil Corp. to cover the import of 
crude oil and petroleum products, Indian 
Petroleum Minister B. Shankaranand said 
on 4 November. The commercial credit 
comes as India’s balance-of-payments 
crisis eased with the formal approval by 
the IMF board on 31 October of US$2.3 
billion in stand-by loans, to be disbursed 
over the next 20 months. 


China’s Anhui province 

is hit by drought 

> Crippled by floods this summer, 
China’s province of Anhui is now 
suffering a drought that has prevented 
farmers from sowing one third of their 
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autumn grain and one quarter of their 
oilseed crops. So far, 1.8 million ha of the 
Huaihe valley have been affected by the 
lack of rain since September, and the 
provincial weather bureau predicted 
unseasonably dry weather throughout the 
rest of November. Rehabilitation efforts 
are still far from complete in Huaihe, one 
of the worst-hit areas in the summer 
floods. The failure of the autumn harvests 
worsens the prospect of mass hunger, 
exposure to winter cold and social unrest. 


Malaysia's power utility 

to be floated next May 

> Malaysian Finance Minister Datuk Seri 
Anwar Ibrahim said national electricity 
provider Tenaga Nasional will be listed 
next May on the Kuala Lumpur Stock 
Exchange under the government's 
campaign to privatise major state-run 
industries. Anwar said other projects 
earmarked for privatisation over the next 
few years include national car-maker 
Proton, Malayan Railway, postal services, 
major airports, and shipping services in 
Port Klang and Penang. So far the 
government has privatised 40 public 
enterprises, Anwar said. 


Business indicators 


Foreign-exchange market 
begins dealings in Taipei 

> Taiwan's central bank opened a 
forward foreign-exchange market on 1 
November, four years after a one-day 
experiment with the market was 
considered a failure. The market opening 
coincided with a steady rise in the value 
of the New Taiwan dollar, which traded 
at NT$26.12 : US$1 on 5 November, a 
two-year high. The new futures market is 
limited to companies engaged in foreign 
trading and positions may be held for a 
maximum of 180 days with one extension. 
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South Korean firms seek 

curb on Taiwanese imports 

P The Electronic Industries Association 
of Korea (EIAK) asked for protection from 
Taiwanese computer-board imports. In a 
petition filed with the Korean Trade 
Commission (part of the Ministry of 
Trade and Industry), EIAK claimed that 
imported “motherboards,” which form 
the heart of personal computers, are 
injuring domestic manufacturers. The 
value of motherboard imports last year 
jumped 86% to US$27.7 million, with 94% 
of the imports coming from Taiwan, EIAK 
said. Imports have continued to climb 
sharply this year, and totalled US$22.4 
million in the first half. 


Japanese tax revenue falls 

as corporate payments drop 

> Japan's tax revenues in the first half of 
fiscal 1991, which ended in September, 
fell 2.3% from a year earlier, due to a 
sharp drop in corporate income-tax 
payments. If the trend continues, Tokyo 
will face a revenue shortfall of ¥3 trillion 
(US$23 billion) by the end of fiscal 1991. 
This will be the first time since fiscal 1985 
that tax revenues have fallen short of 
original estimates. The Ministry of 
Finance has called on ministries and 
government agencies to cut spending. 


Marubeni in joint venture 

to build Dalian plant 

P Marubeni of Japan and Tecnimont of 
Italy have won an order to build a US$40 
million polypropylene plant in Dalian, 
northeast China. The plant, the first joint 
venture of its kind in China, will export 
most of its annual output of 60,000 
tonnes. Other participants in the project 
are Himont of the US, the Hongkong 
subsidiary of China National Chemicals 
Import & Export Corp., and Total of 
France. 


Jakarta approves creation 

of foreign-currency market 

> Bank Indonesia, the central bank, has 
given provisional operating licences to 10 
money-market brokers. Only banks are 
currently allowed to deal in foreign 
exchange, and then only on their own 
behalf. Seven of the new companies are 
foreign joint ventures, the other three 
being domestically owned. The 
companies, each of which is required to 
provide paid-up capital of Rps 1 billion 
(US$500,000), expect the market to have 
an initial daily trading volume of around 
US$1.2 billion. 
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Last sale to 4 Nov. Latest week ago ago 
Gold London?) 35620. 38120 35600 3780 
Copper New York (3) 
Current delivery (Dec.) i 105.20 100.75 115.60 
Jan. delivery Sla LS 105.60 
Aluminium London (7) 
Current delivery (Nov) — — __ 148800 117600 126200 194500 
Tin Kuala Lumpur (1) 1474 14.84 1540 1630 
New York (3) 
Current delivery (Dec.) 61.83 62.68 70.14 7498 
delivery 63.33 E 
Kuala Lumpur (8) 
Current delivery (Dec.) 226.50 227.50 228.00 240.00 
Feb. delivery __ 227.50 " 
Jute Dhaa(i! —— 380.00 380.00 380.00 410.00 
Palm Oil Kuala Lumpur (4) 
Current delivery (Nov.) 871.00 840.00 870.00 754.00 
Jan. - 888.00 4 
New York (3) 
Current delivery (Mar.) 8.95 8.69 9.59 971 
May delivery 884 
Singapore (9) 
Sarawak Asta blk 100% —— 215.00 215.00 215.00 302.50 
Chicago (5) 
Current delivery (Dec.) 364.60 364.60 298.00 265.20 
_ 0 А 
Chicago (6) 
Current delivery (Dec.) 254.00 250.40 262.20 230.20 
Mar, delivery 262.20 
Rice Bangkok (7; 
5% white fob 29700 29700 31700 27500 
Chicago (5) 
Current delivery (Nov.) 567.20 54120 637.00 592.40 
delivery 57340 3 
New York (7) 
Current delivery (Dec. ) 1,204.00 1,186.00 1,071.00 1,147.00 
Mar. 1266.00 à 
New York (3) 
Current delivery (Dec.) 78.80 81.00 82.55 88.70 
Mar. delivery NEED. s ر‎ 3 
Petroleum 
Sumatran fight Tokyo (10) 20.70 20.60 18.90 34.35 
Brent London (10) 2240 21385 1960 3158 





(1) M$ akg (2) USŞ an oz (3)UScalb 
(6) USe a 56 Ib bushel (7) US$ a tonne 


(11) BWD, 


Telerate, 


(4) M$ a tonne (5) USc a 60 Ib bushel 
(8) PSSt, Mc akg (9) S$ a 100 kg (10) US$ а barrel 
US$atonne ^ Source: International Jute 


Economic indicators, selected Asian countries 
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Singapore _ dolar _1.68 AX __ 1,701 
South Korea Won 752.80 750.40 Ж 7%. 70 " 714.80 
Sri Lanka rupee à 54558 _ 418 — 40893. 40.04 
Switzerland franc - 1.4445 1507 — 1.4963. 1.25. 
Taiwan МТ dollar 2616 1 26386 à 1 26746 T . 07268 
Thailand - bah — 2550 — 25.62 256625. 2499 





Other: SDR1=US$1.38178 ECU1 -US$ 24821 S$=M$1 607 
Official rate {Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 


Currency deposit and bond yields 























6 12 10 year govt 
4 Nov. month months months months yield 
uss 50625 5125 50625 | 525 150 
Sterling — 104375 103758 05 1 1025 — 986 
Yen 625 6185 3 59375 5.6875 — 599 
Swiss Fr. 7.875 _ 8.25 825 __ 85 29 
Dm — . 9.1875 94375 94375. 94375 820 
AS 8.00 800 78125 7875 9.98 
cs — 7875 7.625 7375 7.375 __ 850 
ECU — 09435 _ 96875 96875 . 96875 _ 884 



































AAT: Australia China — Hongkong India Indonesia Japan Malaysia 
— ants Growth % (real) (1) 
. 5 23 44) 7 56 98 

1991 2 6 - 34 3544. Y | 88 . 86 
International Reserves (5) 
Latest US$15.69b (Aug) ee 14b (Jun) na. US$1.19b (Aug) US$8.54b (Jul) US$69.77 (Aug) US$9.88 (Apr) 
Year earlier — US$14.70b 5$24.37b ne US$358b — USS. US$76.08b 74 
Trade Balance (total merchandise) 
Latest 3 months 4US$1.17b (Jun-Aug) «US$2.69b (Jun-Aug)  +US$0.66b (Jul-Sept) — -USS0.59b (May-Jul) +US$0.41b(8) (May-Jul) — «US$22.20b (Jul-Sept) -US$0.78b (May-Jul) 
Previous 3 months +05$1.280 +US$1.11b -US$1.46b -US$0.54b +US$0.17b +05$17.750 -US$1.24b 
Year earlier 2050.180 __ +054 — — — +US$0.85b _ -US$0.80b +50  +US$15.77b 5080.116 
Exports (6) 
Latest 3 months US$10.68b US$18.78b US$26.66b US$3.790 с 160(8) US$78.98b 
% change previous 3 months +18 413.8 +123 -19.9 +69 +148 
% change year earlier +10.4 +194 —— E +218 123 ke 1 j +96 +234 
Imports (7) 
Latest 3 months US$9.51b US$16.08b US$26.00b US$4.39b US$6.75b18) US$56.78b US$9.400 
% change previous 3 months 439 +45 +32 -16.9 +45 42 +73 
% change year earlier 33 +214 2, _ «36 7144 +307 | $09 
Consumer Prices 
Base Jul 80-Jun 81=100 Aug 1990-100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1990-100 1990-100 
Latest 3 months index average 214.1 (Jan-Mar) 104.9/11) (Aug) 161.3 (Jul-Sept) 213.3 (Jun-Aug) 125.2 (Jul-Sept) 103.1 (Jun-Aug) 104.8 (Jun-Aug) 
% change previous 3 months 02 na. +15 +54 +38 +0.1 1 
* change year earlier 49 49 1 +123 - 1 413.5 F 9. 1 +34 $ +51 
Money Supply (3) 

A$203.20b/9)(Aug) Ртб 1,561.86b (Jan-Mar) i 62b (Sept) в, om (9) (Aug) ^ Rps90468t (Jul) 3504.00t (Jul) M$87.85b (Apr) 
% change previous month 03 +6.4(10) +31 +04 
% change year earlier +48 +30.6 ‘Tas вз +59 +34 +128 





(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price 
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Index A (3) М2 or currency plus bank deposits (4) To March (5]IMF definition of reserves minus gold except for Singapore (6)fob (lot &— 
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Kuala Lumpur Average daily Manila 
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Australia 
All-Ordinaries index, 1. 


AMM Blue Chip Index* 
95 90.53 (Laf scale) 





Average daily turnover 
US$231.6m 
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New Zealand 
NZSE-40 Capital Index, 
1,551.31 
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*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 161991 Morgan Stanley Capital International 


"Ап unweighted index composed of over 200 blue chip Asian stocks excluding 


Philippines Singapore South Korea Taiwan Thailand 
25 83 9 51 10 
1525 657 8-9 7 75-90 
US$2.26b (Aug) US$28.99b (Jun) US$13.35b (Aug) US$72.16b (Jun) US$16.44b (Aug) 
_ US$1.08b US$23.35b US$15.81b US$63.63b US$12.92b 
-US$0.71b (May-Jul) -US$1.79b [Jun-Aug) -05$1.896 (Aug-Oct) +US$4.30b (Jul-Sep)  -US$2.37b (May-Jul) 
-US$0.90b -US$1.73b -US$2.38b +US$3.68b -US$0.23b 
- "US$0.97b -US$2.02b -US$1.20b +US$4.36b +US$0.31b 
US$2.23b US$15.21b US$17.77b US$20.27b US$6.84b 
*6.3 +5.0 42 +49 +6.6 
+8.2 +185 +6.3 +15.2 +18.3 
US$2.95b US$17.01b US$19.66b US$15.97b US$9.21b 
47 48 5.0 +2.1 +22 
27 +144 97 +20.7 +175 
1978=100 Sept 87-Aug 88=100 1985=100 1986=100 1986=100 
597 9 (Jul-Sept) 110.2 (Jun-Aug) 144.6 (Jul-Sept) 115.8 (Jul-Sept) 125.5 (May-Jul) 
43.0 +07 «2.0 +22 +16 
+18.9 +3.9 +9.1 +24 +5.9 
P317.82b (9) (Jul) S$67 09b (Jul) Won 76.36t (Sept) NT$6.93t (Sept) Baht 1,622.9b (May) 
07 +32 +3.5 +0.8 +0.9 
+190 +178 +183 +16.7 +19.9 


8) Including petroleum (9)M3 (10)% change over past 3 months (11) One month Source: Official statistics 
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Interest rates (%) 


Prime Interbank Interbank Interbank 
4 Nov. lending 1 month! 3 months! 6 months! 
Australia 1350 — 8375 8.35038 823438 
Britain 10.50 10.4375 10.375 10.25 
Hongkong 8.50 4.1875 4.9375 5.1875 
Indonesia 2500 205% 2100 — 2100 
Japan *6.90 

"7.0 6.3125 6.1875 6.00 
Malaysia 725 7% 8.08 823 
New Zealand 1275 805 795 7.86 


Philippines 23.00 1825 17.50 17.50 
Singapore 7.25 3.625 3.75 4.00 
South Korea 111780 — — ie 


Taiwan 10.00 — — — 
Thailand 14.50 12.00 1250 -— 
us 8.00 5.0625 5.1875 5.1875 


‘Long term "Shortterm Monetary Stabilisation Bond (1 year) 
TOtfered rate Source: Telerate and Review Data 
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Now for the next miracle 


hroff is relieved that a resolution 

has been found to the eight-month 

imbroglio between members of the 

Stock Exchange of Hongkong 
(SEHK) and the Securities and Futures Com- 
mission (SFC). 

But even though the sEHK has adopted 
a broader-based system of governance and 
done away with an often-abused system of 
proxy voting, much of the real reforms 
have yet to be undertaken. Shroff wonders 
how far is the SEHK from introducing short- 
selling, options trading and efficient settle- 
ment and clearance systems. 

It is easy to upbraid SEHK operators — 
such as newly elected legislative council- 
lors Chim Pui-chung and Philip Wong — 
for riding roughshod over minority share- 
holders and for making comments that 
would sound more appropriate in a 
Guangdong vegetable market. But it is also 
easy to forget that international 
brokerages, which have now 
been given a greater say in how 
the SEHK should be managed, 
are just as guilty of sullying the 
exchange's reputation. They al- 
ready control the bulk of its 
turnover and almost all the un- 
derwriting. 

Peregrine, for example, un- 
derwrote the re-birth of con- 
victed felon Albert Yeung, 
through a backdoor listing of 
Parisco. Citicorp Scrimgeour 
Vickers, the brokerage's previ- 
ous incarnation, (which em- 
ployed outgoing SEHK boss 
Francis Yuen) advised the Lau brothers, 
Hongkong's premier abusers of minority 
shareholders. 

Then there is Wardleys, the merchant- 
banking arm of Hongkong & Shanghai 
Banking Corp., which counts property 
magnate Hwang Chou-shiuan, à former 
Kuomintang cop in Taiwan, as a valued 
customer. Hwang last year attempted a 
hostile takeover of two Lau companies — 
Evergo Industrial and Chinese Estates 
Holdings — after leaving Taiwan in the 
midst of a scandal in which three of his 
employees were found guilty of bribery. 

Schroders is another international bro- 
kerage whose record is not entirely un- 
blemished. The company has distinguished 
itself in the poor advice it has given to mi- 
nority shareholders in Hongkong. The re- 
verse buy-out in 1990 of a near-bankrupt 
New Zealand Equities by its Hongkong 
subsidiary, Paladin, was the worst of these. 

So much for big-time underwriters 


seeking a more professional stockmarket 
in Hongkong. But the point is that most 
people in Hongkong like their stockmarket 
a little dirty, public statements to the con- 
trary. After all, inefficiencies are precisely 
where big bucks are to be made. 

Shroff wonders whether the big brokers 
which are ripping down the doors of 
Ronald Li's private club will be any keener 
to spend money on eradicating imperfec- 
tions. Long-overdue changes in the SEHK's 
structure are necessary. 

If the Bombay Stock Exchange can deal 
with short-selling, the SEHK certainly 
should be able to adopt the practice. And it 
should not be too hard for Hongkong to 
establish a share-options facility, so that 
investors can hedge their risks. The next 
step: to spend SEHK's surplus on upgrad- 
ing clearance and settlement procedures. 

m Jonathan Friedland 






STCK EXCHANGE, 
CSUNCL — 2 


Hongkong-listed Jardine Matheson Hold- 
ings (JMH) has just booked around US$100 
million in extraordinary profits which will 
duly adorn its 1991 accounts. Did anyone 
notice? 

JMH is selling 30.2% of its subsidiary 
Jardine Insurance Brokers (JIB) on the Lon- 
don market, in a flotation which values the 
broker at £213 million (US$358 million). 
The extraordinary gain comes from the US- 
dollar equivalent of the £64 million JMH 
will get for its stake, minus JIB's book value. 
In JMH's 1990 accounts this was just US$2.5 
million (as a Bermuda-registered company, 
JMH reports in US dollars). 

But, rather like a property revaluation, 
the gain is really only a gleam in the bean- 
counter's eye. In fact, it will bring in far 
less hard cash that first appears. Before the 
listing, JMH injected £50 million into the 
brokerage, primarily to straighten out the 
books after JIB's spate of acquisitions over 
the last few years. So the £64 million earned 
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from the shares sold represents a cash gain 
of only around £14 million. 

For that, JMH has sold a one-third stake 
in an operation which last year earned net 
profits of £8.6 million — not such a grand 
deal, after all. | 

The major benefit of the listing is that 
by floating JIB at a p/e ratio of 14.7 — as 
opposed to the 8.7 that JMH currently com- 
mands on the Hongkong bourse — | 
Jardines has cut the broker's cost of capital. 
JIB has lost no time in pushing its advan- | 
tage, issuing shares equivalent to 7% of its 
capital to buy 27% of a French insurance | 
broker. 

Isn't ita bit early to start issuing shares? 
Apparently not — the flotation was 4.3 
times oversubscribed. 

The cost-of-capital argument will cer- 
tainly be taken by some as an indication 
that Jardines would be better off de-listing 
from the Hongkong market. 
But there are crucial differences | 
between broker and holding 
company. | 

JIB has practically nothing to | 
do with either Hongkong or 
Asia. The region accounts for a 
mere 3.8% of its turnover and 
6.9% of profits. JIB's main busi- 
ness is apparently selling other 
people's property insurance 
policies to Pizza Hut and | 
Kentucky Fried Chicken 
franchisees in the US. 

JMH is a very different story. 
Hongkong and China account 
for 58% of net profits, with a 
further 28% coming from the rest of Asia, 
excluding Australasia. The moral is that 
any perceived Hongkong discount on JMH 
shares reflects primarily worries about 
JMH's business mix. And that is not some- 
thing that can be fixed by a change of ad- 
dress, as HSBC Holdings can attest. 

By the same token, any suspicion that 
the JIB flotation is the prototype for a step- 
by-step gutting of JMH's interests and their 
rebirth in London is probably mistaken. 

In the fine print of the JIB prospectus 
lurks clear evidence that Jardines’ is still a 
Hongkong kind of company. Although it 
does not provide the names or number of 
directors, the prospectus does reveal that 
their emoluments totalled £313,000 in 1989, 
£380,000 in 1990 and no less than £937,000 
for the pre-flotation six months ending 30 
June 1991. These payments “do not reflect 
the costs of the board as currently consti- 
tuted,” the document says. So who got the 
loot? m Michael Taylor 
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The Commerzbank report 
on German business and finance 11/ 91 












The potential investor is puzzled by 
the mixed signals being sent out by 
the eastern German economy, Until re- 
cently, industrial production had been 
falling sharply. Adoption of the western 
German monetary and social system, 
combined: with the introduction of the 
D-mark at àn over-generous conver- 
sion rate, rendered most of eastern 
Germany's manufacturing sector un- 
competitive; rapidly rising wages exacer- 
bated the problem. In addition, trade 
with the Soviet Union and Eastern 
Europe has virtually collapsed with the 
abolition of preferential market access. 

At the same time, though, privatis- 
ation has gathered. momentum. The 
Treuhandanstalt is currently selling off 
an average of 20 firms per day. All the 
public utilities, banks, insurers and 
wholesale and retail trading firms have 
now been privatised. - 


Market economy takes shape 


In the meantime, eastern Germany is 
experiencing an investment boom, with 
the Government providing substantial 
tax incentives and investment subsidies 
and carrying out large-scale improve- 
ments to the region’s infrastructure. The 
public administration has been decen- 
tralised along western German lines and 
is now reasonably efficient. It has be- 
come obvious that the only serious 
obstacle on the road to privatisation is 


the unresolved issue of property rights 


for real estate. 

However, the old system’s emphasis 
on educational qualifications is turning 
out to be a key advantage in the eyes of 
investors, as it ensures the availability 
of an adequate supply of skilled staff. 





vestment activity in eastern Germany 
is now in full swing 


“The opportunities 
currently being offered to 
investors are unique.” 





One of the things that sets the former 
GDR apart from the other ex-commu- 
nist countries is the massive financial 
support being provided by western Ger- 
many. In fact, transfer payments from 
the west make up two-thirds of eastern 
Germany's GNB allow- 
ing it to press ahead with 
industrial restructuring, 
while offsetting the high 
social costs through sub- 
stantial unemployment 
benefits. By contrast, 
Eastern Europe is having 
to proceed much more 
cautiously in this respect, 
and, as a result, overman- 
ning is seriously retarding 
the pace of economic 
reform. 

Of late, investors from 
Western Europe and 
America have been show- 


Investment plans of western German business 


DM20bn 
















and Tokyo. Using generally accepted 
accounting standards, it has compiled 
and published financial data on firms. 
it proposes to sell. Telecommunications, - 
specialised chemical companies an 
food processing are the sectors m 
ing with the greatest interest. The p 
ferred regions are Berlin and its enviro 
and the industrial areas of Saxony and. 
Thuringia. While the Treuhandanstalt is. 
at pains not to let firms go for less than 
their market value, it is keen to sell to 





in eastern Germany 
DM24bn. 





Construction 


Manufacturing 
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ing a strong interest in 
acquiring eastern German companies. 
Initial reservations about the general 
thrust and effectiveness of economic 
policy for the east, as well as the political 
will to see reforms through, have now 
been dispelled. Increasingly, investors 
from abroad are recognising eastern 
Germany's advantages as a base from 
which to do business in the Single Euro- 
pean Market. 

The Treuhandanstalt is actively en- 
couraging bidding by foreign investors 
through its liaison offices in New York 








Office, Phone 5004959 - Bombay Representative Office, Phone 221133 












COMMERZBANK $. 
German knowhow in global finance 


VIEWPOINT is presented as a service to the international business and financial community by Commerzbank Economics Department, РО, Box 1005 05, D-6000 Frankfurt/Main 1, Germany. 
Commerzbank in Asia: Hong Kong Branch, Phone 8429666 - Singapore Branch, Phone 2234855 ‘Tok: 


yo Branch, Phone 35024371-75: Osaka Office, Phone 2021235/6 - Commerz Securities 
(Japan) Co. Ltd. Tokyo Branch, Phone 35922200- Commerzbank 


(South East Asia) Lid., Singapore, Phone 223 48 55 - Bangkok Representative Office, Phone 254-4506/7 - Beijing Representative 


investors presenting a viable restruc- 
turing plan. ; 

As eastern Germany develops ‘its 
market economy, new industrial struc. 
tures are emerging and positions are. 
being staked out for the future. Key 
relationships are being forged with cus- 
tomers. Before too long, investme 
incentives such as subsidies and pref- 
erential tax treatment will have bee 
phased out, and the unique opportunities 
currently being offered to investors will 
be a thing of the past. 








Affiliated Bank: Korea International Merchant Bank, Seoul, Phone 75342 44. 





. 231886/72 - Jakarta Representative Office, Phone 710231/34 - Seoul Representative Office, Phone 722314275 

















CLASSIFIED ADVERTISEMENTS: 


| : Property zi Franchise Opportunities 


FRANCHISE OPPORTUNITY 
HANDBOOK, 
Information on over 1,000 selected 
franchisors, including what you should 
"know before vou invest, $59.95 includ- 





















































To place your 
classified ad, 
fax: Hong Kong 
| (852) 8346051 or 
call: 
2 3 
SEE THE POTENTIAL | | ное коте 832847: 
REAP THE REWARD. Singapore 2203720 
Limitless development "DAL ә ; 
potential at Queensport Гокуо 32700251 
Quays for the imaginative Bangkok 3913275 
investor. 
* 8km to City Centre Sydney 3639736 
* Easy arterial road access 
* Close to railway Jakarta 5703123 
* Large ship river access | 
* Near International/ Taipei 7775723 
Domestic : 
i | Manila $273950 
. ; Seoul 7856665 
For a 3 minute colour video and brochure contact: Te : 
" а Ёё London 3340008 
Q King& Richard Ellis 1 | new york | 
KING &Co E New Y ork 8086618 
Phil Ainsworth Greg Reddaway on a Е 4132 Я 
617801 6000 (Рах 617 891 5384) 6178339883 (Fax 61 7 832 1326) 2 Auckland 4130561 | 














Business Courses 


— REVIEW CLASSIFIED ADVERTISEMENTS 
THE RICHMOND MBA Cost: US$ 64 per column centimeter 


IN LONDON Column Width: 
FOR THE INTERNATIONAL MANAGER 1 column 41mm 
















2 columns 88 mm 
@ An American MBA in London 3 columns 133 mm 
@ Flexible 10 and 15 month programmes 4 columns 183 mm 





Column Depth: minimum 30 mm, maximum 230 mm 


Standard Units: 
1/4 (v) page (230 x 41 mm) US$ 1472 
1/4 (h) page (120x88 mm) US$ 1536 
1/2 (v) page (280x88 тт) US$ 2944 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240x188 mm) ^ US$6144 


@ Credit for professional qualifications 
@ Work experience with International Companies 
RICHMO € Effectiveness for the global market 

COLLEGE € US and UK accredited and recognised 




















Write or phone for your free 32 page brochure: 
MBA Program Office, Dept FER, 16 Young Street, London W8 6EH. UK. 
938 1804. Fax: 0719383037. _ | 













For more information please contact the classified advertisement | 
manager, Far Eastern Economic Review, 4th Floor, Centre Point. | 
Building, 181 Gloucester Roag, m Kong. | Tel: 5328479, Fax | 
8346051 Е | 


For QUALITY response... 
advertise in this section 





CLASSIFIED ADVERTISEMENTS 


ppointments Business Opportunities | 


topics (ICRISAT) 
quires a 


ICRISAT is a nonprofit, autonomous, scientific research. and 
training institute receiving support from donors through the Con- 
sultative.Group on International Agricultural Research. 


The position is based at ICRISAT Center, the Institute's headquar- 
ters at Patancheru about 30 km from Hyderabad, India. Hyderabad 
has good access by air to several international airports, good liv ing 
conditions, including medical care and an international school for 
children up to 12 years. - 


The Network consists of scientists, administrators, and institutions 
in Asia, and mentor in itutes and scientists outside Asia linked 
together because of a commitment to collaborate in solving prob- 
lems on sorghum, pearl millet, chickpea, pigeonpea, and groundnut, 
and the farming systems involving these crops. The Network 
_ |. covers bilateral and multilateral activities with more than 10 Asian 
. | countries. 


; Job description: The Legumes Coordinator administers and sup- 

. ports cooperative activities between scientists and policy-makers 
of Asian national agricultural research systems (NARS). The Co- 
ordinator is expected to carry out activities that strengthen the 
Network and NARS capability to do research on the three legumes 
(chickpea, pigeonpea. and groundnut) and associated farming 
systems. The Coordinator will report to the Program Director, 
Legumes. All the activities of CLAN are guided by an Advisory 
Committee. 


Qualifications: (Essential) A Ph.D. degree in an agricultural sci- 
ence discipline, extended experience working in developing 
countries, preferably in Asia, good health, demonstrated ability to 
work well with people, and research experience with legume 
crops, (Desirable) Ability to coordinate research activities, will- 
ingness to travel frequently, and experience in organizing workshops 
and meetings and in operating computer-based management infor- 
mation systems. 


The appointment is for a Principal ( internationally recruited) 
staff position, for a term to be mutually agreed. The salary paid in 
USS, will be based on qualifications and experience and will be 
| commensurate with that of similar international positions. Appli- 
[ cants should submit to the Director General, ICRISAT, Patancheru. 
| Andhra Pradesh 502 324, India, a narrative of their suitability for 
the position, a full curriculum vitae, and names of three referees, 
_ within 1 month of the date of this advertisement. 


Review Classified Sections 


The classifications available in this section are as follows; when booking. 


please state your requirements: 


Appointments Investment Opportunities 
Business Equipment Notices 
Business Opportunities Personal 
Business Services Property 
1 Conferences & Exhibitions Positions Wanted 
| Courses & Seminars Publications 
| Education Residential Schools 
- Fellowships Universities 
Hotels & Accommodation 





The manufacturing arm in Malaysia of 
one of the world's most respected 
names in hair care has limited free 
capacities for 


CONTRACT FILLING OF HAIR & 
BODY CARE PRODUCTS 


to makers’ specifications. Product 
categories that can be produced 
include permanent waves and neutra- 
lizers, hair colours, shampoos, con- 
ditioners, tonics, hair creams, wet gels, 
bath foams, hand & body lotions, hair 
straighteners, creams (no aerosols, . 
talcs) and similar preparations. 


Principals demanding quality. and reli- 
ability and looking for long term CO 
operation are requested to direct their — 
enquiries to: p 





The Managing Director, 

Chemo Laboratories Manufacturing Sdn Bhd, 
Lot 4 Jalan Ragum 15/17, 40000 Shah Alam, 
Selangor, Malaysia. 

Fax no. (03) 5598087. 





Miscellaneous 


HOLD IT RIGHT THERE! 
AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
perfect for you. deeem 


* Reduces back and 
neck aches 

* Reduces eye strain 

* Uses no desk space 

* Folds away neatly 

* Fixes left or right 

* Non-magnetic 


"Or local currency equivalent 
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Cabbage-patch 


n the Javanese hill country above 
Bandung, a dozen peasant farmers 
squat between rows of cabbages. As 
they move slowly along the rows, 
they pause occasionally to poke and pinch 
at the insects munching at the leaves. 
Theirs is an age-old concern, but with a 
new twist. The experiment under way in 
this one-hectare plot could have far-reach- 


| ing benefits. 


The predators attacking the cabbages 
are not just light snackers: a few diamond- 
back moth larvae — most feared among 
cabbage pests — can reduce the amount of 
marketable cabbage by up to 70%. 

On many farms, in developed and de- 
veloping nations alike, the modern agricul- 


| tural solution would be simply to blast the 


crops with repeated doses of agricultural 
chemicals. But by focusing on the indi- 
vidual insects doing the damage, the 
Bandung group is joining a new trend in 
pest control. 

By monitoring the precise number of 
harmful insects on their cabbages, they can 
delay spraying until the numbers pass a 
pre-determined threshhold: in this case, 0.5 
insects per plant. Research has shown that 
when the insects are fewer than this, the 
damage they cause is not severe enough to 


| justify the cost of spraying. In addition, 
| recognition is spreading — among not just 


environmental groups and scientists but 
also governments and pesticide makers — 
that excessive use of chemicals is harmful. 

So it is that in Pangalengan, 40 km from 
Bandung, Swiss chemicals and pharma- 
ceutical giant Ciba-Geigy is spending 
US$66,000 a year to conduct a pilot project 
in the sparing use of chemicals. The aim is 
to teach local farmers to use new methods 
of pest control that can slash pesticide use 
by two thirds or more. 

In a programme that combines a flair 
for public relations and marketing acumen, 
Ciba-Geigy has teamed up with the 
Lembang Horticultural Research Institute 
and the government's agricultural exten- 
sion service. 

The techniques they are trying to popu- 
larise are collectively known as integrated 
pest management (IPM). The idea is to use 


| an array of weapons against crop pests and 


diseases rather than rely on mega-doses of 
pesticide. Particularly important is the use 
of natural predators to help limit the 
number of harmful insects. 

For cabbages, a parasitoid wasp, 
Diadegma eucerophaga, is the weapon of 
choice. The wasp lays its eggs in the dia- 
mond-back moth larvae, preventing them 


from reaching maturity. 

Eighteen months after it began, the 
early results of the Ciba-Geigy IPM pro- 
gramme are promising. The first batch of 
participating farmers were advised to con- 
tinue their normal crop-protection methods 
on part of their cabbage crop, while using 
IPM techniques on an adjacent portion. 

On the "normal," or control, plots, they 
would spray 15 or more times during the 
90-day growing season. On the experimen- 
tal patch, they found that three to six ap- 
plications of pesticide (a Ciba-Geigy pro- 
duct, of course) were sufficient for the en- 
tire period. Best of all, there was no reduc- 
tion in yield. 

The benefits to society go beyond better 
profits for farmers, as important as that 
may be. Reduced use of insecticides helps 
prevent consumers from getting poisoned 
by chemical-tainted foods, and minimises 





Keeping the lid on chemicals. 


the still largely unknown impact on farm- 
ers' health of exposure to agricultural 
chemicals. 

David Nevill, head of Ciba-Geigy's ag- 
ricultural division in Indonesia, says that 
next year the programme would be ex- 
tended to potatoes, another major highland 
crop; and the following year, to lowland 
onion and tomato cultivation. 

Indonesian agricultural experts have 
bigger ambitions. Sudarwohadi Sas- 
trosiswojo, an entomologist at the 
Lembang institute, says the government's 
National Board of Development has re- 
cently asked his organisation to develop 
and implement a similar programme cov- 
ering five Java provinces. "This Ciba-Geigy 
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AND INNOVATION | 


cull 


pilot project will be the model for our pro- 
gramme for the whole country," he says. 

While the ambition to expand the pro- | 
gramme is laudable, the key will be 
whether Indonesian authorities devote | 
sufficient resources and political will to the | 
task. Early indications are that the exten- | 
sion service, whose officers would have to | 
carry the burden of propagating IPM tech- 
niques, are not keen on the new duties. 

IPM methods have been used on Indo- | 
nesia’s staple rice crop since the early 
1980s. For rice agriculture, the big insect | 
enemies are brown plant hopper and stem | 
borer. The most widely used insect ally is | 
the lygosa spider. 

In the course of Indonesia’s drive for 
self-sufficiency in rice production, the gov- 
ernment has ladled out heavy subsidies for 
pesticides. As a result, rice farmers have 
over-used them. 

Between 1986 and 1989, however, the 
authorities phased out this financial sup- 
port, at the same time banning the use of 
57 different “broad-spectrum” chemicals. 
The problem with this group of chemicals 
is that they killed the hoppers’ and borers’ 
natural enemies — particularly the lygosa 
spider — along with the pests themselves. 
Moreover, the insects they were designed 
to kill quickly began to develop a resist- 
ance to the chemicals. 

The result of the policy has helped to 
make Indonesia a success story for Asean. 
Overall pesticide consumption has de- 
clined by two thirds, according to 
Sudarwohadi, while yields have stayed the 
same. 

For Ciba-Geigy, reducing the use of ag- 
ricultural chemicals is not the act of corpo- 
rate sacrifice it might seem. The cost of de- 
veloping new products is reaching pro- 
hibitive levels. Nevill estimates that it takes 
on average eight to 10 years to bring a pro- 
duct from test tube to market, at a cost of 
around US$100 million. As many as 20,000 
new chemical compounds are tested each 
year at Ciba-Geigy’s headquarters in Basle, 
Switzerland. Some 30-40 of these will be 
deemed promising enough to be sent out 
to field research stations around the world. 
In a good year, one will ultimately be 
brought to market. 

Under these circumstances, it becomes 
positively harmful to the company’s sales 
prospects if a particular product is used 
too much, because pests then develop re- 
sistance to it more quickly. “You have to 
ensure that a product can be used for a 
long enough time to ensure a decent re- 
turn,” says Nevill. m Carl Goldstein 
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The New Citation X Is Unlike 


Any 


Other Business Jet InThe Sky. 


Or OnThe Drawing Board. 


Operating at speeds up to Mach .9 (nearly 
600 mph), the Citation X is the fastest business 
jet in the world. 

Amazingly, the Citation X also delivers 
greater range at higher speeds. New York-to- 
London in under seven hours, for example. 

No other business jet takes you farther in less 
time and on less fuel. 

Why is the Citation X so far ahead of other 
"new" jets? Because it's one business jet for the 
'90s that wasn't designed around technology 
from the ’60s. The new Citation X truly is new. 

The wing is a totally new design, based on 
proven supercritical technology. One major 
reason why the Citation X achieves its remark- 
able speed is the wing sweep — greater than 
that of any other business jet. And high-speed 
wind-tunnel tests have already verified that the 
wing will perform exactly as promised. 


The GM/Allison engines are also com- 
pletely new. Designed for the demands of 
airline use, they're exceptionally reliable. And 
initial test runs have confirmed that they re 
nearly 20 percent more fuel efficient than 
older, less powerful engines. 

There's an array of new technology on the 
Citation X flight deck, including a dual digital 
autopilot/flight director/EICAS system, with 
five 8x7-inch EFIS displays. 

And the elegant new Citation X cabin is 
almost six feet longer than midsize Citations. 
With a stand-up aisle that extends from the 
hardwood galley to the spacious aft lav. 

The fast, efficient Citation X gives you 
the ability to fly long-range missions in the 
kind of superb comfort of a $25 million 
business jet. But in much less time. And on 
much, much less fuel. 


Yet incredibly the Citation X is priced at just 
$11.85 million, less interior. 

Small wonder that corporations all over the 
world have already placed orders for this extra- 
ordinary new aircraft. And with the aircraft 
already being assembled for its first flight in 
1993, the Citation X is exactly on schedule for 
first deliveries by 1995. 

For a technical presentation in your office, 
showing how the Citation X would perform 
in handling your corporate travel plans, contact 
Gordon C. Vieth; Cessna Aircraft Company; 
РО. Box 7706; Wichita, KS 67277 USA. 

Tel.: 316-941-6056. Fax: 316-941-6640, 
Telex: 6875048. 
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Going East. 
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Breathtaking by day, 
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On January 1 i we make 


The people who run The East Asiatic Company 
of Denmark and Ben Line Containers of 
Scotland have put their heads together. They 
decided that if each of them could offer you 
dependable container transport, what couldn't 
they accomplish working together? So on 
January 1, EAC and Ben will be EacBen- 
officially. But it's no secret we're taking 
bookings for 1992 right now. 


>, 


In the tradition of the “Red Propeller”, we 
can offer you first-class container transport 
between the Far East and Europe. That mean 
weekly, fixed-day sailings to a dozen major port 
and some of the fastest transit times in the 
trade. As a one-line Conference carrier, we're 
committed to reliable and efficient service. 

But you'll find that EacBen is more than 
ships, inland transport networks and just-in- 
time schedules. As an alliance of two of the 
trade’s most professional shipping organisa- 








t official 


ions, Our single greatest asset is the people we 
an put at your disposal. Including our own 
gents in over 60 locations throughout Europe 
nd the Far East. 

Why not get together with one of them 
day? 


EacBen € 


1" CLASS CONTAINER TRANSPORT 


C OU PON 


For more information, tick the appropiate box(es) and return to: 
Sales Department, EacBen Container Services Ltd, 

EAC House, 88 Main Road, Sundridge, Sevenoaks, 

Kent TN14 6ER, United Kingdom 





Û] Please send me a brochure about EacBen. 
O Please ask an EacBen agent to contact me. 
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EAST OR WESTBOUND 
DUBAI'S PORTS 
ARE THE CENTER FOR TRADE 


Dubai. A flourishing cosmopolitan city, built on 
banking, trading and free enterprise. A city that's 
looking ahead to the future. Building, expanding and 
creating new opportunities for traders and investors. 


Strategically located on the southern tip of the 
Arabian Gulf, Dubai serves as the trading link 
between Europe, Africa, Asia and the Far East. 

A vital part to this trading link is Dubai Ports Authority 
with terminals in the heart of the city and within 
Dubai's industrial and Free Zone area of Jebel Ali. 


The combined facilities of Dubai Ports Authority 
include over 100 deep water berths catering to 
container cargo, bulk, general cargo, oil and gas 


and Ro-Ro facilities. DPA offers 11 container 
cranes, cool and cold store facilities, ample 
covered storage and unlimited open storage. 


The ports’ close proximity to the international 
airports of Dubai and Abu Dhabi make them ideal 
distribution points. Moreover, Dubai's new Cargo 
Village has added a new dimension to distribution 
by further bolstering sea-air cargo, and stepping 
up turnaround times. 


So, the next time you look for a trading center in 
the Middle East, look to Dubai Ports Authority's 
two major Ports. Your link between East and West. 
The Center for world trade. 
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LETTERS 


Where was the cover? 
I was very disappointed that your 24 Octo- 
ber issue did not have 1991 Nobel Peace 
Prize winner Aung San Suu Kyi of Burma 
on its cover, though she was prominently 
featured in that issue. 

No Burmese has ever won such inter- 
national recognition as Aung San Suu Kyi 
and she is only the fourth Asian since 1971 
to receive the Nobel Peace Prize (Dalai 
Lama, 1989, Eisaku Satu, joint-winner 1974 
and Le Duc Tho, joint winner 1973). 

I trust that in light of this award, 
Burma's close neighbours will reconsider 
their Burma policy. 
Quebec HARN YAWNGHWE 
> For technical reasons the cover illustration 
has an earlier deadline than news pages and 
was prepared prior to the announcement of the 


peace prize. 





Jakarta's transport problems 

I am pleased the "international urban 
transport planner," Lee Rogers [LETTERS, 17 
Oct.], found the urban transportation solu- 
tions in Jakarta very interesting. Perhaps if 
he had studied urban Jakarta rather than 
the suburban pleasure park of Taman Mini, 
he would have found they were not only 
interesting, but intractable. 

Jakarta DAVID STRICKLAND 





Zhou Enlai's cremation 

Lincoln Kaye's amusing account of the lat- 
est artistic effort by Peking to co-opt past 
heroes [REVIEW, 31 Oct.] may be incorrect 
in just one respect. Against popular expec- 
tation and wish, it was Zhou Enlai himself 
who decreed against traditional burial. 
Whether this was to strike a blow for 
progress or whether he did not wish to risk 
interned remains becoming a hostage to 
fortune, only Deng Yingchao could truth- 
fully tell us. 

Most (anti-Gang of Four) people with 
whom I worked at the time of Zhou's 
death were deeply troubled by the pros- 
pect of his cremation and scattering to the 
winds. But they did accept that this indeed 
was Zhou's own wish. For once, the Gang 
of Four cannot be blamed — it was only 
the likelihood of popular intervention that 
would have threatened to ground the ash- 
bearing aircraft. 
Liverpool, England RICHARD KIRKBY 





Electricity tariffs 

Rigoberto Tiglao's confused article Tale of 
two utilities [24 Oct.] contains a lot of in- 
accuracies and speculations. 

- Tiglao wrote that “according to the 
World Bank, Meralco’s average tariff is 
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76% more than the average rate it is 


charged by Napocor," and concluded that | 


“Meralco is making its profit through exor- 
bitant margins on the electricity it buys 
from Napocor." 

From Tiglao's own figures of a selling 
rate of P2.3804 (8 US cents) per kWh and a 
purchase price of P1.4890, the margin is 
60% and not 76%. Our own audited fig- 
ures for 1990 show a margin of 61.8%. This 
is within the range of margins of electricity 
distributors in the country. For the same 
year, Davao Light had 55%, Cagayan Elec- 
tric 51.8%, Cotabato Light 60.4% and Panay 
Electric 51.8%. 

It is well known that rate regulation of 
Napocor and the privately owned elec- 
tricity distributors such as Meralco are un- 
dertaken by two separate entities: namely, 


ene RA A 


the Napocor board in the case of Napocor | 


and the Energy Regulatory Board in the 


case of Meralco. The basis for rate regula- | 


tion is rate of return on rate base and not 
gross margin. Once the rates are set, ad- 
justment mechanisms for increases/de- 
creases above or below the figures set in 
the rates for such volatile but easily verifi- 
able items as purchased power cost and 
foreign exchange rates are allowed to be 


incorporated on the rates as purely cost- | 
recovery mechanisms. This is a worldwide 


practice of electric utilities. 

The provisionally approved adjustment 
in Meralco's distribution charge in No- 
vember 1990 amounting to P0.17 per kWh 
was misconstrued by Tiglao to be the same 
P0.17 per kWh which Napocor wanted to 
impose starting January 1991. Thus, he 
concluded that Meralco "short-circuited 
the link between its rates and those of 
Napocor." Meralco's increase was to take 


care of the increases in the cost of operat- | 


ing its distribution system, its first since 
July 1986. Napocor, for the same period, 
had increased its rates to Meralco by P0.51 
per kWh on account of increases in the cost 


of power generation and transmission. It | 


would have been P0.71 per kWh had the 
Supreme Court not issued a restraining or- 
der on its latest proposed increase. 

E. O. CUNA 
Manila Director, Meralco 
> The basic analysis in the article was made 
by World Bank official Claudio Fernandez who 
led a mission which looked both into Napocor 
and Meralco's books. In an interview at which 





Cuna was present, Meralco officials said that | 


the surge in Meralco profits expected this year 
was due to the November 1990 P0.17 per kWh 


rate increase. There was no confusion in the | 


article between this and Napocor's unsuccess- 
ful application. 





Pseudonyms are accepted, but letters intended | 


for publication in these columns must bear the 
writer's signature and address. 
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The Hotel Royal Taipei. 
Contemporary refinement and 
sophistication that's 
reminiscent of Old World charms. 
Along with uniquely 
personalized service that helps 
make a stay memorable. 
Experience it. 
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A recent series of financial 
scandals suggests that the 
yakuza — Japan's 
gangsters — are emerging 
from the underworld to 
play an increasingly active role in 
legitimate businesses such as banking 
and real estate. The trend reflects the 
abnormal conditions of the 1989-90 
‘bubble economy,’ but more permanent 
factors are also involved including the 
vagueness of the legal system. Tokyo 
bureau chief Robert Delfs explains how 
the yakuza have become involved in 
sectors such as consumer finance and 
the clearing of land for redevelopment. 
Links between politicians and the 
underworld are harder to document, but 
in a number of recent instances 
members of the ruling Liberal 
Democratic Party have relied on the 
help of the yakuza in fund raising or in 
suppressing scandals 28 


Regional Affairs 


China-Vietnam : Normalisation 

A summit meeting in Peking ends more 
than a decade of hostility between the 
two largest remaining communist 
powers 10 


US-Asia : Setback 

President Bush's decision to cancel an 
Asian tour for domestic political reasons 
underscores Washington's neglect 11 


India : Censorship 
The banning of a TV programme about 
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Peace Offering 

Australia, which first proposed the 
formation of the Asia Pacific Economic 
Cooperation (Apec) forum, now 
favours Kuala Lumpur over its 
previous choice of Singapore for the 
headquarters for any future Apec 
secretariat. The Australians obviously 
see this as a sop to Malaysian Prime 
Minister Datuk Seri Mahathir Mohamad, 
who has never been very enthusiastic 
about Apec, and has proposed setting 
up a rival group — the East Asian 
Economic Caucus — consisting 

of the membership of Apec minus the 
US, Canada, Australia and New 
Zealand. 


the uprising in Kashmir indicates that 
the government is accepting the 
propaganda line pushed by Hindu 
nationalists 12 


Defence : Korea 

South Korea pledges to remove all 
nuclear weapons from its soil in an 
attempt to pressure Pyongyang 13 


Cambodia : UN Forces 

An advance mission of UN troops is in 
Cambodia but it does not yet have a 
mandate to enforce the Paris peace 
agreement 13 


Pakistan : Scandals 

Following charges of corruption over 
funds missing from credit cooperatives, 
senior ministers are involved in a 
call-girl scandal 19 


Philippines : Imelda's Roadshow 
After the initial publicity blitz on her 
homecoming, interest in 
Imelda Marcos begins to 
wane 20 


Philippines : Disaster 

A combination of factors 
is blamed for the deaths 
of up to 8,000 people 
from a storm that swept 
the Visayan islands 20 


South Asia : Summit 

A last-minute 
cancellation by a worried 
king and a stubborn 
stand by India highlight 


Back in Circulation 


Vietnam quietly released on 29 October 
one of its best-known political prisoners, 
Nguyen Chi Thien, a poet who was 
first arrested in 1958. Thien, 49, was 
freed in the late 1970s, but re-arrested 
in 1979 after he passed his anti- 
government poems to a British 
diplomat. The poems were published 
abroad in a book entitled Flowers 

From Hell. Thien, who had been in poor 
health in recent years, was never put on 
trial. 


Political Message 

The Phnom Penh government, which 
has been trying to demonstrate its 
independence from Hanoi in preparation 
for elections scheduled for 1993, has 
ordered several hundred Cambodian 
military students studying in Vietnam to 
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Imelda sinks from view (20). 


the fragile nature of SAARC 22 


Malaysia : Bar Council Row 

A challenge by the justice minister fuels a 
long simmering quarrel between 
Mahathir and members of the bar 22 


Indonesia : Lotteries 

Muslims are protesting about the 
religious danger of offering prizes in the 
state-run lottery, Philanthropic Donation 
with Prizes 24 

Taiwan : Independence 

The government is reluctant to accuse 
the opposition Democratic Progressive 
Party of sedition 26 


Focus : Freight and Transport 1991 


Asia's transport is creaking at the seams 
and cannot cope with the dramatic 
growth in trade. Everywhere there is 
congestion of one form or another 39 





return home in the middle of the school 
year. The status of more than 1,000 
civilian students in Vietnam is still 
uncertain. Hanoi, which was not told in 
advance of the move, granted 
scholarships to thousands of Cambodian 
military and civilian students after it 
installed the Phnom Penh government in 
1979. 


Sobering Statistics 

Japan's real economic growth may have 
turned negative for the first time in two 
years during the July-September period. 
If this is confirmed by figures expected 
shortly from the official Economic 
Planning Agency and if growth 
continues to be negative in the current 
quarter, then the Japanese economy 

will be deemed by conventional 
measures to be in recession. The new 
administration of Prime Minister Kiichi 
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Immigrants : Cambodian Americans 

As a tenuous peace accord comes into 
effect in their ancestral homeland, 
Cambodian Americans are examined as 
part of an occasional series on individual 
Asian American communities 55 


Cambodia : Landmines 
It's been called the coward’s war, a civil 
conflict fought with mines rather than 


guns 58 
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The colony and China stand to gain 
from the coming development of major 
natural gas fields off Hainan Island in 
the South China Sea 62 
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Bentoel shareholders remain in the dark 
concerning the value of their equity after 
the takeover by the Rajawali Group 63 
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The nation's appalling industrial safety 
record among industrialised nations has 
sparked the introduction of a six-year 
accident-prevention programme 64 
Victims of progress 65 

World Bank : Policies 

Asian countries’ borrowing requests at 
the multilateral lender are running into 
trouble as Western environmental and 
social activists enjoy increasing sway 
within the World Bank 66 


Miyazawa is then likely to face increased 
pressure for fiscal stimulation of the 
economy. 


Common Cause 


Former prime 
minister Toshiki 
Kaifu is involved in 
plans to form a new 
faction within the 
ruling Liberal 
Democratic Party 
(LDP) following his 
ouster by the 
Miyazawa, 
Mitsuzuka and 
Watanabe factions in alliance with 

the powerful Takeshita faction. The 
other key members in the new 
grouping are Takeo Nishioka, former 
chairman of the LDP’s General Council 
and a Kaifu supporter who was 
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Ravaged continent 66 


Australia : Trade 

An expected export boom over the next 
five years will be marked by more value- 
added products and services finding 
their way to Asia 67 
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A compromise agreement between the 
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open their protected rice markets 68 
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expelled from the Miyazawa faction 

in late 1990, and Mutsuki Kato, who 
was expelled from the Mitsuzuka 
faction in October. Kato, the originator 
of the scheme, hopes to take advantage 
of Kaifu's popularity with the 

public. 


Back to School. Perhaps 


North Korea has discreetly approached 
Canada on the possibility of sending 
students there, and a University 

of Toronto source says it is willing 

to accept them, but the chief problem 
is funding. Cash-strapped North 

Korea has asked if Canada can 
provide scholarships, but the response 
has been negative. Pyongyang’s 
interest in Canada appears to reverse 
its earlier xenophobia, shown by 

the recall of thousands of North 
Korean students from the Soviet Union 
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and Eastern Europe two years ago, for 
fear of exposure to the political 
liberalisation sweeping the socialist 
bloc. 


Stockmarket Casualties 


The Indonesian office of Hongkong- 
based brokerage, CEF Securities, 

plans to shut down operations at the 
beginning of December, according to 
stockmarket sources. Two expatriate 
employees will be recalled. The future 
for local staff of CEF Securities is unclear 
but some are expected to be hired by 
one of CEF's local partners. Principal 
local partners are businessmen Prajogo 
Pangestu, Henry Pribadi and Bambang 
Trihatmodjo, the son of President 
Suharto. Reduced trading activity 

on the Jakarta Stock Exchange is 

said to be the main reason for the 
shutdown. 
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China, Vietnam sign trade and border pacts at summit 


FOREIGN 


RELATIONS 


A lesson in ideology 


By Lincoln Kaye in Peking and 
Murray Hiebert in Hanoi 


fter a four-day summit in Peking 

between the heads of party and 

government of the two most po- 

pulous communist countries left 
in the world, China and Vietnam managed 
to sign trade and provisional border agree- 
ments, but had to content themselves with 
only hailing the “imminent” restoration of 
transport and telecommunications links. 

The long-expected nor- 
malisation, sealed in a state 
visit by Vietnamese Commu- 
nist Party (vcr) chief Do Muoi 
and Prime Minister Vo Van 
Kiet, comes more than a dec- 
ade after Peking sent troops 
into northern Vietnam to 
“teach [Hanoi] a lesson" for its 
overthrow of the Chinese- 
backed Khmer Rouge regime 
in Cambodia — a "lesson" 
which backfired when the 
Vietnamese held them off. 
The official pronounce- 

ments on both sides about the 
visit played down the "frater- 
nal" party-to-party aspect. But 
analysts felt that it was ideol- 
ogy, after all, that finally drove 
Hanoi and Peking to patch up 
their differences. 


"Both countries feel a little rocky" after 
last summer's communist collapse in the 
Soviet Union, according to one Asian dip- 
lomat. China is particularly keen to pre- 
vent any other power from rushing into 
the vacuum left by Hanoi's erstwhile Soviet 
patrons. Peking's arch-rival Taiwan has al- 
ready emerged as Vietnam's biggest source 
of foreign investment. 

Seasoned Chinese foreign policy ob- 
servers noted that the atmosphere of the 
summit talks seemed markedly warmer 
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Border trade revives 


10 


Hopes are riding high in Mong Cai that 
the Sino-Vietnamese summit will result 
in the rebirth of this once bustling border 
trading town, which was abandoned af- 
ter it came under heavy artillery attack 
when China launched its border war 
against Vietnam in February 1979. 

As the Vietnamese delegation headed 
by communist party chief Do Muoi ar- 
rived in Peking in early November, bull- 
dozers were busy levelling the overgrown 
ruins of the coastal town to prepare for its 
reconstruction. Military units were clear- 
ing land mines, while workers were 
building roads, stringing electricity lines 
and laying water and sewer pipes in 
preparation for the return of the town's 


population. 

Construction workers have already 
completed the town's new market, a 50- 
room hotel and a post office with a new 
digital microwave telecommunications 
system to serve the growing number of 
Chinese and Vietnamese traders arriving 
in Mong Cai. Trade has been growing 
rapidly since the border was unofficially 
reopened in 1989. 

Each day hundreds of small Chinese 
boats, straining under the weight of their 
cargo, cross the narrow Bac Luan river 
separating the Chinese town of Dong 
Hung from Mong Cai. The boats bring 
beer, textiles, china, apples, construction 
materials and other consumer goods hard 
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than normal diplomatic interchange be- 
tween peacefully coexisting neighbours. In 
local media coverage, Muoi's joint appear- 
ances with his Chinese counterpart, Jiang 
Zemin, repeatedly upstaged Vo Van Kiet's 
meetings with his counterpart, Chinese 
Premier Li Peng. 

Ideology aside, the practical aspect of 
normalisation was underscored by a pre- 
summit flurry of high-level official visits 
by Vietnamese functionaries to the Chinese 
border provinces of Guangxi and Yunnan. 

The two provinces stand to 
gain access to the sea through 
Vietnam's Haiphong port, as 
well as a market for their ex- 
cess consumer goods. Around 
the Vietnam-southwest China 
axis, an Asian diplomat specu- 
lates, a new economic "mini- 
bloc" could form that might 
also include the newly stabi- 
lised states of Indochina, as 
well as resource-rich Burma, 
whose outcast regime is 
emerging as China's latest 
client in the region. 

Lest anyone forget who 
would be boss of any such 
new bloc, China went so far as 
to push for a Peking visit by its 
old bete noire Hun Sen, head of 
the Vietnam-backed Phnom 
Penh government. According 


to find in this remote northeastern corner 
of Vietnam. The boats take back seafood, 
sleeping mats, rattan and agricultural 
produce — and empty beer bottles. 

Two-way trade through Mong Cai to- 
tals about Dong 60 million (US$5,000) a 
day, according to local customs officials. 
Deputy district chief Nguyen The Phung 
expects this volume to soar after Hanoi 
and Peking reach an agreement to rebuild 
the bridge across the river. The old one 
was destroyed during the fighting. 

In preparation for increased trade, 
workers armed with shovels and picks 
are frantically rebuilding the pot-holed, 
one-lane road linking Mong Cai to Hong 
Gai, the nearest major Vietnamese town, 
190 km to the south. 

Other exchanges are also increasing. 
Immigration officials in Mong Cai say al- 
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toan Asian diplomat the idea was for Hun 
_ ‘Sen to escort Prince Norodom Sihanouk on 
_ а visit to Peking after Sihanouk takes over 
as titular head of a new Cambodian coali- 
_ tion regime that will include the Khmer 
« Rouge. 
| Despite the warm atmosphere of the 
< visit, rhetoric focused more on the princi- 
ples of peaceful coexistence than on restor- 
ing past ties, when the two countries were 
. "as close as lips and teeth." It would be 
unrealistic, Jiang admitted, for the two 
_ countries to revert to the sort of alliance 
* they had during Hanoi's war with the US. 
Chinese officials suggest an appropriate 
. model for relations with Vietnam might be 
the kind of cautiously correct rapport that 
Jiang hammered out with another — now 
erstwhile — communist neighbour on his 
visit to Moscow in May. But one Peking 
foreign policy observer sees the compari- 
son as disingenuous, The Chinese commu- 
nists have heaped unstinting scorn upon 
Soviet leader, Mikhail Gorbachov, whose 
downfall was devoutly hoped for at the 
time of the abortive August coup. 

With Hanoi, on the other hand, it was 
precisely the rejection of Soviet-style politi- 
cal reforms that paved the way for the cur- 
rent rapprochement. At its congress in 
June, the vep, reaffirmed the primacy of 
Marxism-Leninism while pledging to press 
on with economic reform — both themes 
that are dear to China’s ruling gerontocrats. 

Better still, the June congress dumped 
anti-Chinese foreign minister Nguyen Co 
Thach from the politburo and Central 
Committee and packed the top echelons of 
the VCP with hardliners such as Muoi. Pe- 
king lost no time in cabling its congratula- 
tions on the convention. This was followed 
in short order by restoration of party-to- 
party ties and an exchange of "top-level" 
secret visits over the summer, according to 
a well-placed Chinese source. 


most 300 Chinese cross into Vietnam each 
‚ day, while about 140 Vietnamese visit 
China. 
v Nearly half of Mong Cai's 400 new 
market stalls are rented by Chinese mer- 
«chants, who move back and forth across 
the border without any visas or immigra- 
tion papers. Some of the Chinese were 
born in Mong Cai and fled across. the 
river just before China attacked. EN 

"I came back because it is much easier 

to do business here than in China,” said à 

35-year-old Chinese traditional medicine 

doctor, alluding to Vietnam's fewer regu- 

lations and lower tax rates on private 
- business activities. 

Mong Cai also boasts Vietnam’s first 
Chinese aid project. Bulldozers, rollers 
гапа about 100 Chinese workers from 
neighbouring Phong Thanh district in 
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As a result, Hanoi and Phnom Penh 
backed off from their earlier insistence on 
excluding the Khmer Rouge from any fu- 
ture coalition government in Cambodia. 
That, in turn, paved the way for the Pe- 
king-brokered Cambodian settlement, 
signed on 23 October. 

Despite the time taken to prepare for it, 
the visit fell short in some ways. Vietnam 
had hoped that China would agree to fur- 
ther speed up economic cooperation by 
signing agreements restoring rail, sea, air, 
and telecommunications links severed 
since China’s 1979 invasion. But in the end 
Peking apparently dragged its heels. Viet- 
namese officials speculated that it did so in 
order to gain concessions on several re- 
maining areas of dispute. 

Outstanding issues between the two 
countries include Hanoi's debt to China, 
the position of ethnic Chinese refugees 
from Vietnam who fled to China in the late 
1970s and ownership of the Spratly and 
Paracel island groups. Vietnamese officials 
say China is pressing Hanoi to accept the 
status quo on the islands. This means that 
Peking would continue occupying the 
Paracels, seized in 1974, and several islands 
in the Spratlys taken in 1988. 

Shortly before the summit, a Chinese 
delegation visited Hanoi and reminded 
Vietnamese officials of their outstanding 
debt to China, but the two sides failed to 
agree on the size of the arrears or on a 
timetable for repayment. Chinese officials 
estimate the debt at Rmb 1 billion (US$185 
million), while Hanoi says it totals only 
US$17 million. 

Vietnamese officials also say Peking has 
told Hanoi that many of the more than 
200,000 ethnic Chinese refugees who have 
lived in China for the past 12 years want to 
return to Vietnam. Hanoi officials privately 
consider many of these refugees to be 
“anti-Vietnamese.” a 


Guangxi province are helping rebuild the 
12-km road from Mong Cai to Tra Co, 
one of the most beautiful beaches in 
Vietnam. 


„Provincial level ties have also been 
“normalised. Shortly before the summit, 


delegations from Quang Ninh, the pro- 
vince in which Mong Cai is located, and 
other. Vietnamese border provinces vi- 
sited Yunnan and Guangxi in southern 
China. Quang Ninh officials were look- 
ing for markets for their massive coal de- 
posits now that they have lost their cus- 
tomers in the Soviet Union. Delegates 
from Haiphong, whose port facilities 
have been underutilised since the Soviets 
cut most of their trade with Vietnam, - 
were looking to resume their use by the 
land-locked areas of southwestern China. 
ш Murray Hiebert — 
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DIPLOMACY 


Cancelled trip 
says it all 


Under the 


By ‘Susumu Awanohara it in л Washington E 
and Jonathan Burton in New York 


sian experts in President George 
A Bush's administration were. exas 

perated by the abrupt postpo: 
ment of his planned trip to Asia, whi 
had been considered an excellent opp 
tunity to correct the growing perceptio 
Washington as well as in Asia that the 
was neglecting the region. | 

Bush’s decision to delay his trip - 
which would have taken him to Japan, 
South Korea, Singapore and Australia, an 
finally to Hawaii's Pearl Harbour betwee: 
late November and early December — fo 
what to many was the unconvincing rea 
son of domestic political problems, has r 
inforced the image of a government un 
sure of its own commitments to Asia. The 
cancellation leaves Secretary of State Jame 
Baker trying to control the damage b 
touring Japan, South Korea and China on 
his own. 

On 5 November, the White House an 
nounced that Bush, under fire for travel 
ling abroad while domestic economic woes 
worsened, had decided to stay in Wash 
ington for the time being. His Asia trip. 
would have been his third overseas jaunt | 
in five weeks. 

A White House spokesman acknow: 
ledged that criticism of Bush's frequen 
overseas travel had been a factor behinc 
Bush's decision. Only a few months ago, 
Bush was thought to be unstoppable in the _ 
1992 presidential race precisely because of 
his foreign policy accomplishments, in-. 
cluding victory in the Gulf War. 

Bush denied that the change of sche-. 
dule had arisen from public disenchant- 
ment with his concentration on foreign: 
policy and apparent lack of a domestic 
agenda. He also denied that the change: 
had anything to do with the results of off- 
year elections on 5 November, in which his 
former attorney-general was soundly: 
beaten by a Democrat іп a contest for a US 
Senate seat in Pennsylvania. 

Bush claimed the only purpose of hi 
delaying the trip was to stay on top of end. 
of-session congressional action ori eco 
nomic issues. He explained there was al 
increasing likelihood that Congress would 
be unable to finish its business for the year. 
by Thanksgiving on 28 November, when 





REGIONAL AFFAIRS 


INDIA 


Shut-eyed 
witness 


By Hamish McDonald in New Delhi 


India seems increasingly trapped in its 
own propaganda about the Kashmir 
uprising. More than ever that propa- 
ganda line is being written by the Hindu 
revivalist Bharatiya Janata Party and 
some like-minded figures such as former 
Kashmir governor Jagmohan. That this 
line is being accepted throughout top 
circles appears to be indicated by the 
banning of a television programme chal- 
lenging it. 

The 13-minute programme was 





he was scheduled to leave for Asia. “I think 
it is prudent . . . to be around here when 
the Congress is still in session.” 

One administration official called 
Bush’s move “a cancellation without a 
purpose,” adding that the president should 
have proceeded to Asia and at the same 
time launched initiatives to deal with the 
domestic problems. Although their gov- 
ernments put the best face they could on 
the news and said they hoped the trip 
could be rescheduled soon, Asian officials 
in Washington expressed unhappiness at 
the notion that Bush scrapped his trip be- 
cause it would not “play well” domesti- 
cally. 

Columbia University historian James 
Morley spoke for some of Bush's critics at 
a Washington seminar on 7 November 
when he said: "Most of the time we 
[Americans] ignore them [Asians] — and 1 
mean ‘we,’ the president, the Congress, the 
media, the think-tanks, the American peo- 
ple, while we concentrate on ourselves, on 
the Americas . . . or on the Soviet Union, 
Eastern Europe and the Middle 
East. When we cancel a visit 
abroad by our president, it is [a 
trip] to Asia and not to Eu- 
rope." 

Morley went on: "When we 
do pay attention, we bash them. 
We blame them for our weak- 
ening economy, harangue them 
for their differences in eco- 
nomic policies, social struc- 
tures, and system of values, and 
insist they change. We treat 
these nations, in short, as 
though they still have no choice 
but to wait for the United States 
to act and then defer to it." 

Starting his tour in Tokyo, 
Baker stressed the importance 
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Baker meets Miyazawa: 'committed' to Asia. 


filmed last month in Kashmir by Eye 
Witness, a production house which 
makes a monthly current affairs 
videotape for circulation by subscription. 
The video challenges several of the 
myths being propagated by the Hindu 
nationalists: that the uprising is a Paki- 
stani creation, that abuses by the security 
forces are greatly exaggerated and out- 
weighed by atrocities by rebel groups, 
and that Kashmiri Hindus are being 
persecuted and driven out by the Mus- 
lim majority. 

The programme shows masked gun- 
men of the Jammu and Kashmir Libera- 
tion Front parading with automatic 
weapons in Srinagar, and schoolchildren 
chanting for "Azadi" (independence). 
Two local Hindus express their friend- 
ship with Muslim neighbours, and foot- 
age is shown of Muslims providing 
wood for the cremation of a Hindu who 


of Asia to the US. "America's fate is ever 
more closely tied to East Asia and the Pa- 
cific,” Baker told an audience of prominent 
Japanese on 11 November. In the same 
speech, Baker urged Japan to go beyond its 
“chequebook diplomacy" to assume 
greater international responsibility in part- 
nership with the US. 

In Seoul, Baker will attend the Asia Pa- 
cific Economic Cooperation forum, which 
the US supports strongly. But the centre- 
piece of his trip is China. Baker will be the 
highest-ranking US official to go to Peking 
since the suppression of pro-democracy 
demonstrations in June 1989. While the 
Bush administration advocates restoration 
of high-level contact with Peking, critics of 
the president's conciliatory China policy 
say Baker's visit can only be justified if he 
takes a hard line with Chinese leaders 
against their weapons exports, human 
rights violations and aggressive trade 
policies. 

On 12 November, Bush made what 
would have been his pre-visit speech to the 
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had no family to pay for a funeral. 

It includes bedside interviews with 
two young Kashmiri men said to be 
victims of torture by security forces. A 
teacher says electric shocks were applied 
to his genitals and a metal rod jabbed 
through his rectum causing perforations 
of internal organs. A shopkeeper said he 
suffered the same treatment. Both had 
colostomy diversions because of their 
injuries. 

The Central Board of Film Certifica- 
tion, which comes under the Ministry of 
Information and Broadcasting, forced 
Eye Witness to drop the programme 
from its November cassette. It said the 
film was one-sided, touched on sensitive 
subjects and lay outside the competence 
of the board to evaluate. It would not 
pass the programme without referral to 
the Home Ministry, the External Affairs 
Ministry and the army. a 





Asia Society audience in New York. Bush 
said he “certainly will not permit us 
[Americans] to retreat into a kind of For- 
tress America, which will doom us to irrel- 
evance and poverty.” He continued: “We 
tried isolationism, and we ended up fight- 
ing two bloody world wars. We tried eco- 
nomic isolationism — protectionism — and 
we helped set off a worldwide depression. 
I remain deeply committed to building 
closer ties with the Asia-Pacific region.” 
Bush went out of his way to improve 
Washington’s strained ties with Japan. “Ja- 
pan contributed nearly US$13 billion to the 
multinational forces for the Gulf War, 
US$10 billion of which went to the United 
States. This required new taxes — a very 
tough thing for any politician to ask of 
working people — but Japan deserves 
praise for choosing the right course." 
Bush acknowledged the strain in the 
relationship: “Japan-bashing has become a 
minor sport in the United States, and 
some in Japan have become equally 
scornful of the United States. Both our 
nations must reject those who 


3 would rather seek scapegoats 
than tackle their own 
problems." 


China got a surprisingly 
harsh mention. To be sure, 
Bush repeated: "China is im- 
portant. It is our policy to re- 
main engaged." But he said this 
was "the way to effect positive 
change" in China — an intru- 
sive attitude which China in- 
creasingly resents. China was 
also described as a country 
"that resist[s] the worldwide 
movement toward political 
pluralism and that contribute[s] 
to the proliferation of danger- 
ous weapons." ш 
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DEFENCE 


Roh anti-nuclear policy to pressure North Korea 


Disarming argument 





By Shim Jae Hoon in Seoul - 


ith North Korea reported to be 

as close as one to two years away 

from gaining a nuclear weapons 
capability, South Korea has tried to in- 
crease the pressure on Pyongyang to ac- 
cept international inspection of its facilities 
by itself taking a strongly anti-nuclear 
stand. 

In a nationally televised speech on 8 
November, President Roh Tae Woo 
pledged not to possess or deploy nuclear 
weapons on South Korean soil. Seoul sees 
this dramatic gesture as a possible way of 
convincing Pyongyang to allow inspection 
by the International Atomic Energy 
Agency (IAEA) as a corollary to the Nuclear 
Non-proliferation Treaty it has already 
signed. So far Pyongyang has adamantly 
refused to allow inspection. 

In Seoul, Roh's initiative has given rise 
to a cautious hope that North Korea's 
President Kim Il Sung will be persuaded to 
soften his stand, especially as both China 
and the Soviet Union have begun applying 
pressure on Pyongyang. "There can be no 
reason for the North to develop nuclear 
weapons or deny international inspection 
now,” says a senior aide to Roh. 

Roh's speech sounded categorical in re- 
jecting all forms of the nuclear option — 
South Korea will not manufacture, possess, 
deploy or use nuclear weapons, he said. 
Nor will it build a nuclear fuel reprocess- 
ing facility that can extract plutonium — as 
North Korea is suspected to be doing. 

Roh also placed much emphasis on the 
prohibition of biological and chemical 
weapons. North Korea is said to have 
stockpiled a variety of gas-chemicals. 

Roh's stand is meant to reinforce his 
longstanding demand for direct negotia- 
tion with the North, which is seeking to 
exclude Seoul in opening talks with the US 
over the normalisation of relations. Roh's 
initiative therefore has diplomatic as well 
as strategic connotations. 

In background briefings to the press, 
Officials have said that "non-deployment" 
means that there can be no introduction of 
any kind of nuclear weapons to South Ko- 
rea's territory in the future. This in effect 
places a ban on the re-entry of US nuclear 
weapons that are being removed by Wash- 
ington in accordance with US President 
Bush's latest disarmament statement. US 
nuclear weapons still in South Korea are 
likely to be taken away as early as next 
month or January 1992, according to senior 
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officials who asked to re- 
main anonymous. 

Once the removal pro- 
cess has been completed, 
the South Korean Govern- 
ment is expected to make 
a formal statement declar- 
ing the absence of nuclear 
weapons from its territory. 
This statement will take 
the form of the government 
responding to a question 
from the parliamentary 
floor, according to officials. 

But the impending re- 
moval of all US nuclear 
weapons does not substan- 
tially alter the strategic goal 
of the US and South Korea 
in being prepared to jointly repel a North 
Korean attack. Officials close to Roh say 
the US nuclear umbrella will continue to 
protect the South. In this regard, Roh's 
statement fails to address the question of 
whether it changes South Korea's position 
over the passage of US nuclear-armed 


Roh: pledge. 


CAMBODIA 


Watching 
brief 


By Rodney Tasker in Phnom Penh - 


UN troops are in Cambodia for the first 
time in the country’s troubled history, 
but are initially proving more of a cu- 
riosity for war-weary Cambodians than 
a convincing security force. It appeared 
that for most Phnom Penh residents the 
big day spelling future happiness and 
peace would be Prince Norodom 
Sihanouk’s return on 14 November. 

The mainly French and Australian 
troops who comprise the military bulk 
of the UN Advance Mission in Cambo- 
dia (Unamic) are merely an advance 
guard under the mandate of the UN- 
brokered peace agreement. 

They are authorised only to organise 
communications among the four, 
armed and antagonistic Cambodian po- 
litical factions, only reporting ceasefire 
violations to the UN Security Council 
rather than policing them. They are also 
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vessels or aircraft in its territorial waters or 
across its skies. 

These are highly controversial 
as Pyongyang has insisted that Wash- 
ington should formally state that its nu- 
clear weapons will not be used against 
North Korea. As far as Pyongyang is con- 
cerned, the concept of a nuclear umbrella 
implies a potential threat to 
its security. And, emer- 
gence in the South of the 
so-called “nuclear allergy,” 
through a growing anti- 
nuclear lobby, makes fu- 
ture passage by US nuclear 
carriers in South Korea's 
territorial waters politically 

For the moment, Roh's 
initiative is expected to 
heighten pressure on 
Pyongyang to accept IAEA 
inspection. If the North 
continues to resist, accord- 
ing to officials in Seoul and 
Washington, the alterna- 
tive could be to push for a 
UN Security Council reso- 
lution for mandatory surveillance, similar 
to the one imposed on Iraq. The question 
would then be how the UN should react if 
Pyongyang chose to ignore such a resolu- 
tion. Analysts point out that North Korea 
is not in the abject position of a defeated 
Iraq. " 


empowered to liaise with the Supreme 
National Council (SNC), the pseudo- 
government which has a shaky author- 
ity as the interim embodiment of the 
country's sovereignty. 

As one senior UN official in Phnom 
Penh said, the Unamic is “just a good 
offices advance party of Untac [the UN 
Transitional Authority in Cambodia]." 
Untac, the full contingent of UN civilian 
and military personnel proposed under 
the Paris peace agreement, is not ex- 
pected to be in place in Cambodia for 
four to six months. Untac, which will 
eventually absorb Unamic, is fully 
mandated to keep the peace and to as- 
sist the Phnom Penh administration of 
Prime Minister Hun Sen and the SNC to 
pave the way for elections in 1993. 

Meanwhile, Cambodians were pre- 
paring to turn out in their thousands 
for the return to Phnom Penh of Si- 
hanouk, the neutral president of the 
SNC who had to flee Cambodia in Janu- 
ary 1979 as the Vietnamese invaded 
the then Khmer Rouge-ruled country. 
At the same time they seemed unaware 
that the hated Khmer Rouge leaders 
would also be returning to Phnom Penh 
as power-sharing delegates on the 
SNC. a 
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BRIEFING 


Battle for power in 

Japanese religious sect 

> In an open war for control of Japan's 
most powerful religious body, clergy of 
the Nichiren Shoshu Buddhist sect have 
ordered the dissolution of the Soka 
Gakkai, the lay organisation of Nichiren 
Shoshu believers and backer of the Komei 
Party, Japan's second-largest opposition 
party. Soka Gakkai leaders have refused 
the 7 November order and announced 
they will mobilise their powerful 
international organisation to oust Nikken 
Abe, chief priest of the sect. Sect leaders 
have charged that Daisaku Ikeda, 
supreme Soka Gakkai leader since 1960, is 
trying to overturn the authority of the 
clergy and found his own religion. In 
June, sect leaders barred the Soka Gakkai 
from organising pilgrimages to the sect's 
main temple, Taisekiji. The Soka Gakkai 
claims 13 million members in Japan and 
1.26 million overseas. 


Japan pushes for UN 
Security Council changes 

> Japanese Prime Minister Kiichi 
Miyazawa called for revisions in the 
structure of the UN Security Council to 
improve representation of smaller 
member-countries. But Miyazawa, 
speaking in response to a question in 
parliament on 11 November, did not 
specify what changes he had in mind. 
Japan, which is expected to become the 
second-largest contributor to the UN after 
the US next year, would like to become 
one of the permanent members of the 
Security Council. 


Taipei accord with 

Baltic republics 

> Taiwan has signed agreements with 
Latvia, Lithuania and Estonia to open 
trade offices following a visit by Vice- 
Foreign Minister John Chang in early 
November. Chang said that relations with 
the Baltic republics were on an official 
basis and that Estonia and Latvia 
recognised Taiwan under its title of the 
Republic of China. The three republics 
also opened diplomatic ties with Peking 
last month. 


Seoul rejects peace 
guarantees plan 

> South Korean officials have opposed a 
US formula for convening a six-nation 
forum to guarantee peace and possibly 
reunification on the Korean peninsula, 
saying such a scheme invites foreign 
intervention in what is essentially an 
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inter-Korean issue. US Secretary of State 
James Baker, writing in the winter 1991 
issue of Foreign Affairs quarterly, has 
suggested that the US, Soviet Union, 
Japan and China could guarantee the 
outcome of an agreement between North 
and South Korea on peace and possibly 
reunification. Presidential spokesman Lee 
Soo Jung said in Seoul on 11 November 
that "our firm position is that any 
problem on the Korean peninsula should 
be resolved by the two Koreas 
themselves." 


Hongkong begins forced 
return of Vietnamese 


> The forced repatriation of Vietnamese 
asylum seekers in Hongkong began on 9 
November with the return of 59 boat 
people who had re-entered Hongkong 
after returning to Vietnam voluntarily. 
The repatriation follows an agreement 
signed with Hanoi on 29 October for the 
return of all asylum-seekers in Hongkong 
who are determined not to be genuine 
refugees. An estimated 50,000 of the 
58,541 Vietnamese asylum-seekers in 
Hongkong will be subject to repatriation. 


Social indicators 


Polio cases in WHO Western Pacific Region 





Jakarta expands ties 

with Papua New Guinea 

> Indonesia's Home Affairs Minister 
Rudini said Indonesia would open a 
consulate in Vanimo city in northwest 
Papua New Guinea near the Indonesian 
border. The move marks an improvement 
in relations between the two neighbours, 
who have differed in the past on the 
issue of border crossers and refugees 
from the Free Papua Organisation, an 
insurgent group fighting for a free 
Melanesian state. 
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Hongkong liberal leader 
gets big welcome in US 
»> Martin Lee, 
Hongkong Legislative 
Councillor and leader 
of the liberal United 
Democrats of 
Hongkong, received a 
red carpet welcome 
during his visit to 
Washington and New 
York on 4-8 
November, calling for 
US support in promoting democracy and 
human rights in the territory. Apart from 
meeting a few dozen senior congressmen, 
Lee was received also by top 
administration officials including Vice- 
President Dan Quayle, Undersecretary of 
State Arnold Kanter and Assistant 
Secretary of State Richard Solomon. One 
senator called on Secretary of State James 
Baker to raise the question of democracy 
in Hongkong when he visits Peking on 15 
November. 





Malaysia blames US for 
Japan’s EAEC stand 

> Malaysia has blamed US pressure on 
Japan for Tokyo's decision not to join the 
East Asia Economic Caucus (EAEC), first 
proposed by Malaysian Prime Minister 
Datuk Seri Mahathir Mohamad. US 
Secretary of State James Baker urged 
Japan not to join the grouping, hinting 
that any move to do so would affect US- 
Japanese economic relations. Malaysian 
officials admit Tokyo's decision will dilute 
the group’s importance. In a move seen as 
indicating Malaysia’s irritation with 
Washington's stand, Kuala Lumpur 
downgraded its delegation to the 12 
November Asia Pacific Economic 
Cooperation meeting in Seoul. Instead of 
International Trade Minister Datuk 
Rafidah Aziz, Justice Minister Syed 
Hamid Syed Albar will lead Malaysia's 
delegation. 


Troops fire on East 

Timor protesters 

> At least 60 people were reported killed 
on 12 November when Indonesian troops 
in Dili, East Timor, fired on a crowd of 
marchers protesting against Jakarta’s 
annexation of the former Portuguese 
colony in 1976. The Indonesian Legal Aid 
Foundation said the incident occurred 
after a ceremony at a cemetery. Sources 
said the demonstrators had become 
violent over the postponement of a fact- 
finding visit by Portuguese legislators in 
early November. 
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“Unlike me, my Rolex never needs a rest” 


Wherever his travels may take 
him, Placido Domingo takes a 
series of green bound books. Into 
these he writes his engagements 
three years ahead; such are the 
demands of the major Opera 
Houses of the world on the man 
acclaimed as possibly the greatest 
living tenor. 

Placido Domingo has commit- 
ted some eighty different operatic 
roles to memory. He believes this 
daunting repertoire is necessary to 
attract the widest possible audi- 
ence. For this is his ambition: to 
help more people, all over the 
world, enjoy and appreciate the 
music he loves. 

In recent years, Domingo has 
presented a live video perform- 


ance of ‘La Boheme’ to an audi- 
ence outside Covent Garden. He 
provoked a rapturous ovation in 
China (until then, Chinese audi- 
ences seldom even applauded). 
And a legendary curtain call in 
Barcelona lasted one hour and 
fifty minutes. “It would have been 
easier, Placido has said, “to sing 
the opera all over again’. 

Over and above this punish- 
ing schedule, Placido has sung 
many benefits, has been appointed 
President of the European Youth 
Opera, has appeared in films and 
videos, and has renewed his 
interest in conducting. 









As a student at the Mexico 
City Conservatoire, this was his 
main study. Now Domingo can 
bring all the experience of his 
singing career to bear on his con- 
ducting. “The operatic conductor 
is like a Roman charioteer" he 
says. “He has a hundred horses 
on stage and a hundred horses in 
the pit. And he has to control 
them all.” 

To keep up with these ever- 
increasing demands on his time 
Placido Domingo, the Ambassador 
of ra, relies on his Rolex. “This 
watch is perfect for me,’ he says, 


“because, unlike me, it never needs 


a rest. You could say it's 
one of my favourite 
instruments.” 
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is listed i in the Guinness Book " We dd 
Records as the world's most durable car. E 
It doesn’t соте as any surprise that : 
even the engineers who build them do not y 
know precisely how long a Mercedes-Be 
will keep going, trudging along as it doe: a 
for years and years of trouble-free motorir E 
Just as we go to great lengths to produce. 
such enduring cars, we haven't taken any 3 
short cuts when it comes to ensuring the 
well-being of the people who own them. 
Even before you buy a Mercedes-Bei 
the Customer Service staff are alread 
hand to answer your questions, cor 
your needs and help facilitate a pun 
decision. M 
Right through the process of sale to 
ownership, they will remain at your ве! vice 
to ensure a smooth transition. | 
But customer care doesn’t simply 
end there. “a 
From expert engineers and жез. 
right down to the concerned voice over the 


phone who takes care of your queries and 


servicing appointment booking. 

Each one is as vital as every engineering | 
detail built into the cars. 

Its a Mercedes-Benz credo that ^ 
they build a car, they build it to last. — і 

As you would then expect when you 1 


buy a Mercedes-Benz, a lifetime of service ; 
comes as polished as the famous marque -— 


on the hood. 


Mercedes-Benz | 
| Engineered to move the human spirit. |. 


industries (1986) Pte Lid 239 Alexandra Road Road Singapore 03. 
Road, Dimo House, Colombo 14, M (1) 487704 TAIWAN Capital Motors Inc 53 Nan Kang Rad. Se 3 Тырч. 
Avenue Bangkok 10200. Tel: 02-2260021 тыла — 
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One Ticket To 
The United States Of Delta. 


Delta Air Lines has made getting to almost 
anywhere in the United States as easy as 
buying one ticket. Because when you fly 
the Delta system to the U.S., one ticket 
connects you to any one of more than 240 
U.S. cities on over 4,400 flights a day. 

Whatever your final destination, you'll make 
quick, easy connections in Portland, Oregon, 
or at Delta’s Oasis™ terminal in Los Angeles. 






And if you're a frequent traveller, our 
Delta Frequent Flyer programme adds value 
to your flights by rewarding you with mileage 
awards, good for free travel. 

For more information and reservations 
on Delta's one-ticket travel, see your 
Travel Agent. Or call Delta. Instead of 
changing airlines to travel the U.S., change 
to Delta. 


DELTA AIR LINES 


Fates ‘We Love D Fly And It Shows: 








Delta Air Lines offers flights to the United States from Hong | 


Contact Delta reservations offices at: Auckland 793-370, Bangkok 237-6855, В 
Manila 816-1126, Nagoya 561-6161, Okinawa 61-9696, Osaka 243-2525, Seoul 754-1921 





g Tokyo, Nagoya. Seoul, Taipei and Bangkok 
477-8843, Hong Kong 526-5875, Jakarta 588-666, Karachi 510-416, Kuala Lumpur 232-4700 
2-2816, Sydney 262-1777. Taipei 551-3656, or Tokyo 5275-7000 1991 Delta Air Lines 
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PAKISTAN 


Scandals threaten to engulf Sharif government 


For love and money 


By Salamat Ali іп Islamabad 


rime Minister Nawaz Sharif, in an 

effort to defuse a scandal over alle- 

gations involving himself and other 
government leaders and their links with 
Rs 16 billion (US$648 million) in deposits 
in credit cooperative societies, has ap- 
pointed a judicial commission to look into 
the charges. 

At the same time Sharif has been named 
in an alleged “love triangle” involving an 
Indian woman. Separately, a central gov- 
ernment minister, a religious leader and 
several leading members of the national 
assembly have been accused of being cus- 
tomers of an Islamabad call-girl establish- 
ment. 

Making the most of the various issues, 
the opposition, led by Benazir Bhutto — 
whose own government was dismissed 
over corruption allegations a little over a 
year ago — has asked for a meeting with 
President Ghulam Ishaq Khan. There has 
been talk of dismissing Sharif from office 
but not of dissolving the present national 
assembly, making new elections unneces- 
sary. 
Headed by a Supreme Court judge to- 
gether with two High Court judges, the 
judicial commission announced by Sharif 
on 6 November appears to be aimed not 
only at preventing the escalating opposi- 
tion campaign against the government. It 
could also be a move by the prime minister 
to guard against a possible revolt against 
him by his colleagues in the ruling Islamic 
Democratic Alliance (IDA) coalition. 

The scandal involves allegations of se- 
rious irregularities in the running of co-ops. 
Many of the co-ops are believed to be in 
the red, and most of them have cashflow 
problems. 

The inquiry was first called for by 
Sharifs immediate predecessor, Ghulam 
Mustafa Jatoi, who headed the interim 
cabinet following the removal of Bhutto. 
Jatoi's National People's Party is an im- 
portant component of the government 
coalition. Equally disturbing for Sharif is 
the angry stance adopted in public by an- 
other former prime minister, Mohammed 
Khan Junejo, president of the Muslim 
League — Sharif's own party — which 
makes up the bulk of government strength 
in both houses of parliament. Sitting on the 
fence so far is the Jamaate Islami, small in 
numbers but very influential within the 
coalition. 

The decision to set up the commission 
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followed two meetings between Sharif and 
Ishaq Khan, at which it is reported the 
president suggested that Sharif clear his 
own and his family's name in the scandals. 
It is not clear if he advised the prime min- 
ister to hold other public inquiries, though 
it is suggested that some of the president's 
advisers proposed a probe into all banking 
transactions by Sharif and his ministers. 

In any event, Sharif has opted to confine 
the commission to the cooperatives scandal 
alone. The opposition is dissatisfied by the 
commission's terms of reference, which 
focus largely on the shortcomings of the 
cooperatives system, while possible ir- 
regularities in dispensing cooperatives' 
funds seem to have been mentioned only 
in passing. 

The opposition position is that the 
commission is a farce, because of its limited 
mandate and the fact that it will have to 
rely upon material from official records 
supplied by investigative 
agencies and the bureauc- 
racy — controlled by the 
prime minister and the in- 
terior minister, Chaudhry 
Shujaat; both implicated in 
the scandal. 

Ishaq Khan is under 
pressure to listen to the op- 
position complaints be- 
cause he is frequently criti- 
cised for dismissing 
Bhutto's government and 
ordering new elections on 
what some claim were 
much less serious charges 
than those now being lev- 
elled at Sharif. 

The opposition has 
made it clear its preferred 
solution is that Sharif be removed from of- 
fice and face special tribunals to consider 
the charges against him, while allowing the 
present national assembly to complete its 
term — with Sharif's removal as a gesture 
of conciliation. 

Significantly, some of the MPs known 
to owe their allegiance to the president 
have begun suggesting a constitutional 
amendment that would give him power to 
dismiss the government and retain the as- 
sembly. This follows Ishaq Khan's remark 
to reporters that those who wish him to act 
should equip him with the powers, though 
he added he was not demanding such 
powers. 

Meanwhile, allegations of corruption 
are flying thick and fast. Bhutto has ac- 
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Sharif: judicial inquiry. 


cused Sharif's family business group, 
Ittefaq, of taking loans from the public - 
sector totalling over Rs 11 billion. Shujaat 
has claimed that Ittefaq’s loans totalled — 
only slightly more than Rs 4 billion, of 
which only Rs 2.8 billion were outstanding. 
About his own family business, he said 
that, while the opposition alleges he had _ 
outstanding borrowings of Rs 3.5 billion, й 
the total is only Rs 632 million. н 

Another uproar was caused in the last 3 
week of October with the sudden resigna- | 
tion of Lieut-Gen. Zhahid Ali Akbar, 
chairman of the Water and Power 
Development Authority (WAPDA). He _ 
claimed this was because of his refusal to — 
meet unreasonable and illegal demands 
such as giving concessions on power — 
charges to a steel manufacturer, the trans- 
fer of officials and unofficial use of WAPDA _ 
aircraft, vehicles and rest houses. 4 

On top of all this, nine opposition - 
members sought through an adjournment E 
motion to raise in the assembly a report in 
the London Sunday Times of an alleged ro- 
mantic involvement between Sharif — a 
married man — and an Indian socialite. 
Earlier local press reports had mentioned 
the name and published pictures of a 
woman from Bangalore, identified as the 
sister of an Indian film actor. 
Р Soon after, reports ap- 

2 peared in the local press of 
3 police action against a call- 
Ё girl racket in Islamabad, in- 

volving a cabinet minister, і 

a religious leader апа sev- _ 

eral MPs, allegedly named 

by the madame of the es- 
tablishment as regular pa- _ 
trons. No names were 
mentioned in the reports in 

Pakistan, which were soon 

followed by a report about 

a London girl of Pakistani 

origin who claimed she 

had performed striptease 

for some Pakistani MPs, 

senior officials and politi- 

cians at a London hotel. 

Although no names 

were mentioned in any of these allegations, 
Sen. Maulana Samiul Haq, head of his own 
faction of the Jamiatul Ulemai Islam party, 
and senior vice-president of the IDA, chose 
to declare that he had been "framed" in 
the alleged sex scandal. During Bhutto's 
government he was one of the co-sponsors — 
of the Shariah bill, which among other 
things called for the stoning to death of 
adulterers. 

Haq claimed he was under attack be- 
cause of his enthusiasm for the Islamisation 
of the government and society. In a display 
of characteristic opportunism, some oppo- 
sition leaders expressed sympathy for Haq, 
insinuating that he was being persecuted 
because of his strong independent stance 
on matters of conscience. E] 
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Marcos struggles for coverage. 


PHILIPPINES 
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First lady 
fades 


The homecoming queen running out of 
steam? Nearly a fortnight after her re- 
turn from exile, the Imelda Marcos Show 
already appears to be losing any mo- 
mentum it had, leaving the former first 
lady to face what many Filipino observ- 
ers say is her greatest fear — the fear of 
being ignored. 

It probably will not get that bad, 
thanks to a grab-bag of charges being 
prepared against her and the expected 
return of her two daughters, Imee and 
Irene. But with the attention span of the 
local press getting shorter by the minute, 
the inventiveness of her publicists will 
be put to the test. 

Many foreign correspondents are al- 


Deforestation blamed for storm disaster 


Roots of tragedy 


By John McBeth in Manila 


freak combination of factors is be- 

ing blamed for the deaths of up to 

8,000 people as Tropical Storm 
Thelma swept across the eastern Visayan 
islands of Leyte and Negros on 5 Novem- 
ber. But local government officials are ada- 
mant that the main culprit is something 
that conservationists say could become an 
all too familiar feature of future tragedies: 
deforestation. 

By most accounts it was the worst dis- 
aster to hit the Philippines this century, far 
exceeding the 3,800 who died when five- 
metre-high tsunamis (seismic sea waves), 
induced by a massive earthquake under 
the Moro Gulf, sw amped parts of 
Mindanao’s southwest coastline on 16 Au- 
gust 1976. 

As storms go, Thelma appeared to 
present no real danger. In fact, its centre 
winds were measured at only 65 km per 
hour. But what no one was prepared for 
was the amount of rain it would dump on 
Ormoc City and the surrounding area. The 
Philippines Atmospheric, Geophysical and 
Astronomical Services Administration later 
estimated 400 mm, or 16 million m’, fell 
over a 24-hour period. 

It was that cloudburst, a phenomenon 
normally occurring once every 50 years, 
that triggered flash floods and landslides 


on the mountain slopes behind Ormoc City 
(pop: 130,000) on Leyte’s western coast. 
“The people were caught between abnor- 
mally high tides and the floods from the 
rivers,” said Department of Environment 
and Natural Resources Undersecretary 
Delfin Ganapin 

A week after the disaster, more than 
5,500 had been confirmed dead and more 
than 2,000 were missing, most of them 
carried out to sea or buried under tons of 
mud. Undertakers ran out of coffins and 
hundreds of bloated victims were simply 
bulldozed into mass graves as President 
Corazon Aquino's weary government 
confronted its fourth major natural disas- 
ter in barely 17 months. 

Since July 1990, the so-called "unlucky 
country" has been hit by: a devastating 
earthquake, which took 1,600 lives across 
northern Luzon; a super-typhoon which 
ripped through the central and western 
Visayas, killing 365 people and causing 
heavy damage to infrastructure in Cebu; 
and the eruption of Mt Pinatubo volcano, 
which has so far claimed about 500 lives 
and left tens of thousands homeless. 

Leyte Governor Leopoldo Petilla, local 
congressmen and environmentalists all 
blamed indiscriminate logging for the size 
of the death toll from the cyclone. Petilla 
claimed the national government had ig- 
nored his repeated requests for Leyte to be 
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ready in Cambodia to cover a much 
more meaningful homecoming, that of 
Prince Norodom Sihanouk. And ironi- 
cally, the story that has succeeded in 
driving Marcos out of the headlines is 
the disaster that hit her home province 
of Leyte only two days after her arrival. 

President Corazon Aquino, for her 
part, seems to have played it just right. 
By refusing to be drawn into any public 
mud-slinging, she has denied Marcos the 
chance of trying to cast herself as an 
equal — even if she does, for the mo- 
ment, have the stage on which to per- 
form her theatrics. 

What has hurt Marcos in particular 
was her gaffe in surrounding herself 
with 16 American bodyguards, whose 
presence — until they were deported for 
not having work permits — predictably 
hurt nationalist sensitivities in a country 
where hired muscle is much more than 
just a cottage industry. ш John McBeth 


added to the more than 40 provinces (out 
of 73) where logging has been officially 
banned. 

On the surface at least, the circum- 
stances of the tragedy appeared similar to 
those in southern Thailand in November 
1988 when rain-loosened mudslides buried 
350 people. That led two months later to a 
total ban on commercial logging through- 
out Thailand, though Bangkok subse- 
quently cushioned the impact by reaching 
a timber-cutting agreement with resource- 
rich Burma. 

But in this case, Ganapin points out that 
much of the watershed feeding the two 
major and four minor river systems which 
drain into the Ormoc coastal plain was 
turned into sugar cane and coconut plan- 
tations as long ago as 1952. He says that 
large-scale logging in the area ended in the 
1960s and that the remaining forest is now 
legally a geothermal reserve managed by 
the Philippine National Oil Co. 

Ganapin and other experts theorise 
that apart from triggering mudslides, the 
freakish rain may have suddenly dislodg- 
ed masses of silt and other debris which 
had built up and partly dammed the 
meandering waterways over the past 30 
years. “In a way it's a result of deforesta- 
tion," said one official, "but what we're 
really talking about here is simple land 
conversion. 

Ironically, Leyte is not even one of the 
13 provinces considered to be in an eco- 
logically critical condition because of mas- 
sive deforestation. Officials say however 
that if a lesson is to be learned from the 
Ormoc tragedy, the government should 
use the opportunity to survey other coastal 
areas, particularly where settlements may 
be at similar risk. " 
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ч pom sae the German bank that i Is at home in 
A international finance: WestLB. 


WestLB belongs at the 


top of your shortlist for cor- 


porate business. 


20 years of experience in Cor 
porate Finance, the solidity of 
a state bank and the leading 


role played by WestLB. On 


this sound foundation, WestL 
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cal products with innovative 
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mix of state-of-the-art tech 
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ance and Investment Banking 
to Treasury. And in a global 
network stretching from Dus- 
seldorf to New York and from 
Tokyo to London, WestLB is 
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are: in international finance 
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India declines to attend regional gathering 







Manik d de a in n Colombo کک‎ 


4 he fragility of the South Asian As- 
= sociation for Regional Cooperation 
(SAARC) was demonstrated anew in 
zolombo when a summit scheduled for 7- 
1,9 November was abruptly called off fol- 
_ lowing Indian insistence that no summit 
could be held without the personal at- 
tendance of all the heads of state or gov- 
- ernment of the seven member nations. 
_ India’s pedantic interpretation of SAARC 
| fules came after a last-minute cancellation 
. by the Bhutanese king. For President 
. Ranasinghe Premadasa — due to take over 
. the SAARC chairmanship from President 
:; Maumoon Abdul Gayoom of the Maldives 
. — the cancellation was undoubtedly a re- 
«verse: he has just cleared an impeachment 
hurdle and had been determined to make 
_ à big show of the summit. 

Diplomats and analysts in Colombo 
were convinced that the Indian stand was 
; New Delhi's way of administering a dip- 
omatic snub to Premadasa despite an ap- 
parent improvement in bilateral relations 
n recent months. While one government 
controlled newspaper directly accused In- 
lia of sabotaging the summit, a second, 
without identifying India, said that SAARC 
should not be made an instrument of dip- 
omatic vendettas. 

‘The Colombo press seized on Indian 
newspaper reports saying that the collapse 
of the sixth summit had dealt the fledgeling 
«group a potentially fatal blow, with several 
'ommentators squarely laying the blame 
_ at New Delhi's door. 
| The absence of Bhutan's king could not 
have been the most compelling reason to 
“cancel the summit,” said the Hindu. “The 
King's absence was a procedural problem 
. surmountable by the presence of a royal 
envoy in his place." The Times of India saw 
the cancellation as the “direct and inevita- 
ble result of frictions which have deve- 
;;loped in Indo-Sri Lankan ties” and said 
that New Delhi felt Premadasa would urge 
. SAARC members to isolate India at the sum- 
omit. 
2 Diplomats pointed out that India did 
"not object to Sri Lanka's Prime Minister 
D. B. Wijetunge, who is not head of state 
г or government, representing Premadasa at 
же Male summit last year. Although SAARC 
-Tules require the attendance of either a 
. head of state or government of member 
. nations at summits, precedents clearly per- 
. mitted exceptions. 
zio Та an attempt to salvage the meeting, 









































Summit snub 


Premadasa persuaded the leaders of three 
other SAARC countries — Pakistan, Bang- 
ladesh and the Maldives — to join him in 
Colombo as scheduled. The presence of 
Pakistan's Prime Minister Nawaz Sharif, 
Bangladesh Prime Minister Khaleda Zia 
and Gayoom were treated as state visits. 
Welcoming his guests at what should have 
been the summit's opening ceremony, 
Premadasa avoided any direct attack on 
India for the collapse of the talks but clearly 
signalled his disappointment. 

The Bhutanese king indicated on 1 No- 
vember that he would not be able to attend 
the summit as planned. The Sri Lanka 
Foreign Office rejected reports published 
locally and abroad that the king had felt 
slighted because his invitation, unlike the 
others, had not been personally delivered. 
Sources said that rather than out of pique, 
the king cancelled his visit because of 
continuing unrest by Nepalese immigrants 
in southern Bhutan and intelligence reports 
that an insurrection was being planned. 


the Sri Lankan opposition. while his 
mother, Sirima Bandaranaike, is visiting 
China, blamed Premadasa for the summit 
fiasco. He listed several irritants in Indo- 
Sri Lankan ties, including Colombo's re- 
fusal to attend a SAARC council of ministers 
meeting in Islamabad due to the presence 
of the (now withdrawn) Indian peacekeep- 
ing force in Sri Lanka and the recent ex- 
pulsion of All India Radio's correspondent 
in Colombo. 

Gayoom, who chaired the fifth summit 
in Male, tried to lend a hand to Pre- 
madasa's salvage efforts during bilateral 
talks with the Pakistani and Bangladeshi 
prime ministers. Gayoom was reported to 
have told Premadasa that he was consult- 
ing other member states on holding "a one- 
day business-like meeting" of SAARC lead- 
ers in Colombo as soon as possible. 

This, the Sri Lanka Foreign Office said, 
would conclude the pre-summit confer- 
ence process which commenced on 31 Oc- 
tober with a meeting of the programming 
committee of senior officials, the standing 
committee of foreign secretaries and the 
SAARC council of ministers. The last meet- 
ing ended the day before the summit 
should have opened. India was repre- 
sented at a junior level at the preliminaries, 
with neither the foreign secretary nor the 
external affairs minister attending. п 





MALAYSIA 


Ruling party accuses judiciary of playing politics 


Bother for the Bar 


By Michael Vatikiotis i in Kuala Lumpur р 


ајау sia’s Bar Council is under at- 
M tack from the ruling United 

Malays National Organisation 
(Umno) following the legal body’s alleged 
criticism of the government overseas. Sen- 
ior government officials say the Bar Coun- 
cil is playing politics and its role will be 
reviewed. 

The row erupted after Prime Minister 
Datuk Seri Mahathir Mohamad reacted 
angrily to questions about the govern- 
ment's treatment of the judiciary whilst on 
recent overseas trips. Justice Minister Syed 
Hamid Syed Albar subsequently accused 
the Bar Council, a statutory body govern- 
ing the legal profession, of making z adverse 
statements overseas about the judiciary 
and human rights in Malaysia. 

The background to this is the May 1988 
dismissal of Malaysia's Lord President, 
Tun Salleh Abbas, and the government's 
subsequent suspension of five Supreme 
Court judges who sought to block dis- 
missal proceedings against him. The Bar 
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Council never recognised Salleh's replace- 
ment as lord president, and remains bound 
by five resolutions passed in July 1988, 
condemning the government's actions as 
an attack on the independence of the judi- 
ciary and interference in the administration 
of justice. 

More recently, at a Malaysian law con- 
ference in mid-September, current Lord 
President Tun Abdul. Hamid Omar, was 
not invited. Instead; a. former lord presi- 
dent, Tun Mohammad Suffian: Hashim, 
reportedly made disparaging remarks 
about Mahathir. Syed Hamid said this 
showed the Bar Council's "lack of respect 
for the judiciary and the executive arm of 
the government." 

A call by the Bar Council Чаштар; 
Manjeet Singh, at the same conference for 
a better working relationship with the 
government has been seized on by the - 
government to challenge the Bar Council: _ 
either it mends fences or faces review. u 

“If the Bar Council's activities are going 
to disadvantage members of the Bar, then t 
we have to look for another gei. ar 
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rangement,” said Syed Hamid, in 
an interview. 

The timing has been unfortunate 
for the Bar Council. Syed Hamid's 
criticism, followed by Mahathir’s 
claim that he can prove certain 
lawyers were spreading lies over- 
seas, were made just days before 
Umno's national assembly in Kuala 
Lumpur. On the first day of the 
assembly, Umno Youth chief, 
Datuk Seri Najib Tun Razak, 
launched a swingeing attack on the 
legal body, accusing it of slander- 
ing Malaysia overseas. 

Asked whether he thought the 
matter would end there, Najib told 
the REVIEW: “Umno delegates feel 
the Bar Council has gone beyond 
its scope and function. We have not 
made any particular decision, but 
because of a strong appeal to review the 
functions of the Bar Council, the govern- 
ment will undertake a review.” 

The most immediate step taken by the 
government has been to prepare a range of 
amendments to the Legal Profession Act 
governing the Bar. The main thrust of the 
amendments, to be tabled during the cur- 
rent session of parliament, is the formation 
of a separate disciplinary board for law- 
yers, replacing the Bar Council's own dis- 
ciplinary committee. But the government 
points out that the proposed amendments 
are based on recommendations made by 
the Bar Council itself. Legal sources con- 
firm that the articles to be amended are in 
line with recommendations made by a 
committee set up by the Bar Council in 
1986. 

More significant was the way in which 
the government presented the amend- 
ments to the domestic press as a set of 
measures to “keep lawyers in check.” Ob- 
servers suggest this was a way of both 
sending a message to the Bar Council and 
playing up to Umno discontent with the 
lawyers. 

Behind the rhetoric, however, there are 
those in Malaysia’s legal profession who 
feel the time has come to seek accommo- 
dation with the government. “There are 
people who feel the issue has spent itself,” 
says Manjeet. Echoing him, another lawyer 
said, “The scene is played out, the act is 
over. No government is going to backtrack 
on [the 1988] decision.” 

More worrying, says Manjeet, is the 
tendency for the government to label the 
Bar Council as a political body in the wake 
of the Salleh affair. “Whenever the Bar 
Council takes a stand, it is immediately 
viewed as a criticism, when it is only a 
contrary view,” he said. 

After delegates at the Umno assembly 
had roundly condemned the Bar Council, 
Mahathir said the legal body was so ob- 
sessed with its power and rights that it had 
on many occasions acted outside the law. 
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Mahathir: contemplating action SEED) Bar Council. 


The government strenuously denies 
that the legal system has been affected by 
the fallout of the Salleh affair, and insists 
that it has acted within the law throughout 
the affair. Yet, international attention con- 
tinues to focus on the issue. A report enti- 
tled The Decline of the Rule of Law in Malay- 


sia and Singapore was published by 
the New York Bar's Committee on 
International Human Rights in De- 
cember 1990. After visits to both 
countries, the report's author's de- 
tected "increasingly authoritarian 
tendencies." 

This is clearly the sort of adverse 
external exposure that Mahathir is 
fuming about. Blame for providing 
Western legal watchdogs and hu- 
man rights groups with access to 

material is laid at the Bar Council's 
door. But, Manjeet denies that such 
reports were inspired by the Bar 
Council. 

It remains to be seen whether 
pressure from Umno, the dominant 
party in the ruling National Front 
coalition, will lend impetus to the 
government's anger and result in 
any action being taken against the Bar 
Council. One optimistic view is that 
Mahathir's current preoccupation with his 
international image and role in the deve- 
loping world will temper any move 
which would attract adverse publicity 
overseas. a 


b 
g 
< 
= 
= 
3 





INDONESIA 


Islamic protests grow over morality of prizes 


Religious lottery 


By Adam Schwarz in Jakarta 


n angry demonstration of 2,000 
A youths in the West Java city of 

Bandung protesting over a state- 
sponsored lottery has moved a long- 
standing Islamic dispute squarely on to the 
political agenda. 

The 9 November demonstration, which 
ended peacefully and with no arrests, 
creates an awkward situation for Presi- 
dent Suharto, who has been steadily forg- 
ing closer ties to the Islamic community 
ahead of next year's elections. Indonesia, 
home to the world's largest Muslim popu- 
lation, goes to the polls in 
June. 

Public discussion of the 
lottery, known as the Phi- 
lanthropic Donation with 
Prizes, or SDSB, has become 
increasingly strident over 
the past six months. Islamic 
groups say the lottery is 
equivalent to gambling, 
which is prohibited by In- 
donesian as well as Islamic 
law. The government con- 
tends it needs the money 
raised by the lottery to 
fund sporting events, wel- 
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Soebadio: protest ignored. 


fare programmes and disaster relief ef- 
forts. 

"The government said it would try to 
reduce the negative social impacts of the 
lottery but so far it hasn't done anything," 
said K. H. Hasan Basri, who chairs the In- 
donesian Council of Islamic Scholars (MUI), 
an umbrella group for the country's Islamic 
organisations. 

In July, Haryati Soebadio, the minister 
for social affairs, overrode Islamic protests 
and pushed ahead with a plan to allow 
nine supplemental lottery drawings in the 
last six months of the year. The lottery, 
normally held once a week, raises roughly 
US$9 million a time, ac- 
cording to one estimate. 

In the following 
months, Islamic schools, 
universities and student 
groups began returning 
funds received from 
Yayasan Dhana Bhakti 
Kesejahteraan Sosial 
(YDBKS), the foundation 
which administers the lot- 
tery. A dispute over the 
propriety of accepting 
money from the lottery 
foundation had riven the 
Nahdlatul Ulama (NU), 
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the country’s largest Muslim organisa- 


tion. 
The YDBKS says an NU-sponsored school 
in East Java agreed to accept a donation 


_ from the lottery funds, an admission which 
. caused one senior NU leader to resign in 
disgust and put the moderate NU chair- 


man, Abdurrahman Wahid, in a tight 


. Spot. 


On 2 November the West Java branch 


` of the MUI was refused a permit to hold a 
. seminar to discuss the lottery and its 


meaning for Muslims. This refusal, it 
seems, was a prime cause for the Bandung 


` rally a week later. 


The escalation of opposition to the 


. lottery is politically embarrassing for 
_ Suharto. By acceding to Islamic demands 
. on certain legal and educational reforms, 


performing a haj pilgrimage, sponsoring an 


. association of Muslim intellectuals and 


supporting an Islamic-style bank, the presi- 
dent in the past two years has succeeded 


. in securing support from important seg- 


о IS ЕГ 


MESE 
ments of the Islamic community. That sup- 
port may now be at risk, some political 
analysts say. 

Throughout Suharto's 24-year rule, Is- 
lam as a political force has declined. And 
the president's recent overtures to Muslim 
groups have not entirely succeeded in 
overcoming Muslim frustration at being 
denied a meaningful say in public 
policy. 

"There is still a feeling among Muslim 
groups that they get insufficient attention 
when it comes to making strategic national 
decisions," says Aswab Mahasin, who di- 
rects a social sciences institute. 

Some analysts view the lottery dispute 
as a test case for Suharto's relations with 
Indonesia's Islamic community. "Suharto 
has given Muslim groups a taste of power. 
Now, by opposing 5058, Muslims want to 
find out how far their influence extends," 
one analyst said. 

The mandate for the current lottery ex- 
pires at the end of the year and the govern- 


ment so far has not responded to 
calls for it to be discontinued. Most 
political commentators think it unlikely 
that Suharto will drop the lottery alto- 
gether. 

By doing so, one analyst said, he would 
strengthen the hand of vocal Muslim 
groups and open himself to new demands 
on other issues which are sure to be de- 
bated as elections draw nearer. Two obvi- 
ous issues in which Muslim groups want a 
stronger voice are the government's choice 
of economic policies and Suharto's succes- 
sion. 

The identity of YDBKS' administrators is 
not generally known. It is widely believed 
that Henry Pribadi, a wealthy, ethnic Chi- 
nese businessman, and two of Suharto's 
sons — Sigit Haryoyudanto and Hutomo 
(Tommy) Mandala Putra — are involved 
in the running of the foundation. It is also 
suspected that lottery funds are used to 
support activities of the ruling Golkar 


party. " 





TAIWAN 


Between two fires 





By Julian Baum in Taipei 


The Taiwan Government has backed 
away from prosecuting the opposition 
Democratic Progressive Party (DPP) for 
sedition by advocating independence, 
apparently choosing to postpone any 
decision until after national elections 
scheduled for late December. 

The cautious approach has not 
pleased some members of the conserva- 
tive wing of the ruling Kuomintang 
(KMT), nor does it sit well with Peking, 
which is equally opposed to any at- 
tempt to make Taiwan an independent 
country rather than an integral part of 
China. But under the circumstances, ob- 
servers say the KMT government had lit- 
tle choice. 

Prosecuting the DrP for its pro-inde- 
pendence platform adopted in October 
would hand the opposition a unifying 
issue which could bolster its showing in 
the December polls. It would also risk an 
avalanche of international criticism and 
probably an opposition boycott of next 
year's constitutional convention, turning 
the second stage of President Lee Teng- 
hui's political reform programme into a 
one-party show. 

In a televised speech which defined 
the moderate line, Lee said he would 
stick to his agenda for democratic 
change. But he also called on the opposi- 
tion to abandon "high-sounding and im- 
practical views," an indirect reference to 





the increasing independ- 
ence movement on the 
island. 

The conciliatory atti- 
tude took specific shape 
in a decision by the nomi- 
nally independent politi- 
cal party screening com- 
mittee of the cabinet. In a 
series of lengthy meet- 
ings, the committee took 
a leisurely first step in the 
case by ordering the DPP 
to submit its party char- 
ter and political platform 
to the Ministry of Interior 
for review by mid-No- 
vember. 

The prP reluctantly 
did so, noting that it was 
required by law to submit only its char- 
ter and not the platform which contained 
the offending language on “building a 
Republic of Taiwan." Government 
spokesman Jason Hu told the REVIEW 
that these and other legal procedures 
could take time to pursue. 

Whether or not the DPP will be judged 
a seditious group under the vaguely 
worded Article 100 of the Criminal Code, 
which is now being revised, there is little 
doubt from the government's point of 
view that actions of other pro-indepen- 
dence groups are punishable offences. 

^No action has been taken against 
those who merely exercise freedom of 
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Kuo: sedition trial. 


expression," said Hu. But he described 
the ppp’s situation and that of other 
groups as "two separate issues." 
Since September, 14 people have been 
arrested and two US citizens deported 
in connection with politi- 
cal charges. Some were 
members of the ban- 
> ned World United 
Formosans for Inde- 
pendence (WUFI) which 
has a history of encour- 
aging violence against 
the government. WUFI is 
a US-based organisation 
of exiled Taiwanese 
which has tried to set up 
chapters in Taiwan. The 
first trial in this latest se- 
ries of sedition cases was 
that of wuFr's US presi- 
dent, Kuo Pei-hung, who 
was arrested in early 
September. 
Opposition party 
leaders have said pub- 
licly that they support the free exercise 
of speech by wuFl and other groups. But 
according to independent MP and 
former DPP member Lin Cheng-chieh, 
some DPP members are pleased to see 
WUFI people arrested. “WUFI is trying to 
grab power from the DPP,” said Lin. 
The government has also taken tough 
action against the Organisation for Tai- 
wan Nation-Building, a pro-indepen- 
dence group founded by returned dissi- 
dent Stella Chen. Police tore down the 
group's headquarters building in the city 
of Taichung in mid-October and arrested 
leaders of the group, though Chen her- 
self remains at large. " 
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here are fears in many quarters 
that the world is headed towards 
an era of protectionist regional 
trading blocs on either side of the 
Atlantic and in the Pacific. Europe, when 
expanded in 1992 to include the Nordic 
countries, Austria, and Switzerland, will 
create an economic colossus, an integrated 
market of some 380 million people. The US, 
Mexico and Canada currently are negoti- 
ating a North American Free Trade 
Agreement (Nafta) to eliminate barriers to 
| the free flow of goods, services and in- 
| vestment, and to create a market of 360 
million people. In an effort to increase 
Asian economic leverage and enhance 
trade within the region, Malaysia has pro- 
| posed an East Asian trade entity now 
known as the East Asian Economic Caucus. 
Fears of protectionist regional blocs — a 
Fortress Europe, a Fortress America and a 
| Fortress Asia — are easy to understand. 
| But they will prove unfounded. 
Past experience demonstrates that re- 
gional economic arrangements can com- 
plement a strong multilateral trading sys- 
tem and increase global trade flows. Four 
decades ago, under the Marshall Plan, the 
| US welcomed the proposals of Jean 
Monnet and Robert Schumann for a Euro- 
pean Common Market, secure in the belief 
it could be achieved on terms that would 
promote increased trade with outsiders. 
History has proven that judgment correct. 
While today's world differs in profound 
| ways from that at the time of the Marshall 
Plan, the changes of the past four decades 
| make protectionist regional trading blocs 
less, not more, likely. Today, the world is 
increasingly dominated by two forces: an 
integrated, highly competitive economy, 
and rapid advances in technology. 
| Since 1950, trade has grown at a rate of 
6.2% annually, compared to 4.1% annual 

| growth for the world economy. The open 
trading system has provided a foundation 
for expanding other forms of economic 
activity. The Gatt estimates that from 1983 
to 1989 the flow of foreign direct invest- 
ment worldwide rose at a 34% annual rate, 
or nearly four times as fast as trade. 

The other driving force of the post- 
World War II period has been technology. 
The world has experienced an astonishing 
burst of scientific and technological crea- 

| tivity that shows no sign of slowing. Ad- 
| vances in telecommunications and trans- 
portation have shrunk barriers of time and 
space. 

These forces — an open world economy 
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THE 5TH COLUMN 





By Roger Porter 


and rapid advances in technology — 
would frustrate any efforts to realise bene- 
fits from a protectionist trading bloc. Be- 
cause of the integration of the world 
economy, efforts by the US or any nation 
or group of nations to retreat into economic 
isolationism would mean relinquishing 
important investments and export markets 
abroad. The resulting dislocation could 
lead to transfers of wealth from highly 
competitive export sectors to less competi- 
tive import-sensitive industries, and a sig- 
nificant drop in living standards. 

While regional trade arrangements can 
enhance trade flows, they 
are not a substitute for 
access to world markets. 
Canada and Mexico are 
the first- and third-larg- 
est trading partners of 
the US, but this should 
not obscure the fact that 
over half of US exports 
go to Asia and the EC. 

In conversations with 
the Bush administration, 
US businessmen have 
made it clear that re- 
gional trading arrange- 
ments are no substitute 
for access to markets in 
Europe and Asia. 

There is clear evi- 
dence that closed mar- 
kets ultimately under- 
mine a nation's or a re- 
gion's future prospects. 
In the next decade, com- 
petition is likely to focus 
on pioneering new tech- 
nologies and products. 
With the diffusion of 
knowledge, no nation 
possesses a monopoly on 
breakthroughs in tech- 
nology, science or busi- 
ness management. Clos- 
ed markets deprive a nation of exposure to 
important new ideas and erode techno- 
logical competence. Open trade and in- 
vestment policies, moreover, are crucial, 
since competition forces companies to in- 
novate. 

In short, governments are always capa- 
ble of trying to block the movement to glo- 
bal markets, but such efforts are costly and 
cannot succeed. Regional trading blocs can 
complement but cannot become a substi- 
tute for a strong multilateral trading sys- 
tem. As our negotiators struggle to com- 
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Fortress fears unfounded 


plete the Uruguay Round of trade negotia- 
tions, we should not focus on avant-garde 
proposals for a new trading system of self- 
limiting, exclusive entities, but instead 
should try to strengthen the Gatt. 

Finally, despite the efforts of some 
US politicians to exploit economic isola- 
tionism, most Americans recognise they 
have an important stake in expanding 
trade with the Pacific Rim: US trans-Pacific 
trade surpassed US trade with Europe a 
decade ago. It is now over one third ? 
East Asia accounts for over 30% of US ех- 
ports. In contrast, about 25% of US exports 
go to the EC. 

President George 
Bush has strongly sup- 
ported the Asia Pacific 
Economic Cooperation 
initiative as a long-term 
forum for discussing 
trade issues and opening 
markets. The US has de- 
voted tremendous en- 
ergy to putting its trade 
relations with Asia on a 
reciprocal and stable ba- 
sis, so they can be sus- 
tained over time. 

Shortly after the turn 
of the century, John Hay, 
then president Theodore 
Roosevelt's secretary of 
state, said: “The Mediter- 
ranean is the ocean of the 
past, the Atlantic the 
ocean of the present, and 
the Pacific the ocean of 
the future.” With the de- 
cline in military and se- 
curity tensions, the na- 
tions of the Pacific Rim 
are on the verge of a new 
era of unparalleled eco- 
nomic expansion. The US 
commitment to Asia and 
the multilateral trading 
system remains strong. Far from looking 
inwards, the US recognises its special role 
in the Atlantic and Pacific oceans. The US 
continues to benefit from its diversity of 
immigrant cultures from all parts of the 
world. The US seeks not to close markets 
or retreat within its hemisphere, but to 
serve as a bridge between Asia and Eu- 
rope. а 
Roger Porter is Assistant to the President for 
Economic and Domestic Policy in Washington, 
Dic 
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Gangsters play increasing role in business and politics 


STORY: 


JAPAN 


1 


Feeding on the system 





By Robert Delfs in Tokyo 


The Japanese establishment 

reacted as if stunned in June 

when it discovered that the 

country’s largest and third- 

largest stockbroking firms 
had been in bed with gangsters. 

Nomura Securities and Nikko Securities 
had, in 1989, loaned more than ¥36 billion 
(US$277 million) to Susumu Ishii, the 
former head of the Tokyo-based Inagawa- 
kai, Japan’s second-largest yakuza (gang- 
ster) organisation. 

The loans from Nomura and Nikko 
helped Ishii to accumulate 24 million 
shares — a 2.2% stake — in Tokyu Corp., a 
major railway, hotel, real estate and de- 
partment store conglomerate. A concerted 
effort by Nomura salesmen in late 1989 to 
promote Tokyu stock pushed the share 
price from ¥1,700 early in the year to ¥3,060 
by mid-November, making Ishii's paper 
holdings worth at one point ¥73.4 billion. 

The yakuza, warned numerous alarmed 
press commentators, were suddenly mov- 
ing beyond their traditional focus on pros- 
titution, gambling and drugs to expand 
into the fields of banking, real estate and 
corporate takeovers. In the process, gang- 
ster influence appeared to have somehow 
penetrated the boardrooms and offices of 
some of Japan’s most respected companies 
and influential politicians. 

But the close ties between the under- 
world and upper levels of political and 
business circles suggested by the Tokyu 
incident are not new — and have certainly 
not become any weaker with the punctur- 
ing of the 1989 stockmarket bubble. 

Since the early post-war period, power- 
ful backstage fixers such as Yoshio 
Kodama (the eminence grise in the 1976 
Lockheed bribery case) and Ryoichi 
Sasakawa have acted as central figures in 
networks of influence embracing yakuza, 
senior politicians in the ruling Liberal 
Democratic Party (LDP), foreign and 
Japanese business interests, ultra-rightwing 
groups, labour unions and even foreign 
intelligence agencies. 

The influence of the yakuza, particu- 
larly at times of national crisis, reflects an 
underlying trait in Japanese society — the 
tendency to resort to personal and extra- 
legal ways of solving problems when in- 
stitutional methods fail. The same instincts 
may exist in other countries — notably the 
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US — where gangsters have survived and 
flourished. But Japan may be unique in the 
centrality of organised crime and the extent 
to which the underworld plays various 
essential and tacitly acknowledged eco- 
nomic and political roles at all levels of 
society. 

There were more than 20,000 reported 
incidents of yakuza intervention in civil 
disputes in 1989, involving mainly private 
and commercial debts and personal inju- 
ries, according to Japan's National Police 
Agency (NPA) — more than double the 
figure for 1981. Some police experts believe 
that the yakuza may be involved in the 
majority of automobile accident settle- 
ments. 

Japanese gangsters, in effect, fill niches 
that are generally occupied by lawyers in 
other countries. This phenomenon is re- 
lated to the conspicuously low ratio of 


lawyers to the general population in Japan. 
Most people assume the legal system to be 
biased towards the defendant in a civil suit, 
and believe that it is extremely difficult, 
time-consuming and expensive to pursue 
civil cases through the Japanese courts. 

Rapid expansion of Japan's "bubble" 
economy in the second half of the 1980s 
fuelled intense booms in stocks, finance 
and real estate. Yakuza and legitimate 
businessmen both moved quickly to ex- 
ploit this situation. 

Nor is this purely a case of aggressive 
gangsters invading a world of helpless and 
innocent businessmen. Rather, there is a 
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symbiotic relationship of mutual benefit 
and need between the underworld and 
open society, one in which businessmen 
and politicians actively seek out yakuza as 
clients and also as providers of various 
unique and essential services. 

Although direct or near-direct personal 
and financial links between gangsters and 
businessmen or politicians are surprisingly 
common, such relationships are generally 
mediated through complex networks of 
shell companies, financiers and private 
secretaries to politicians. 

Real estate developers, for example, 
used yakuza specialists known as jiageya 
(literally, land raising specialists) to induce 
recalcitrant owners and tenants to vacate 
land needed for new projects. 

“We needed jiage professionals because 
Japanese law favours the tenant," a senior 
officer at a major Japanese bank explained. 





"Although at times this involves some 
mental harassment, these activities are per- 
fectly legal and legitimate. This became the 
biggest area of grey-zone economic activ- 
ity in recent years, and naturally some 
yakuza moved from jiage into direct real 
estate investment and speculation." 

In many cases, a single visit by a jiageya 
is sufficient to persuade a tenant or land- 
owner to move or sell. As the next step, 
yakuza might rent space for a temporary 
office in the building or neighbourhood, 
with predictable effects on local real estate 
prices and the remaining residents' or ten- 
ants' peace of mind. If necessary, more ex- 
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treme measures can include late night 
phone calls, vandalism, threats and even 
physical abuse. 

This development was not entirely un- 
precedented. The yakuza move into labour, 
building materials and real estate during 
the construction booms of the 1960s and 
1970s proceeded in a similar fashion. What 
most distinguishes the activities of under- 
ground organisations in the 1980s boom is 
that the yakuza have adopted a more ac- 
tive and direct role. 

There are no "grey-zone" fixers today 
on the scale of Kodama or Sasakawa, who 
were able to operate from a position of 
dominance with respect to both gangsters 
and legitimate businessmen and politi- 
cians. This has created a kind of power 
vacuum which sophisticated yakuza lead- 
ers such as the late Ishii moved into with 
relative ease. 

The jiage boom went into high gear just 
as the sokaiya business was drying up. Lit- 
erally “general meeting specialists,” sokaiya 
are traditional white-collar gangsters who 
extort protection money from companies 
by threatening to disrupt their annual gen- 
eral meetings. Companies that paid well, 
on the other hand, knew that their sokaiya 
could be relied upon to use any necessary 
means, including physical force, to bar 
embarrassing questions from even legiti- 
mate stockholders. 

Sokaiya profits fell rapidly after Japan's 
commercial code was revised in the early 
1980s, making such payments illegal. Even 
so, nearly a third of 2,000 companies who 
responded to a recent NPA survey admit- 
ted they still pay sokaiya annual amounts 
ranging up to ¥100 million. 

In addition, sokaiya serve as an impor- 
tant means of contact and communication 
between businesses and the gangs. In his 
testimony before a parliamentary commit- 
tee this summer, former Nomura chairman 
Setsuya Tabuchi explained that a Nomura 
sokaiya set up the initial contact between 
Ishii and a member of Nomura's board of 
directors, who later introduced Ishii as a 
client to a general manager of Nomura's 
customer trading division. 

All newly appointed senior officers at 
one well-known major bank in the Kansai 
region are routinely introduced to Masaru 
Takumi at his Osaka residence. Takumi is 
the boss of the Takumi-gumi, an organisa- 
tion of nearly 1,000 gangsters which be- 
longs to Japan's biggest yakuza organisa- 
tion, the Kobe-based Yamaguchi-gumi. 

The Yamaguchi-gumi runs most of the 
prostitution, gambling and narcotics op- 
erations in the Kansai area and is also 
heavily involved in bars, night clubs and 
real estate. In 1990, a Yamaguchi-gumi 
controlled company, Tensho Kogyo, 
mounted a green-mail assault on Kurabo 
Industries, a major Japanese textile firm 
which operates joint ventures in Britain 
and Thailand. 
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Kodama s 
legacy 


The complex network that today links 
prominent Liberal Democratic Party 
(LDP) politicians, powerful moneymen, 
underworld organisations and ultra- 
rightist groups was largely the creation 
of Yoshio Kodama, who also played a 
key role in the Lockheed bribery scan- 
dal in the mid-1970s. 

Kodama, who died in 1976, was as- 
sociated with ultra-nationalist groups in 
the 1920s and 1930s. Later, as a pro- 
curement agent for the imperial navy, 
Kodama built up a commercial empire 
in China and served as an aide to Ja- 
pan’s Chinese puppet ruler, Wang 
Jingwei. These activities earned him 
three years’ imprison- 
ment as a war criminal. 
Freed in 1948, Kodama 
became a major con- 
tributor to the LDP and a 
financial backer of 
Ichiro Hatoyama and 
Nobosuke Kishi. 

Hatoyama had been 
purged from the gov- 
ernment by US occupa- 
tion authorities in 1 
just as he was about to 
become Japan's first 
post-war premier. 


Yakuza involvement in banking is 
hardly new in Japan, but the nature of that 
involvement has substantially changed. 
Until the 1980s, most commercial bank 
lending was predominantly channelled to 
well-established firms that were often 
members of the same business groups as 
the bank and bank loans to consumers 
were almost non-existent. 

Private individuals and new companies 
needing credit were forced to turn to 
sarakin, or loan sharks. Sarakin employ 
harassment, blackmail and strong-arm 
methods to enforce collection, and many 
have close links to or are actually em- 
ployed by yakuza interests. 

The rapid expansion of commercial and 
consumer lending by Japanese and foreign 
banks in the 1980s has cut deeply into the 
sarakin market. But Japanese banks lacked 
the tools to carry out sophisticated credit 
risk analysis, which had never been needed 
before. The resulting accumulation of non- 
performing loans by both Japanese and 
foreign banks in the 1980s provided new 
opportunities for the yakuza to re-enter the 
banking business at a higher level in the 
"food chain." 
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Kodama: LDP links. 






Kishi, a member of the Tojo wartime 
cabinet, was jailed for a while as a sus- 
pected war criminal. “Щщ 
eventual election as prime minister in — 
1954 and Kishi's successful campaign in 
1957, David Kaplan and Alec Dubro say _ 
in their 1986 book Yakuza. 4. А4 
The apotheosis of Kodama as Japan's _ 






| а group of yakuza and 
rightist leaders, including Ka kuji 
Inagawa and Yoshimitsu Sekigami. 


syndicate, while _ 
Sekigami's Sumiyoshi- - 
kai now ranks third. 
The result was the 
spawning of a new 
generation of ultra- - 
rightwing and para- 

military organisations — 
and a further blurring - 

of the lines between - 

organised crime and | 
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Rather than writing off all the non-per- 
forming loans, “we sold our bad debts to 
yakuza,” an unnamed former officer of a 
foreign bank in Japan explained. “In return, 
we issued new loans to the yakuza several 
times larger than the size of the bad debts.” 

Although some analysts claim that it 
was foreign banks who pioneered the use 
of yakuza finance companies and fixers to 
clean up their balance sheets, many Japan- 
ese banks came to increasingly rely on the 
practice as the volume of questionable 
loans, particularly property-related financ- 
ing, ballooned during the bubble years. 

This was apparently the logic that un- 
derlay Sumitomo Bank's controversial 
lending to Mitsuhiro Kotani, head of the 
Koshin speculation group. Sumitomo had 
lent ¥1.5 billion to Minami International, a 
Kobe real estate firm. When the company 
appeared close to bankruptcy, the land 
used as collateral to secure Sumitomo's 
loan became embroiled in a title dispute, 
rendering it worthless. Minami was forced 
to sell two other parcels of land to Kotani, 
who assumed the debts. " 

While yakuza dealings with banks and 
securities companies have received the 
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most publicity, the question of financial 
and other ties between the yakuza and 
politicians is even more sensitive. Apart 
from spectacular disclosures, such as the 
involvement in a share-cornering scandal 
of Toshiyuki Inamura, a former MP and 
director-general of the Environment 
Agency under prime minister Yasuhiro 
Nakasone, most of the evidence is frag- 
mentary or indirect. But many informed 
Japanese believe that the underworld con- 
tributes substantial amounts of money to 
ruling LDP MPs and faction leaders. 

“The yakuza are part of the LDP,” ac- 
cording to Jiro Ode, president of a finance 
company in Osaka, who has extensive 
contacts in the Kansai underworld. “It is a 
relationship of mutual help, friendship, co- 
operation and support. There are no 
straight lines, nothing dividing them. 
Everyone is grey.” 

In September, Shintaro Ishihara, LDP 
MP and celebrated author of the national- 
ist The Japan That Can Say No, was accused 
of accepting ¥30 million in illegal political 
contributions in 1990 from Ken Mizuno, 
golf club operator and Las Vegas restaura- 
teur with reported gangster ties. Mizuno's 
offices were raided in September as part of 
an investigation into the fraudulent issue 
of membership certificates in a golf club 
managed by a top Tokyo gangster. Ishihara 
claimed that the money, which was broken 
into smaller amounts and registered as 
contributions from a number of companies 
owned by Mizuno, did not violate the po- 
litical campaign funds law. 

Hiroshi Mitsuzuka is the leader of one 
of the largest LDP factions and a former 
minister of foreign affairs who stood un- 
successfully for party president and prime 
minister in October. According to the 
Mainichi newspaper, Mitsuzuka's former 
private secretary solicited the services of a 
high-ranking gangster in 1989 to pressure 
a Tokyo publisher to suppress a book ex- 
posing corrupt practices at a high school in 
Mitsuzuka's home district. 

Suspicions of overly close ties to yakuza 
are not limited to members of the ruling 
party. In July, Friday magazine published a 
photograph of Keigo Ouchi, chairman of 
the Democratic Socialist Party, and Hideru 
Nishiyama, leader of a yakuza gang affili- 
ated with the Inagawa-kai, taken during a 
courtesy call by Ouchi to Nishiyama's of- 
fices during the February 1990 election 
campaign. 

At a subsequent news conference, 
Ouchi said he had visited Nishiyama on 
the advice of local residents, after he 
opened a campaign office in the same To- 
kyo neighbourhood, and claimed he had 
not known Nishiyama was a yakuza. Ac- 
cording to Friday, Nishiyama's office is 
identified by a conspicuous sign reading 
“Nishiyama-gumi,” and decorated with 
portraits of former gang leaders wearing 
robes bearing the gang's crest. Гы 
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Complex structure makes for loose control 


By Robert Delfs in Tokyo 


Like a Japanese company, a 

yakuza gang is a lot more 

complicated than it looks at 

first sight. The structure of a 

typical gang combines 
strong vertical links with a high degree of 
compartmentalisation among component 
sub-groups, each of which retains consid- 
erable flexibility and autonomy provided 
it fulfils its obligations to the organisation 
as a whole. 

As in the case of the business world this 
can lead to a perplexing mixture of coop- 
eration and competition all within the same 
organisation. The complexity of the system 
also leads to doubt as to the size of yakuza 
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Clash of loyalties 


incomes — indeed it is probable that no 
single person knows how much the move- 
ment is worth, taken as a whole. 

According to the National Police 
Agency (NPA), the yakuza's total income in 
1989 exceeded ¥1.3 trillion (US$9.6 billion). 
Of this total, the police estimate that about 
one third is generated by the sale of drugs, 
mainly methamphetamines, with another 
third coming from gambling, protection 
payments and intervention in civil dis- 
putes. 

Other credible income estimates range 
up to two or three times higher. But even 
the leaders of the major gangs may not 
necessarily know how much money their 
organisations make, according to one au- 
thority. The leadership of Japan's biggest 
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Sub gangs 
Number of gangs — 750 
(18) 328 -— No. of gang 25 
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yakuza gang, the Yamaguchi-gumi, for ex- 
ample, consists of over 100 bosses, with 
each heading his own gang organisation, 
which in most cases itself consists of nu- 
merous subordinate gangs. 

In 1989 the Yamaguchi-gumi organisa- 
tion comprised over 750 gangs in all, with 
an average 25-30 members per gang. These 
were led by 102 senior bosses, ranked as 
shatei (senior leaders —literally “younger 
brothers") or wakashu (junior leaders —lit- 
erally “young men"). 

Each of the Yamaguchi-gumi's bosses 
pays a fixed amount of money, probably 
¥1 million, to the organisation every 
month. The heads of sub-gangs similarly 
receive smaller regular payments from 
leaders of their subordinate gangs, and so 
on, down to the level of the individual 
gang members. 

Turf disputes among sub-gangs and 
other conflicts are of course mediated at 
high levels of the organisation. Individual 
gang leaders may also agree to co-operate 
on specific ventures. But beyond this sub- 
gangs operate relatively autonomously and 
competitively. They are free to initiate new 
forms of business, legal and illegal. When 
possible, sub-gang leaders have good rea- 
son to conceal the nature of their business 
from each other as well as from upper 
levels of the organisation. 

For the past two years, the supreme 
boss (kumicho) of the Yamaguchi-gumi has 
been Yoshinori Watanabe, whose own 
original gang is the Kobe-based Yamaken- 
gumi. Watanabe assumed the position of 
fifth kumicho in April 1989, ending nearly a 
decade of at times violent leadership 
struggle. 

A video tape obtained by the REVIEW of 
Watanabe's elaborate accession ceremony 
vividly illustrates the feudal and traditional 
aspects of the yakuza movement. The tape 
shows the entire leadership of the 
Yamaguchi-gumi. Wearing traditional 
Japanese dress and carrying fans, each en- 
ters the room where the ceremony is to be 
held, identified in subtitles by name, or- 
ganisational rank, and sub-gang. 

The crucial event in the accession cere- 
mony is a formal exchange of cups of sake 
between the incoming leader and Kazuo 
Nakanishi, who was acting boss of the or- 
ganisation since 1989 and Watanabe's main 
rival. 

It would be wrong to over-emphasise 
these feudal and ritual aspects of gang life, 
or to suggest that all or most Japanese ac- 
cept the yakuza's romanticised self-image 
as latter-day samurai at face value. But it is 
equally misleading to dismiss their tradi- 
tionalist appeal as cynical posturing or 
merely window-dressing. 

Comments by yakuza members under- 
line the point that internal unity and loy- 
alty to the leader matter more than person- 
alities. “Who actually becomes leader is not 
so important," a Yamaguchi-gumi member 
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explained. ^He doesn't have to be a Japan- 
ese — he could even be white. But there 
must be one leader. It is the same in the 
case of any Japanese company, or [even] 
the Emperor." 

The big difference between the yakuza 
and the rest of "corporate" Japan is, of 
course, the type of people who belong to 
the organisation. The yakuza's staple re- 
cruits are working-class youths who, for 
one reason or another, fail to make the 
grade in the pressure-cooker of Japan's 
highly competitive education and exami- 
nation system — school drop-outs, mem- 
bers of motorcycle gangs, casual 
methamphetamine users and pachinko 
parlour habitues. 

The skills needed to lead a large gang 
organisation probably do not differ signifi- 
cantly from those needed to manage a 
company, though the job of the yakuza 
boss may be even more challenging. An 
official of a finance institution in Tokyo, an 
admirer of the late Inagawa-kai boss 
Susumu Ishii, described him as “a terrific 
manager. He takes care of several thousand 





Video stills of Watanabe and Yuko Inagawa. 


ruffians who have been abandoned by 
their parents and society. 

For new recruits, joining the yakuza of- 
fers a source of identity, the all-important 
status of membership i in a group. “To the 
Yamaguchi-gumi, if you are not Yamagu- 
chi-gumi, you are nothing," says Jiro Ode, 
an Osaka businessman with close ties to 
the gang. “It takes about five years [for an 
apprentice] to make his 'diamond' [the 
right to wear the diamond-shaped Yama- 
guchi-gumi lapel pin]. They look down on 
ordinary people who have jobs and go to 
work. They think they are all fools." 

Finally, as even the most headstrong 
and independent rebel eventually realises, 
the yakuza are a kind of monopoly. One 
point on which police and the yakuza 
clearly agree is the importance of making 
free-lance criminal careers virtually im- 
possible. It is the basic nature of the 
yakuza, moreover, to absorb or eliminate 
all competitors, fill every available niche 
in the ecology of crime, and relentlessly 
expand. Ы 
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New laws unlikely to 
curb Yakuza 


Legal 
conduct 


Japan’s yakuza gangs are 
truly different from crime 
organisations in most of the 
rest of the world. They are 
legal. There are no racket- 
eering statutes in Japan, and membership 
in a gang violates no law. Yakuza head- 
quarters are conspicuously marked by 
signs bearing the gang’s name and crest. 
Initiated members assume distinctive dress 
and wear their gang’s lapel pin in public. 

Those responsible for bribery and ex- 
tortion, among the yakuza’s main sources 
of income, are extremely diffi- 
cult to prosecute. As in the case 
of insider trading, many prac- 
tices which would clearly con- 
stitute offences in other coun- 
tries are not necessarily illegal 
in Japan, where exchange of 
gifts plays an important role in 
most normal commercial and 
social relationships. 

Nor is laundering money 
against the law. But most 
yakuza would hardly consider 
such elaborate measures nec- 
essary, since receipt of funds 
generated by criminal activities 
is not illegal. 

Two new narcotics bills 
passed in October will change this to some 
extent. For the first time, police will be able 
to confiscate proceeds derived from drug 
trafficking. But the new laws contain no 
provisions relating to other kinds of illegal 
income. Nor does the new Boryokudan 
(Organised Crime Group) Counter- 
measures Law, passed last May and ex- 
pected to go into effect next March. 

The Boryokudan law merely allows au- 
thorities to designate certain organisations 
as organised crime groups based on the 
proportion of convicted criminals among 
their membership. An organisation of 50- 
54 people, of whom more than 12% are 
convicted criminals, could be listed, for 
example. 

Members of designated organisations 
are prohibited from practising extortion 
and the use of coercion or enticement to 
recruit juveniles, and may also be barred 
from assembling at their headquarters 
during periods of inter-gang warfare. 

This will not make the yakuza gangs 
illegal, nor does it deal with the problem of 
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companies owned or indirectly controlled 
by gangsters and used as a front for illegal 
activities. But it may be a step forward if 
police organisations become more forth- 
coming with information about organised 
crime. Japanese police generally do not 
release information about the structure of 
gangs or the identity of individual gang 
members to the public. 

Although superficially the Boryokudan 
law appears almost toothless, some believe 
even this legislation goes too far. Yoshio 
Yamanouchi, an Osaka lawyer who repre- 
sents Yamaguchi-gumi clients, argues that 
the yakuza’s current status as open and 
visible organisations is important to main- 
taining Japan’s comparatively low inci- 
dence of crimes of violence of the kind that 
now plague many other countries. 

The new law “is going to split us into 
two groups: secret groups like the mafia 
[in the US] and independent street hood- 
lums who prowl the streets,” Yamanouchi 
said in an interview with Shukan Bunshun, 
a weekly magazine. “When this becomes 
an underground organisation, neither the 
police nor the yakuza will be able to expose 
crime.” 

Some rightwing organisations have be- 
gun to expel members with criminal 
records to reduce the risk of being desig- 
nated as organised crime groups, accord- 
ing to Tokyo police, while yakuza groups 
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have reconstituted themselves as rightist 
political groups, also in anticipation of the 
new law. 

One rightist group in Tokyo’s Kita 
Ward formerly led by a Sumiyoshi-kai 
gang boss recently dissolved itself, subse- 
quently reforming under the same name 
with a new leader with no known yakuza 
connections. Yamaguchi-gumi affiliated 
organisations in various parts of the coun- 
try have also gone through the motions of 
formally expelling some members in order 
to reduce the proportion of members with 
criminal records and avoid legal designa- 
tion as a yakuza gang. 

National Police Agency officials con- 
sistently deny charges of tacit collusion be- 
tween the police and the yakuza. Interna- 
tional law-enforcement agencies say that 
the level of police corruption in Japan is 
low relative to that of other countries. Lack 
of jurisdiction and the weakness of Japan's 
criminal law appear to be the main factors 
hampering police i лерш organised 
crime. 

While the perceived threat from leftist 
groups may have been a factor in the tole- 
ration or encouragement of rightist and 
yakuza groups in the 1960s and 1970s, this 
is clearly no longer the case today. 

But there are divided opinions as to the 
wisdom of driving the yakuza further un- 
derground among Japanese law-enforce- 


Cocaine surge 





By Robert Delis in Tokyo 


Japanese law enforcement 
officials are increasingly 
concerned that reduced 
prospects in real estate 
and finance, now that the 
economic boom has tapered off, may en- 
courage the yakuza to expand their in- 
volvement in narcotics, especially the co- 
caine trade. 

The narcotics trade accounted for 25- 
33% of income for organised crime 
groups during the boom years in the late 
1980s, according to police estimates. At 
present, Japan’s main drug abuse prob- 
lem is methamphetamine, known locally 
as shabu and in the West as “ice.” About 
90% of the shabu consumed here comes 
from Taiwan, says Yoichi Furuya, super- 
intendent of the Drug Enforcement Di- 
vision of the National Police Agency. 
Almost all methamphetamine trafficking 
is handled by the yakuza, who deal di- 
rectly with illegal laboratories in Taiwan. 

The volume of shabu seizures has be- 
gun to decline in recent years, from a 
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peak of 620.5 kg in 1987 to an average of 
235 kg over the past three years. Also, 
the number of amphetamine-related ar- 
rests, including users and traffickers, has 
fallen from over 20,000 per year — of 
whom roughly half were yakuza — in 
1985-87 to only 15,308 in 1990. 

This does not necessarily mean that 
the volume of methamphetamine im- 
ports or the number of users is declining. 
But since shabu is mainly a blue-collar 
drug with a bad image among middle 
class Japanese, the prospects for further 
expansion of this market appear poor. 

Japan is one of the few high-income 
countries in the world that has not yet 
been extensively penetrated by heroin 
dealers. The incidence of heroin usage 
remains extremely low in Japan com- 
pared to the US or Western Europe. 

The real danger may be cocaine. The 
volume of cocaine seizures and the 
number of cocaine-related arrests in Ja- 
pan is climbing very rapidly, though 
from a relatively low base. The number 
of cocaine-related arrests involving or- 
ganised crime figures, moreover, has 
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ment officials as well. At present, the po- 
lice have extremely detailed information 
regarding the membership and structure 
of gangs, though this information is rarely 
shared with the public, which greatly fa- 
cilitates investigation of high priority cases. 
If the major gangs become illegal, acquir- 
ing this kind of intelligence will become 
more difficult. 

The fact that police can on occasion ne- 
gotiate with yakuza organisations at a high 
level can be used to induce gangs to exer- 
cise restraint, and has also played a benefi- 
cial role in limiting the effects of inter-gang 
warfare on the public. Cooperation be- 
tween the two sides in eliminating free- 
lance criminals, in particular perpetrators 
of violent street crime, may benefit the 
public as well. 


Whether the yakuza will continue to be 


tolerated in Japanese society or not, is ulti- А 


mately a political decision, not а police 
matter. Eliminating organised crime will 
require a substantial commitment of re- 
sources and enactment of much tougher 
laws. 

“Such a task,” Setsuo Miyazawa, pro- 
fessor of law at Osaka University, pointed 
out at a recent conference on law enforce- 


ment, “will have to first confront a sector 


in the Japanese elites who have encouraged 
or condoned yakuza as their instruments.” 
m Robert Delfs 


exceeded 25% over the past three years. 
Cocaine is far more easily obtainable 
in Japan now than a few years ago, 
though this is at present true only of 
Tokyo and Osaka. The street price — 
¥20-50,000 (US$150-370) per gram — re- 
mains high by international standards. 
All major yakuza groups deal in hard 
narcotics, according to Furuya, though 
in the case of the Yamaguchi-gumi, in- 
volvement appears limited to individual 
sub-gangs, not the entire organisation. 
There are also indications that there 
have been high-level contacts between 
the yakuza and the South American co- 
caine cartel. Japan's loose financial laws 
may be a major attraction. "Japan is 
much better for laundering money than 
Panama or Hongkong," one interna- 
tional law enforcement official said. 
Police here are hoping that two new 
drug laws passed in October, which 
were necessary for Japan to ratify and 
comply with the 1990 UN Convention 
Against Illegal Traffic in Narcotic Drugs 
and Psychotropic Substances, will 
strengthen their hand against narcotics 
traffickers. In addition to confiscation of 
drug profits, the new laws introduce 
controls on money laundering related to 
drug trafficking by requiring banks to 
record and report suspicious transactions 
larger than Y10 million. 
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| Traveller's Tales 


he girl in a London branch of 
Boots chemists had never heard 
of mercurichrome, so we settled 
: on iodine. Curiously, I found my- 
‘self apologising for her ignorance, we 
having been out of the country for 35 years 
or so. She asked where and I told her 
“mostly Hongkong. "And you've come 
4: back here?" she said; “you need your head 
«| examined." It was a chilly, blustery, rainy 
autumn day; the blue skies of Hongkong 
| and more recently of Hawaii seemed а 
Е | long way away, and I was half-tempted to 
^| agree with her. 
I London has its compensations. It is 
j| pretty dirty, lazy and inefficient but per- 
_ | haps less so than it seemed during past 
| ; visits. It is being prodded reluctantly out 
| 
| 
| 
| 





zi. of its insularity into an unwilling accept- 
{ance of the challenges of Europe and — 
-t> currently at least — it has been lifted by a 
‚| magnificent series of theatrical presenta- 
| tions and exhibitions which make up the 
5|. Japanese Festival. The recent World Cup 
rugby matches have provided another in- 
| ternational fillip despite so much negative, 
defensive play and so much violence. The 
world's best team, the Wallabies, un- 
doubtedly won, and of the "Five Nations" 
Europeans, only Wales was humiliated 
(after their thrashing by Western Samoa, 
_ one former supporter commented: "Thank 
God we weren't playing the whole bloody 
island!”). 








Musing on such matters, I picked up a copy 
of the London Independent and its colour 
supplement (19 Oct.), to find an article by 
Jan Morris entitled “The Sadness of Living 
` Abroad.” Date-lined the South of France, it 
discussed expatriate Brits: “All over the 
world one sees them, evading their heri- 
tage, looking for the London newspapers 
in Spanish newsagents . . . How happy 
they always say they are! How sad they 
generally seem to me.” She describes an 
elderly English couple staying on in India, 
"P drinking tepid instant coffee out of 
chipped enamel mugs, attended by sham- 
bling, aged bearers, telling themselves: 
. "Aren't we lucky! Just think, we might be 
living in England!" To Morris this sounded 
like a cry of true Angst from the heart of 
the expatriate, “when it's too late to go 
home." 
Morris goes on to visit an English friend 
in the South of France, in whom she 
"senses. an emptiness" in life, finding no- 
where "really and truly his,” and an ac- 
quaintance holidaying at a caravan site (an 
unlikely expedition by such an organised 





and purposeful a traveller as Morris, 
surely) where the Brits sip perpetual tea 
and constantly congratulate themselves on 
their good fortune. An "imperial" lady dis- 


approved of a trip to the mountains, which _ 


Morris felt echoed old memsahibs who 
seldom ventured out but "stuck to tea and 
tennis at the Club." I would have thought 
that in the days of the Raj it was the im- 
perial memsahibs who. were the first to 
insist on.regularly making for the moun- 
tains, or rather the hill stations of Poona, 
Darjeeling or Kashmir — but I bow of 
course to Jan Morris' expertise on the ways 
of Empire. 

Apart from an initial irritation with the 
way Morris insists that the expatriates pro- 
test their happiness too much, while her 
sensitivity divines an inner emptiness 
(surely, anyway, it is better to at least ap- 
pear content than to winge continuously at 
home, as so many of the English do), I was 
surprised that she of all people should so 
excoriate those who had succumbed to the 
charm of foreign shores. After all, she as 
James Morris, an intrepidly macho foreign 
correspondent before her sex change, had 
made his career overseas, from reporting 
wars to climbing Everest. Since the meta- 
morphosis she has made her reputation 
with travel essays and with books largely 
about the British abroad (the Pax Britannica 
trilogy and Hongkong/Xianggang). Of course 
she has paid her tithe to tribalism with her 
Welsh anthologies and The Matter of Wales, 
but we've primarily looked to her for prose 
giving sensitive insights into some corner 
of a foreign field. She should be the last 
person to accuse those who travel, work 
abroad or even emigrate of "evading their 
heritage." She praises writer Virginia 
Woolf for having the guts to resist the 
temptations of the South of France. So let's 
write off Keats and Shelley, Byron and 
Browning, Auden and Lawrence, the aptly 
named Coward, Burgess and Greene and 
all the other literary exiles who lacked the 
guts to face up to their patrimony. If Jan 
Morris can, between journeys, brave the 
climate of North Wales they too should 
have made do with travel writing. 


Come to think of it, Morris as a female has 
never written with much sympathy for the 
colonialists, the imperialists, the expatriates 
or the exiles. Even when delineating the 
supreme self-confidence of the Raj, com- 
plete with sense of mission and colonial 
conscience, she adds heavy overtones of 
decline and fall. The trappings moulder 
and the trumpets die. Her best prose has a 
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dying fall (which is why she can write so | 
empathetically about Wales, too). Several | 
years ago, she came to Hongkong and was | 
asked at the Foreign Correspondents’ Club | 
why she, the Gibbon of the British empire, | 
had barely mentioned Hongkong in her | 
writings? She protested that she did not | 
like the place, that she would never write | 
about it. One sensed (to use her technique | 
of laying claim to insights) that the place | 
was too successful, too brashly confident 
for her pen. However, a couple of years 
later when it had become plain that Peking 
was traducing its word, that the Thatcher 
government was not insisting on either the | 
letter or the spirit of their agreement — in | 
short, that Hongkong was facing strangu- | 
lation — then the city became grist to the | 
Morris mill. | 

Again in the Hongkong book, she wrote | 
with scant sympathy for the extpatriates, | 
particularly those who, she sneered, had | 
bolt-holes in Provence. This, it could be | 
said, was a palpable hit on those, like me, | 
who had such a sanctuary. But did she | 
expect expatriates without an axe to ering | | 
to stay stoically on under the rule of a | 
Dengist China? Perhaps not, but on present | 
evidence she would demand that they 
should at least have the "guts" to return to 
their patrimony. Presumably she would 
expect the Chinese to hang on. 

The Hongkong book contained her 
unkindest cut of all: a photograph of the | 
positively Falstaffian Australian exile, the 
late Dick Hughes, with a companion, 
characteristically contemplating a bottle 
with an uncharacteristic melancholy ex- 
pression. The illustration was bitchily and 
simply captioned: "Expatriates." 


In the Morris world view, where does that 
leave someone like myself, returning to 
face his patrimony (even that of Wales) 
after three-and-a-half decades away? My 
feeling is that Hongkong is no longer the 
anachronistic coloníal outpost into which 
British Mandarins have ignorantly pigeon- 
holed it and, while it is still no match for 
London's political, historical and cultural 
richness, it is today a more vibrant city than 
London, with a future more relevant to the 
21st century than any European capital. 
The collapse of communism has stimulated 
few new ideas and the politico-economic 
debates seem sterile after future-fixated 
East Asia. Patrimonies and tribalisms аге. 
all very well if one is worried about one's: 
identity, but a place like Hongkong pro- 
vides deeper excitements and wider per-- 
spectives. = 
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ON A RECENT 
FLIGHT WE INTRODUCED 
PERSONAL VIDEOS. 
PREDICTABLY, ALMOST 
NO-ONE NOTICED. 


In fact, just 18 people did. 

Not that the choice of films wasn’t 
staggering. (Just the opposite.) 

And certainly not that those present 
didn’t appreciate the freedom to watch 
what they liked, when they liked. 
(They relished it.) 

It was simply that where this very 
personal service was on offer, we only 
ever carry 18 passengers at most. In 
First Class. 

A shame perhaps, considering how 
many people would have enjoyed this 
veritable feast of viewing. 

But we know that with any more 
passengers in the cabin, things just 
wouldn't be the same. 

And that's something everyone can 


appreciate. 
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Governments race to improve overloaded facilities 


The price of success 


sia's transport infrastructure is creaking at the seams. 

With few exceptions, either existing facilities or equip- 

ment have not been extended or upgraded fast enough 

to cope with dramatic trade growth, or the money to 
create them has not been made available in the first place. 

The result is congestion in one form or another virtually every- 
where. And, by and large, where planning has been adequately or 
even far-sighted in some respects, it has 
been deficient in others. 

Massive increases in trade of all forms 
have occurred, with Asia generally ac- 
cepted as likely to outpace the rest of the 
world in the foreseeable future. Rapid ur- 
ban population increases and consequent 
rising levels of wealth and aspirations have 
led to domestic transport systems becom- 
ing increasingly busy. And in many cases, 
vital transport arteries are no longer ade- 
quate. 

Whether or not Asia's boom is con- 
demning it to choke on its own success in 
the long term is a moot point. Apart from 
transport problems, industrialisation and 
liberalisation of trade have also brought 
massive ecological problems to the region's 
major cities. But "green" concerns — until 
recently often viewed as a problem for 


richer countries whose wealth has enabled Ports .......... : 


them a perspective different to that in de- Airports ................ 
veloping nations — are linked to well- Railways ............... 
planned infrastructural improvements, in Raza dt. on. 


addition to removing potential constraints 
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One consistent thread of efforts to improve Asia's transport 
infrastructure is that of increasing numbers of build-operate- 
transfer schemes and user-charges to relieve governments of at 
least some of the tremendous financial burdens involved. And 
foreign expertise at the consultancy, planning and design level is 
evident virtually everywhere. 

A survey of major countries in the re- 
gion produces an array of different prob- 
lems with differing solutions. A common 
theme, however, is traffic congestion in 
major cities. This has led to access difficul- 
ties between factories and ports or airports, 
which in turn are also often unable effec- 
tively to accommodate increased air pas- 
sengers and freight or seaborne cargo. The 
action being taken to remedy these con- 
straining factors differ according to local 
conditions, and are tempered by planning 
philosophies underlaid by trade and popu- 
lation growth patterns, common sense and 
political pressures. 

In Japan, for example, after three years 
of sluggish growth spending on road con- 
struction is expected to rise by about 9% in 
the current year and 11% in fiscal 1992, ac- 
cording to a report by the Tokyo office of 
Kleinwort Benson International Inc. One 
major reason is the Japanese Government's 
50 pledge to spend ¥430 trillion (US$3.3 tril- 
lion) on public works over the next 10 
years. Heavy congestion on Japan's seri- 
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ously inadequate road system will make highways a priority 
spending area. 

Also, road spending in Japan tends to peak in the last year or 
two of the Ministry of Construction’s five-year plans. The last 
high-point was in 1987, suggesting that another cyclical surge will 
appear in fiscal 1991 and 1992. 

South Korea is in a jam, figuratively and literally. Infrastruc- 
ture spending failed to keep pace with the economic boom of the 
late 1980s, and the country has been paying for this ever since. 
Roads in metropolitan Seoul and in the second city, the southeast- 
ern port of Pusan, are chronically congested. Traffic is so slow and 

o facilities so overloaded that it now costs almost as much to 
ship a tonne of steel from the southern part of the country to Seoul 
as it does to send it to Los Angeles. 

There is almost no part of the country’s transport network 
which is not under strain. The nation’s three international airports 
will run out of room in the mid-1990s and the Seoul underground 
railway is packed to as much as 400% of intended capacity during 
rush hours. The situation in South Korea is not as bad as in some 
other countries, such as Taiwan or Thailand, but the congestion is 
adding costs at a time when the country can ill-afford to lose any 
more of its international competitiveness. 

President Roh Tae Woo's government has outlined a number 
of major infrastructure programmes, ranging from a high-speed 
train to a new international airport. But heavy spending has al- 
ready created inflationary bottlenecks, both of labour and mate- 
rials, and prompted Roh to set up a special task force earlier this 
year to take charge of overall infrastructure policy. 

The task force — or Infrastruc- 
ture Investment Planning Team — 
and headed by an assistant ministe- 
rial-level economic secretary, issued 
a report in September outlining in- 
frastructure problems and recom- 
mendations for solving them. The 
team recently proposed postponing 
or stretching out spending on a vari- 
ety of projects, from road-paving to 
a new international airport. “If we 
build everything the politicians have promised, it will end up as 
an economic disaster," a senior official involved with the commis- 
sion said. 

The commission is calling for heavier user-fees to finance in- 
frastructure. Planned projects — including those for water as well 
as airports, railways, roads and sea ports — during the 1992-96 
five-year plan are expected to cost Won 39 trillion (US$52 billion). 
But planners figure that only Won 24 trillion is in the budget, and 
they are looking to user-fees to make up the difference. 

China's transport sector, a weak link in the country's recent 
economic resurgence, is receiving slightly more funding in the 
1991-95 five-year plan period, mainly due to the resumption of 
hefty international loans. Transport investment, however, was 
only 1.4% of GNP during 1985-90 and analysts say the economy's 
6% target growth requires spending of at least 2% of GNP. 

The World Bank has recently begun studies with the central 
government to create long-term infrastructure plans considering 
global and national trends, to replace the present tendency of 
simply reacting to project requests as they come in. 

The most significant national trend is the policy of gradually 
freeing the price of commodities, especially if it extends to coal — 
which accounts for 41% of China's total freight. Coal's present 
low fixed price has created artificially high demand, which com- 
bined with poor transport to power stations in the south, brought 
shortages and consequent cuts in factories’ power to save fuel. 
Inland firms, meanwhile, cannot get freight space on coal-packed 
trains. 

Freeing the price of coal and setting tariffs according to the 
actual freight cost would encourage the development of other 
energy sources, create more logical locations for business and 
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Major infrastructure projects in Singapore 
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power stations and reduce the transport of coal up to 10%, the 
World Bank says. 

Lack of a coordinated plan is compounded by having both a 
railways ministry and a separate communications ministry con- 
cerned with roads and waterways. This makes port-rail projects, 
such as the link between Datong, capital of coal-rich Shanxi, and 
the coal port of Qinghuangdao hard to coordinate. 

Finance costs and local politics are requiring some changes in 
Taiwan's USS100 billion spending programme for transport de- 
velopment over the next six years. But the infrastructure plans 
have underscored the government's commitment to closing the 
gap between a high-consumption, high-growth economy and the 
lack of adequate planning for urban and commercial deve- 
lopment. 

Transport spending accounts for one third of the price-tag for 
the government's six-year development plan, which includes the 
plan's biggest projects — a US$18 billion high-speed railway be- 
tween Taipei and Kaohsiung, the US$16 billion urban rapid-transit 
system for Taipei, and a second North-South expressway esti- 
mated to cost US$12 billion. 

Hongkong’s planners have been forced to switch from a reac- 
tive approach to looking far further ahead. But it took some doing: 
only a specialists’ report on the economic disbenefits of not having 
a new airport swung top officials around into supporting the idea. 
The plan then became a political pawn in the tussle between Pe- 
king and London about who is in charge until 1997, until China 
recently gave its consent for the project to proceed. 

Singapore is well-known for its pro-active planning, which 
{ has given it an excellent airport and 
2 the world’s busiest container port. 
on period | ^ But while it has traditionally taken а 

_ tough approach to city road con- 
gestion by applying high user- 
charges, its roads are still not en- 
tirely free of congestion — particu- 
larly on the approaches to the 
causeway to Malaysia. 

Malaysia's transport structure 
continued to creak under the weight 
of unprecedented demand in 1991. Demand for freight and ship- 
ping services outstripped supply, while Malaysia's well-built but 
comparatively narrow roads were hard-pressed to cope with the 
estimated 5.4 million vehicles now in the country. Limitations in 
domestic air services also marred plans to turn Malaysia into a 
major tourist destination. 

The government is aware of the bottlenecks and in July un- 
veiled the Sixth Malaysia Plan, a key spending package which 
devotes 19.7% of its M$104 billion (US$37.9 billion) in develop- 
ment allocations to the transport and communications sector over 
the next five years. Of this, M$7.6 billion will be spent on im- 
proving and expanding the road system. 

Slowly but surely, Thailand is getting to grips with its well- 
publicised infrastructure bottlenecks. To do so will take a vast 
amount of money, but the government — confident with a strong 
working surplus and US$18 billion in foreign reserves — is be- 
ginning to show it is prepared to do whatever it takes to get new 
roads, ports and utilities into place. 

Bangkok's snarled traffic is the most visible problem, and is 
based on there being literally too many cars for the capital's 
available road surface. Transport links track straight through the 
middle of the city, often in transit to or from the country's main 
port at Khlong Toey, only 3-4 km from the city centre. 

The Philippines' transport system is not subject to the same 
pressures as most of its regional neighbours, though this 
reflects the weak state of the economy. A second reason is the 
fact that foreign donors — particularly the Japanese — still chose 
road infrastructure as their priority in official development as- 
sistance. 

In the case of Japan, such aid still comes in the form of heavy 
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equipment that gives business to their en- 
terprises, at the same time that road net- 
works increase the market for Japanese- 
made vehicles. For next year, US$590 mil- 
lion in official development assistance 
funds could be acquired for infrastructure 
programmes as long as Manila is able to 
raise the required local counterpart fund- 


Export promotion has driven Indone- 
sia’s transport improvements, which are 
largely geared toward getting products out 
to market. Planners say they are racing to install cranes to keep up 
with the volume of shipping containers. They also want to open 
outer islands to commerce through expanding ferry routes and 
building highways in west Sulawesi, Kalimantan and east 
Sumatra. г 

An elevated rail network is due to start in Jakarta in March 
1992 in an effort to coax commuters off the badly clogged road. 
For those who prefer their cars, more toll roads are in the works to 
ease the way. 

In India, the transport sector is one of the few areas where the 





SHIPPING AND AVIATION 


Safety hits the 
bottom line 


he message from the shipping world for most of 1991 was 

i that freight rates will have to rise, while in civil aviation 

the battle for survival is even more intense — and rises in 

fares and airfreight rates are also on the cards. In both cases, at 

least part of the price increase is due to the need for safety prob- 
lems to be addressed. 

Shipping has been beset by a rash of bulk-carrier sinkings from 
1990 onwards, which is driving a quest for greater quality in 
ship-design and construction, crew competence and loading and 
unloading techniques, all of which must bring higher costs. The 
US Oil Pollution Act added to the drive for quality, plus higher 
insurance rates, while reduced capacity at shipyards cut the sup- 
ply of new vessels as well as pushing up prices of those being 
built. 


Not that the situation was all bad for shipowners — at least in 
the bulk trades. While the liner companies continued to cut each 
others' throats with low rates in the trans-Pacific container trades 
because of excess capacity, the bulkers found reasonable and 
steady rates for most of 1991, though a long-expected downturn 
seemed to have arrived in the third quarter. 

Political events and natural disasters seemed likely to benefit 
grain, coal and oil trades in particular. For example, a shortage 
of labour in the Soviet Union following the political turmoil 
there saw about a third of the 1991 grain crop rot in the fields, 
according to Hongkong's Wah Kwong shipping president Frank 
Chao. There were also difficulties in obtaining payments from 
Soviet organisations. But this, said Chao, would mean that the rest 
of the world would have to finance grain shipments to the Soviet 
Union, presenting good conditions for bulk grain shipments in 
1992-93. 

Relaxing the UN trade embargo against Iraq would mean a 
resumption of oil shipments — but against that, other Opec 
members might not cut their exports to offset Iraq's re-entry into 
the market, so that rates might fall sharply. 
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S. Korea’s infrastructure investment! ў government is generally convinced that 


2 further growth and development will not 
be possible without inviting participation 
from the private sector. 

However, a lack of decisive action has 
left committees considering project propos- 
als invited from the private sector which 
have languished for various reasons. 
Projects which have received the blessings 
of multilateral agencies have also met with 
little success. 

However, the government recently an- 
nounced that shipping, hotels and tourism-related industries have 
been identified as among those in which non-resident Indians will 
be permitted 100% ownership with full profits-repatriation bene- 
fits. 

Pakistan’s current realities fully justify a Rs 66 billion (US$2.7 
billion) roads building plan announced on 11 October, despite 
accusations of an anti-railway bias among officials. The plan is 
to build 22 new highways, complete 10 schemes already in 
progress and improve some badly run-down roads by June 
1995. 


Shipbuilding looked set to pick up as well, despite high prices, 
which in part were being driven by a shortage of equipment- 
suppliers who had turned to other types of manufacturing during 
the shipping slump and contraction of shipbuilding capacity in 
the mid-1980s. 

Chao also predicted that with Japan producing close to 40% of 
the world’s new ships with about 90,000 shipyard workers, the 
prospects for China were tremendous. China’s 450,000 shipyard 
workers had the advantage of low cost, and their exposure to 
foreign standards — plus the addition of higher skills through 
universities producing thousands of engineering graduates — 
could see China becoming the world’s largest shipbuilding nation 
over the next 25 years. 

Demand at shipyards was not only strong for tankers. There 
are hints that self-discharging bulkers are the wave of the future, 
with the size of the world’s fleet of these vessels doubling over the 
next few years. These have proved popular in Southeast Asia, 
where short-haul ships of 9-12,000 dwt can speed up feeder trips 
by using their own gear to load and unload instead of using often 
inadequate port facilities. 

The drive for greater quality in all aspects of shipping was 
highlighted by the resolution of a political battle between ship- 
management companies in April. Eight Asian-based companies 
were among 35 founder-members of the International Ship Man- 
agers’ Association, a grouping whose aim is “to drive a wedge 
between poor-quality and good-quality shipping.” 

Further emphasis on quality management, crew and the ships 
themselves came with a conference in Oslo in June and another in 
Hongkong in October set up specifically to look at the causes of 
accidents involving 30 large bulk-carriers since the start of 1990. 
The list of ships included 18 sinkings, many without trace, and 
involved the deaths of more than 300 mostly Filipino and Indian 
seafarers. 

Apart from safety and quality assurance within their own 
ranks, Asian shipping companies were also watching with some 
bemusement the uncertain steps being taken towards a single 
market in Europe after the end of 1992, While many professed 
indifference, in large part due to the lack of hard information from 
Europe, the indifference seems to be mostly a cloak for worry 
about the potential for a Fortress Europe to develop. 

Hongkong International Terminals, for example, feels that 
growth in the colony is now limited for the foreseeable future, and 
has followed in Orient Overseas Container Line’s footsteps in 
buying into Felxistowe in Britain. With this foothold in Europe, it 
now is believed to be looking at other port or terminal opportu- 
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Critics say railways have been neglected since independence 
in 1947. There have been no additions to tracks inherited from the 
- British and minimal attention to rolling stock. This neglect is be- 
_ hind a Rs 24 billion loss during the current fiscal year. Railway 
_ officials have recently closed down 11 sections of line, and the 
- government has threatened to privatise the entire network. 

The Australian Government is currently considering approval 
for a list of major transport infrastructure project under pressure 
from the labour movement to stimulate job growth. However, 
- such projects are often exceptionally slow in reaching completion, 
and moves to speed up developments could well end up stalled. 

It is inevitable that firm proposals will emerge for new roads, 

. railways and airport developments — the expansion of Sydney 
. airport will be: major item, as will continued upgrading of the 
‚ Sydney-to-Melbourne highway. 
. Апу politically inspired moves to stimulate the nation's trans- 
port network will be boosted by a growing recognition that the 
private sector needs to be encouraged to own and operate in areas 
that previously had been the exclusive domain of governments. A 
private consortium; for example, is building a road tunnel under 
Sydney Harbour and another is building a tollway in the ae 
western suburbs: 





nities in Germany. It has also entered a joint venture in Ho Chi 
Minh City in Vietnam to develop the river port there with the city 
government. 

The year also marked the passing of one of the world’s greatest 
modern shipping men, Sir Yue-kong Pao, who died on 23 Sep- 
tember aged 72. Pao built up Hongkong-based Worldwide Ship- 
ping into the world’s largest independent tanker owner, and was 
one of the few to read the signs correctly in the mid-1970s with 
the oil-price rise — he gutted his fleet, enabling Worldwide to 
survive the ensuing slump and to remain one of the world’s 
largest tanker owners today. 

For airlines, 1991 brought almost universal gloom, even in Asia, 
where results and traffic were relatively high compared with most 
of the rest of the world. Orders for new aircraft slowed to a rela- 
tive trickle, with engine-manufacturers engaging in their own 
bloodbath in attempts to gain market share. 

The almost eight-month Gulf crisis provided a convenient 
scapegoat for the world’s airlines, most of which had been expe- 
riencing declines in traffic since late 1989 as the first whispers of 
economic recession began to intrude into financial results. In truth, 
the Gulf situation merely accelerated and then magnified the air- 
lines’ woes. 

Intra-regional travel was forecast to be a major cushion against 
drops in trans-Pacific and Asia-Europe traffic. But to the conster- 
nation of several airlines Japan's outbound traffic fell away sharply 
during the crisis, Recovery, though it is happening, is slower than 
had been hoped 

On the safety front, the crash of an Austrian-based Lauda Air 
Boeing 767-300 in Thailand about 20 minutes after taking off from 
Bangkok led to moves which are expected to bring new thinking 
to the design of engine thrust-reversers, used to slow the aircraft 
on the ground. After the crash in May, in which all 223 people 
aboard died, examination of the wreckage found that one engine's 
reverser had been deployed in flight. 

A test in a simulator proved that, at the Lauda Air 767's speed, 
altitude and power-settings, the pilots would have had only three 
seconds after the reverser deployed before the aircraft became 
uncontrollable — not enough time for the engine to be cut back to 
idle thrust. 

The legal and certification implications are enormous, the 
thinking now being that reversers must be treated with the same 
_ caution in design as basic flight controls. Modifications of some 
_ kind to almost every aircraft now in service are virtually inevita- 
_ ble, with the costs involved ultimately to be borne by passengers 
апа shippers in the form of increased fares and cargo rates. ш 
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PORTS 


Harbouring 
congestion 


apan intends to spend a total of ¥1.3 trillion (US$22.9 billion): 
between 1991-96 on port development. Yokohama, Japan's: 
biggest container port, is expected to see an increase in cargo: 
handled from the current 23.58 million tonnes a year to 31 million. 
tonnes by 2000. To cope with the expanded demand, there are 
plans to build a new generation of ultra-modern container facili 
ties. 
These include a comprehensive physical distribution complex 
and two berths, C3 and C4, each equipped with three gantry 
cranes and with a total quay length of 650 m. Scheduled to 
completed in the next two years, the berths will be operated 
the Yokohama Port Terminal Corp. To cope with the increased 
number of passenger vessels, the pier at Yokohama port will be 
expanded to four 10-12 m deep, full-scale berths capable of han 
dling vessels of 30,000 dwt. 
The most important project at Tokyo Port is expansion of th 
deepwater large-scale Aomi container terminal. Of the three new 
berths planned, the first 350-m quay will be ready by March 199 
equipped with two gantry cranes. Construction work on tlie sec 
ond started in March 1991 and is due to be completed by April 
1993. 
South Korea's exporters are unhappy with growing conges 
tion at the country's ports, where capacity in 1990 was 190 million 
tones against demand of 241 million tonnes. Between 1986-90, 
freight tonnage increased at an average of 21 million tonnes. 
year, while expansion of capacity averaged only 15 million tonne: 
The government plans to build capacity to handle another 121 
million tonnes by 1996. : 
This will be concentrated at Pusan and Kwangyang ports, _ 
Kwangyang, on the southern coast, is home to Posco's second . 
iron and steel works and is being developed as an alternative to _ 
Pusan. Asan, on the western coast, is being developed, albeit on a 
smaller scale, to take pressure off Inchon port. 
A government task force has called for a Won 20,000 (US$26.68) 
handling charge per container, which would bring in about Won | 
50 billion annually and be used to fund continued expansion. . 
Officials say that current container-loading charges are only a third 
of those in Taiwan or Japan, though local industries have resisted 
the proposals. ue 
In China, the World Bank is discussing a possible US$100 loan . 
to fund Shanghai's new port development. However, it has. - 
warned city authorities not to build over-sophisticated container 
facilities as new generation container vessels only call at a few 
deepwater hub ports for trans-shipping cargo to smaller ports. ^. 
The deepwater ports of Ningbo (Zhejiang) and Tianjin have’ 
greater potential as trans-shipment hubs, shippers say, and both. 
are included in the five-year plan's construction of 180 extra berths 
nationwide. If completed, this would increase China's total an= 
nual handling capacity from 490 million tonnes to 650 million 
tonnes. 
Dalian (Liaoning), Meizhou Bay (Fujiar), Dapeng Bay: 
(Shenzhen) and ports along the north-south coal routes are also à - 
priority. Slack demand for coal during China's period of budget- 
ary austerity cleared congestion along these routes. However, with. 
week-long berthing delays now common — an improvement on 
1988's three-week delays — coal is again clogging the railways. 
Increased capacity is planned for all Taiwan's ports over the 
next five years, though the smaller east coast ports will continue 
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to be underutilised. The largest port, Kaohsiung, is projected to 
handle 290 million tonnes of cargo in 1996, up 34% over 1989. 
Planners say, however, that it will be difficult to find room for 
new capacity. Taichung, the third-largest port, will be expanded 
by 30% to handle 30 million tonnes of cargo by 1996, mainly coal 
imports for a nearby power station. The northern port of Keelung 
near Taipei, which is already operating at 95% capacity, is sche- 
duled to expand cargo-handling capacity to 104 million tonnes, 
up 23% over 1989. 

In Hongkong, Cosco and China Merchant Holdings joined 
forces in March with Hongkong International Terminals and 
Modern Terminals Ltd to develop a HK$7 billion (US$897.4 mil- 
lion) container terminal on reclaimed land north of Stonecutters 
Island in Hongkong harbour. The first of four berths on this, Ter- 
minal 8, is due to open in August 1993. Its predecessor, T7, started 
operating two years ahead of schedule in November 1990. 

T9 is expected to be needed by 1995, and is to be built on the 
eastern side of Tsing Yi Island, facing the present container port. 
Future terminals from T10 onwards are to be built on a port pe- 
ninsula to be developed on northeastern Lantau Island, theoreti- 
cally to start operating in 1997. 

In Singapore, marginally ahead of Hongkong as the world's 
busiest container port, work was nearing completion at the new 





Journey into space? 


Brani Terminal, with one of its two berths due to open early in 
1992. This US$640 million project is Singapore's third container 
terminal, and port officials are planning to be able to handle 36 
million 20-ft equivalent units (teu) a year by 2030, up from 1991's 
5.2 million. This will rise to 10 million in 1994 when all nine of 
Brani's berths will be operating to complement the 14 at the other 
two terminals. 

The Malaysian Government pushed ahead with the privatisa- 
tion of the Port Klang container port in 1991. The transport minis- 
try plans to provide Klang with two new 1,500-m cargo wharves, 
and intends to expand the North Butterworth Container Port in 
Penang as well as one in Johor. 

In Thailand, congestion on Bangkok's roads would be eased if 
traffic serving Khlong Toey port were diverted to the new port at 
Laem Chabang on the eastern seaboard. The port's bulk cargo- 
handling facilities are already open, and container berths should 
be ready in the first quarter of 1992. However, access routes to 
Laem Chabang are still inadequate for handling the 1 million teu 
containers expected. A rail link and container-marshalling termi- 
nal located near the Bangkok industrial suburb of Lard Krabang 
are two years away. The government has accelerated work on the 
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feeder roads, but overall delays mean that a major shift of cargo- 
handling from Khlong Toey to Laem Chabang could be at least 18 
months away. 

The Philippine Ports Authority started its Second Manila Port 
Project this year, financed by a US$43.5 million loan from the 
Asian Development Bank and P903 million (US$33.4 million) in 
counterpart funds from the government. To be completed by 1995, 
the project involves the rehabilitation of Manila's two ports. 

The international port at the South Harbour will be improved 
to enable it to move 2.3 million tonnes of cargo, compared with its 
current capacity of 1.8 million tonnes. The domestic port at the 
North Harbour is being upgraded to handle 11.2 million tonnes, 
up from its present capacity of 8.5 million tonnes. 

Manila's international container terminal, operated by the pri- 
vate firm International Container Terminal Services, has also 
started the conversion of its container yard for trans-liner use. 
This will increase its stacking capacity from 19,000 teu to 28,000 
teu, which will make it one of the biggest in the region. 

Improvements to Indonesia's Tanjung Priok port during the 
past few years, coupled with a new toll road, have been wel- 
comed by shipping companies. However, there are still complaints 
over frequent equipment breakdowns. Three new cranes are due 
to be delivered next year to complement the seven currently oper- 
ating at Tanjung Priok. If container usage continues to 
grow at 25% a year, the 10 cranes will handle the demand 
until 1995. 

Shippers are also concerned that their input on design 
requirements for the Kodja Utara expansion has not been 
sought by its prospective private developers. The group, 
still negotiating a build-operate-transfer arrangement, is 
Samudera Reksa Buana, a joint venture of Mitsui, the 
Humpuss Group headed by President Suharto's youngest 
son, Tommy, and private individuals. 

Cargo flows through Tanjung Priok have slowed con- 
siderably since 1 August, when the government handed 
back inspection powers to the customs service, industry 
sources say. For the previous six years, the customs role 
had been performed by the Swiss firm, Societe Generale 
de Surveillance (SGS), in a unique and successful effort to 
wipe out corruption. 

In India, the government has mapped out an ambi- 
tious programme for a five-year plan period commencing 
next year. It is intended to ensure ports keep pace with 
changes in shipping trends — notably vessel size and spe- 
cialisation. 

One of the largest projects currently under construction 
is the Jawaharlal Nehru Port Trust near Bombay, which 
will be able to handle 5.9 million tonnes of cargo a year 
when fully operational. Three other ports are augmenting their 
container facilities, while an oil jetty is being constructed at Haldia 
in West Bengal. 

In Pakistan, approval was given in October 1990 for a Rs 5 
billion (US$203.6 million) deepwater port at Gwadar in 
Baluchistan. Due to be completed in five years, the port will han- 
dle vessels of up to 50,000 dwt. 

Work is due to begin soon on a Rs 2 billion build-operate- 
transfer container terminal at Karachi. Due to be completed in 
1993, the 260,000-m* terminal will have capacity for 330,000 teu. 
The Karachi Port Trust has secured a Rs 2.3 billion World Bank 
loan to build additional berths — at present, bulk carriers have to 
wait up to 13 days to unload. Karachi's present port handled 
about 19 million tonnes of cargo during 1990, but heavy conges- 
tion forced foreign shipping lines to levy congestion surcharges. 

Australia is experiencing a cyclical slump in significant port 
developments. Vast sums were spent during the 1980s on coal, 
sugar, gas and container terminals, mostly along the New South 
Wales and Queensland coasts, to cope with a surge in commodity 
exports. The focus now, however, is on labour reform in an en- 
deavour to boost productivity from existing port facilities. в 
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Your cargo needs first-class shipment to and from 
Europe-all the way. 

So you mustn't worry about losing this PLUS, or, 
if you prefer the Dutch Touch. 

As from January, 1992 Nedlloyd Lines offers its 
own PLUS-service between the Far East and j 
Europe. | 
Under the Nedlloyd flag we'll be serving you with | 
weekly sailings on fixed days to and from North 
Europe and the Mediterranean. 

Nedlloyd Lines is one of the world's largest 
container carriers. And the most innovative too 
offering customers the PLUS of its global expertise. 

If you'd like to know more about our PLUS service, 


simply write or call us. 


Nedlloyd (HK) Ltd. 
Sincere Building, 22nd Floor, 
173 Des Voeux Road C., 
Hong Kong. 

Tel: 545 5633 852 9500 
Fax: 852-541 4368 

Telex: 73608 NEDL HX 
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(COULD BE A RUN ON THE MALOSSOL CAVIAR.) 


Our state-of-the-art fleet includes the most technologically advanced wide -bodied passenger aircraft in the skies today - 
amply stocked of course with our usual fare: Dom Pérignon Champagne, Hennessy X.0.Cognac, and generous quantities of Mal 
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A great way to fly 


;ATOP 747. And to meet the growing demand for this magnificent machine, we've ordered forty-four more, each to be 
iar. For although we fly the world’s most modern fleet, we still believe in the romance of travel. SINGAPORE AIRLINES 








AIRPORTS 


Accommodating 
critical masses 


s is the case with many other aspects of Japan’s infra- 
A structure, the provision of adequate airport facilities is 

lagging behind the nation’s phenomenal economic growth. 
The two existing major international airports — Tokyo's Narita 
and Osaka International Airport in the Kansai area — have over 
the past 10 years doubled passenger and freight throughput and 
are now badly overloaded. 

Japan's solution, arrived at more than a decade ago, was to 
build a new Kansai International Airport on an artificial island in 
Osaka Bay capable of operating around the clock. Construction 
began in 1987, but it will be well into 1993 before the new airport 
goes into service. Even then, its size will be scaled back from 
original projections. The project, which will cost about ¥1 trillion 
(0557.7 billion) for the initial phase plus a further ¥2.5 trillion for 
associated infrastructure, involves massive land reclamation. 
Problems with sinking foundations have hampered progress and 
increased projected costs. 

In the year to 31 March 1991, the number of passengers enter- 
ing and leaving Japan on international carriers reached almost 27 
million — two-and-a-half times the level 10 years ago. Mean- 
while, the volume of air freight to and from Japan has doubled 
over the past five years to 1.4 million tonnes. 

According to the Kansai International Airport Co., demand for 
air- ger and cargo transport continues to soar. Projections 
for 1995 indicate an increase of around 50% over current levels in 
the numbers of domestic and international passengers and the 
total volume of cargo handled by all airlines in Japan. 

South Korea's economic planners say present facilities for in- 
ternational flights will be saturated by the mid-1990s. Pusan's 
Kimhae airport is expected to be at full capacity in 1993, while 
Seoul's Kimpo international airport will be full up in 1995. 

Kimpo handles 85% of international passengers and 95% of 
international freight. With 17 million of South Korea's 43 million 
population living in the metropolitan Seoul area, and all major 
businesses headquartered there, there is little scope for shifting 
passengers and cargo to other areas. 

Air travel is soaring, with annual increases of 20%-plus re- 
corded in recent years. Transport planners expect the number of 
arrivals and departures to nearly double from 20.68 million in 
1990 to 39.16 million in 1996. The volume of air freight is expected 
to grow equally fast, from 1.22 million tonnes last year to a pro- 
jected 2.33 million tonnes in 1996. 

The cornerstone of expanding air services is a massive interna- 
tional airport planned for Yongjong-do, an island off the port of 
Inchon, but planners are now scaling down original estimates for 
the project to take account of budgetary realities. 

To cope with the overflow from Kimpo, a new international 
airport will be built in Chongju, about 160 km south of Seoul. 
Charter and cargo flights will be encouraged to use Chongju, 
which will be ready by the mid-1990s. Airports at Cheju — the 
country's only other international airport — Kwangju and Ulsan 
will also be upgraded. 

In China, 12.8 million people have flown in the first eight 
months of this year, up 31.8% on the same period in 1990. Tour- 
ism has revived and a 1990 survey showed that 400,000 local 
Chinese financed their own air travel, in addition to those travel- 
ling at company or official expense. 

Improvements to facilities at all levels are under way, albeit 
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slowly. The Civil Aviation Administration of China, the country's 
regulatory authority, had applied to import foreign radio, radar 
and air traffic control systems to upgrade the country's woefully 
inadequate air traffic control. After a year of wrangling, the State 
Council intervened to allow Ministry of Machinery and Electron- 
ics firms to seek co-production to supply equipment. 

Infrastructure projects have a lower priority in the five-year 
plan than management and safety, but a few key projects are 
listed. Peking's airport terminal buildings need to be improved to 
support a bid to host the Olympic Games in 2000, a French firm is 
using a US$40 million soft loan to assist construction of Sanya 
airport on Hainan Island, and tenders to construct Wuhan's US$65 
million Tianhe airport are soon due for tender. 

The US$200 million first phase of Shenzhen's airport, just over 
the border from Hongkong, is virtually complete with a 3.4-km 
runway and a terminal capable of handling 4.5 million passengers 
a year — it was officially opened in October. A second phase, to 
include another runway, more parking bays and an extension to 
the terminal, will be implemented when justified by demand. 

In Taiwan, expansion of terminal and cargo facilities at both 
the Chiang Kai-shek International Airport near Taipei and the 
Kaohsiung International Airport are included in the country's six- 
year plan, with completion dates set for 1994. Planners doubt 
whether it will be necessary to build a third runway for the Taipei 





Macau's grand design. 


airport, but a new international airport for Kaohsiung is planned 
for the mid-1990s once domestic facilities are upgraded. 

Uncertainty about the future of Hongkong's planned new air- 
port ended in July when Britain and China unveiled a new 
memorandum of understanding that cleared the way for the air- 
port’s development to go ahead. The airport, to be built on and 
around what is now Chek Lap Kok Island off Lantau Island's 
north coast, is forecast to cost about US$6.3 billion, with a similar 
amount to be spent on roads, bridges, rail links and other infra- 
structure. The airport will have two 3.8-km runways, well sepa- 
rated to allow independent operation, though the second runway 
will only be added when justified by traffic demand. 

The two runways will give a capacity of 86 aircraft movements 
an hour, 24 hours a day. Ultimately there will be capacity for 
handling 120-140 aircraft on the ground at any one time, with 
terminals able to handle 87 million passengers and 8.9 million 
tonnes of cargo a year. 

Macau's new airport is projected to have a single 3.35-km run- 
way, with 16 aircraft parking spots, including one dedicated to 
cargo. The pressure is on to keep the cost of the project down to 
US$820 million, and to finish it by mid-1995 — officially, the tar- 
get date is mid-1994, The airport will be open 24 hours a day, and 
will be able to handle all large aircraft currently in service. 

The thinking is that to ensure Macau airport's viability, it needs 
to be completed by the time Kai Tak reaches saturation, which is 
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to be at least two years before Chek Lap Kok opens — 
though it could be as soon as 1993. Macau should then benefit by 
absorbing traffic unable to obtain access to Hongkong for at least 
two years. 

Work has already started off Taipa and Coloane islands just 
south of Macau, where the runway will be sited. There are to be 
four airbridges, plus a terminal capable of handling 6 million 
passengers and 600,000 tonnes of freight a year, levels which are 
expected to be reached by 1999 when Macau becomes a Special 
Administrative Region of China. 

In Singapore, Changi Airport's existing two terminals have 
the capacity to handle 24 million passengers a year and 66 aircraft 
movements per hour. Not satisfied with that, Singapore is already 
working on plans for another terminal which is expected to begin 
construction in about 1995 and be ready about three years after 
that. Terminal Three, as it designated, will increase Changi's pas- 
senger-handling capacity to 36 million by the end of the century 
and is estimated to cost about S$1.6 billion (US$944.9 million). 
Plans for a fourth terminal and a third runway are now at the 
conceptual stage. Plans are also under way to improve Terminal 
One, which was opened 10 years ago. 

In September, Malaysia's Prime Minister Datuk Seri Mahathir 
Mohamad spoke of plans for a new 
M$20 billion (US$7.28 billion) interna- 
tional airport at Sepang, Selangor — 
about 40 km south of Kuala Lumpur — 
which would be the biggest in South- 
east Asia. The four-runway facility is 
intended to eventually supersede the 
existing international airport at Subang 
near Kuala Lumpur, which is capable 
of servicing only a limited number of 
international flights. Officials are mull- 
ing over the idea of converting Subang 
into a domestic, military, charter or 
cargo-handling facility as and when 
Sepang becomes fully operational. No 
construction timetable has yet been an- 
nounced for the Sepang project. 

Plans to upgrade other Malaysian 
airports include runway extensions and 
other improvements costing M$93 mil- 
lion at Johor's Senai airport, and a M$73 
million terminal extension to Labuan 
airport as part of a scheme to transform 
the East Malaysian island into an off- 
shore tax and tourist haven. 

The Thai Government allocated Baht 6.9 billion (US$270.2 mil- 
lion) in April to expand Bangkok's Don Muang airport to ensure 
it can handle traffic through 1998 and, with slower growth, 2001. 
Planned terminal expansion will boost passenger-handling ca- 
pacity from the existing 15.5 million a year to 25 million. Present 
capacity is expected to be reached by 1993, though a recent 
slowdown in tourist growth has allowed some breathing space. 

But continued strong trade growth is already threatening Don 
Muang's cargo capacity, making a quick start on expansion an 
immediate need. Current expansion plans will increase cargo ca- 
pacity from 500,000 tonnes to 900,000 tonnes a year by mid-dec- 
ade. By the end of the total expansion plan, Don Muang is to have 
a cargo-handling capacity of 1.4 million tonnes a year. 

Under present plans a new airport will be ready at Nong Ngu 
Hao, 30 km southeast of Bangkok, by 2001. In May the cabinet 
gave the go-ahead for the long-disputed site and the Baht 64 bil- 
lion cost. Almost half of the budget will cover the first phase, a 
passenger terminal for 21 million passengers a year and one 
runway, to be completed in 10 years. 

The Philippines' air cargo and passenger traffic has not grown 
to a level that necessitates another international airport in Luzon 
to replace or supplement Manila. Before the eruption of Mt 
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Pinatubo in mid-year, the conversion of Clark airbase into such a 
new airport had seemed attractive — but it is now a write-off. 
After political wrangling and a change of transport secretary, 
an autonomous Mactan Airport Authority (MAA) has been set up 
in Cebu to oversee the international airport adjacent to economi- 
cally booming Cebu City, wresting control from Manila. The MAA 
can now collect fees for airport maintenance and partly finance a 
P110 million (US$4.07 million) expansion project expected to be 
completed in March 1992. The Japanese Overseas Economic Co- 


operation Fund has earmarked a P1.8 billion expansion pro- 


gramme for the airport to be implemented in 1993-95, which could 
make its facilities comparable to those available in the country's 
main hub at Manila's Ninoy Aquino International Airport. 

In Indonesia, Jakarta's new terminal at Soekarno-Hatta Inter- 
national Airport at Cenkarang is due to open in December for 
limited use, vastly enlarging airport capacity. The US$533 million 
terminal will accommodate all international traffic and domestic 
flights with international connections. It can handle 40 aircraft at 
once and process 9 million passengers a year, against the 1992 
forecast of 3.5 million international passengers. 

In other developments, the Lombok Tourist Development 
Corp., a group of private investors proposing a US$350 million 
beach resort, announced plans to build 
a US$20 million airport capable of han- 
dling wide-bodied jets on the island. A 
French-sponsored study is assessing the 
feasibility. In East Kalimantan, 
Balikpapan's Sepinggan airport with a 
new runway to accommodate wide- 
bodied aircraft is built on a 55-ha site 
reclaimed from the sea. The Rps 342 bil- 


completion in February 1994. 

India, which has among the highest 
aircraft landing and parking fees in the 
world, has been forced to seek new 
means of raising money because the 
threat of further increases may lead for- 
eign airlines to overfly the country. 
There are plans to refurbish duty-free 
shops at international airports to boost 
revenue, and bids will be invited from 
overseas before the end of the year to 
allow foreign companies to take over 
management of the shops. 

In Pakistan, work on the Jinnah ter- 
minal at Karachi airport is due to be 
completed by July 1992. The terminal, which is expected to cope 
with demand up to 2015, has experienced considerable cost 
overruns. The main terminal and two satellite buildings were 
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lion (US$173 million) project is set for 3 


originally calculated to cost Rs 3.65 billion (US$148.6 million), but 


is now believed to have crossed the Rs 5 billion mark. This does 
not include Rs 320 million being spent on upgrading one runway 
and building another. 


The runway at Islamabad airport is being extended from its — 


current 2,700 m to 3,650 m. Tenders are also being invited for 
building a new terminal at Islamabad, estimated to cost Rs 4 bil- 
lion. South Korean, Swedish, French and Dutch contractors are 
bidding for the project, with Soega of France — currently com- 
pleting the Jinnah terminal — tipped as the front-runner. 

Other projects under way include rebuilding the runway at 
Sukkur and the installation of a national aeronautical communi- 
cations and control system, which will give total radar coverage 
of all Pakistani airspace. 

In Australia, construction of a A$320 million (US$250 million) 
third runway for Sydney's congested airport is due to start before 
the year's end, according to the federal government. It made a 


commitment to the work in 1989, subject to a satisfactory envi- _ 


ronmental report which has just been issued. п 


RAILWAYS 


‘Track to 
the future 


apan, where railways accounted for 29.1% of the country’s 

total passenger traffic and 4.9% of its freight in 1989-90, plans 

to build more and faster trains to ease transport bottlenecks. 
Japan Railways (JR), the former national railway company now 
broken up into seven regional firms, accounted for most of the 
passengers. About 10% of all rail passengers travel by the high- 
speed shinkansen, or bullet trains. 

One priority is to provide more lines to serve the estimated 30- 
35 million people who live in the suburbs and commute to central 
Tokyo to work. Rail companies plan to build quadruple-track 
lines, though this will be expensive because of land scarcity and 
high labour costs. Work is also under way 
on a new generation of shinkansen, with JR 
companies hoping to introduce trains that 
travel at 300 kph — or 30 kph higher than 
the present maximum speed — in the next 
two or three years. 

Another project is to develop magneti- 
cally levitated trains — the so-called 
maglev system — with a maximum s 
of 500 kph. If successfully developed, 
maglev trains could halve the current 
three-hour trip from Tokyo to Osaka. 
Construction of 50 km of track for the 
proposed maglev project started this year. 
The cost of developing and building the 
maglev system has been put at between 
¥5-6 trillion (US$38-46 billion) — an 
amount equal to transport ministry esti- 
mates of private railway companies' 1991- 
96 investments. 

Shinkansen lines now stretch 1,832 km 
from Morioka and Niigata in the north to 
Fukuoka in the south. There are plans to 
build a further 1,400 km by 2000, including 
a new line from Tokyo to Toyama on the 
Japan Sea and on to Osaka. 

There will also be mini-shinkansen services in Tohoku, 
Hokuriku and Kyushu. One of these is a 193.4-km Morioka- 
Aomori extension in Tohoku. Construction for this Y387.3 billion, 
10-year project started in September. Other shinkansen projects 
approved recently include the Karuizawa-Nagano section in cen- 
tral Tokyo and the Yatsushiro-Nishikagoshima section in southern 
Japan. 

South Korea's largest single infrastructure project of the dec- 
ade will be the Won 6 trillion (US$8 billion) Seoul-Pusan high- 
speed railway line. The transport ministry has invited German, 
French and Japanese bidders to submit proposals for the project, 
which it also intends to induce technology transfer. 

The Chinese Government plans to spend US$18.8 billion to 
increase rail transport volume from 1.46 billion tonnes in 1990 to 
1.9 billion tonnes in 2000. Over half the international loans in the 
transport sector have been directed towards railways, favoured 
by the government since they haul the majority of state-plan raw 
materials. 

Announcing that 70% of their planned spending would be on 
electrification of the inefficient and slow steam network, railway 
ministry officials said consensus had been reached after years of 
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central government baulking at the initial high costs of the trans- 
formation. The proportion of electric lines is to be raised from 13% 
at present to 20% in 1995. A target of 5,000 km of trunk-line, as 
opposed to only 2,914 km in 1985-90, is to be electrified, including 
congested trans-provincial lines in the booming Yangtze River 
delta, the Harbin-Dalian port line serving the heavy industrial 
northeast and the congested Peking-Canton line. 

An estimated US$1 billion in international loans will fund a 
fraction of the electrification, but the cash-short central govern- 
ment is trying to introduce local government and institutional 
investment, traditionally used for road building, into the rail sec- 
tor. The construction of a 2,360-km railway direct from Peking to 
Hongkong, for example, will receive 20-25% of the US$2.9 billion 
needed from local authorities crossed by the pro line. 

From June this year, a US$67 million Asian Development Bank 
loan is to help finance the US$245 million Yaogu-Maoming rail- 
way in Guangdong, to be repaid by the local railway authority 
from higher tariffs. 

In Taiwan, planners hope a high-speed railway between Taipei 
and Kaohsiung will relieve highway congestion and help distrib- 
ute population growth more evenly. Rising land costs and infla- 
tion have increased estimated project costs by 50%, with con- 
struction expected to begin in late 1992. 

The high-speed railway has already 
g been the target of budget delays after a 

route change postponed planning work 
earlier this year. The latest route relocates 
several of the intermediate stops farther 
inland to relieve congestion in urban areas 
nearer the coast. Although a French com- 
pany won a consulting contract on the 
project, officials say that the design has not 
yet been completed. French, German and 
Japanese companies are expected to bid on 
equipment contracts next year estimated to 
be worth about US$6 billion, or a third of 
the total project cost. 

Improvements to the existing rail sys- 
tem are continuing. Beginning in January 
1992, it will be possible for the first time to 
travel around Taiwan by rail with the 
opening of a line between Kaohsiung and 
the east coast town of Taitung. Some 40% 
of the 98-km route was tunnelled through 
the southern end of the central mountain 
range at a cost of US$830 million. 

Taiwan’s Department of Rapid Transit 

is building a US$16 billion mass-transit system in the city to alle- 
viate road congestion, but work is encountering bureaucratic de- 
lays and the system is expected at best to hold congestion at 
present levels. The cost is likely to rise, but the system will be built 
because it is essential to cope with rising numbers of commuters. 

Hongkong’s Kowloon-Canton Railway Corp. (KCRC) in Octo- 
ber made a HK$500 million (US$64.1 million) bond issue to help 
refinance debt from the 1980s. Last year its heavy rail operations 
made a profit of HK$268 million, while its Light Rail Transit (LRT) 
system in the New Territories lost HK$104 million. The KCRC has 
committed capital expenditure of HK$3.5 billion over the next few 
years for redeveloping rolling stock and overhaul facilities and 
improving stations. Also included are extensions of LRT tracks and 
extra LRT vehicles. 

The colony's Mass Transit Railway, having helped to prevent 
gridlock on the roads, is now looking at extending its network to 
the planned new airport at Chek Lap Kok with express services as 
well as multiple-stop local trains. 

A railway development strategy study, due to be completed 
by the end of 1992, is examining a possible rail link for cargo from 
the Kwai Chung container port to China, as well as a rail link 
between the northwest New Territories and urban Kowloon. 
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. Singapore and Malaysian governments 
have now reached an agreement in princi- 
_ ple to develop the site for more intensive 
_ commercial use. 









and signalling equipment. 


In. Thailand, three projected Bangkok | 
mass-transit.systems are currently being | 
simultaneously reviewed. The government | 
has given approval for the long-negotiated | 
Lavalin skytrain project, a 32-km elevated | 
light-rail system, though a contract has yet | 
to be signed. However, as costs have risen | 
at least 50% since Lavalin was designated | 
project-winner two years ago, financing the | 
Baht 60 billion (US$2.3 billion) is now in | 


doubt. 


more funds to get the project moving. 


Even if itis built, the Lavalin skytrain | 
will not begin to serve the city's needs. The | 
national government is also haggling with | 
Hongkong's Hopewell Holdings over the | 
construction of a separate elevated railway | 


whose routes are mostly. complementary 
— though some are in competition — with 
the Lavalin network. 

A slower commuter rail system that 
would cover areas not touched by the other 
two schemes is being designed by Bang- 
kok's city administration, in cooperation 
with land developers Tanayong Corp. 


Singapore does not own or operate 

1eavy railways, though Malaysia's railway | 
"network extends into the country — a | 
legacy of the separation between Malaysia | 
гапа Singapore in 1965. The Singapore | 
- railway station sits in prime land, and the | 


< - Malaysia plans to privatise Keretapi | 
| Tanah Melayu, or Malayan railways, later | 
_ this decade. This will set the stage for an | 
| upgrading of all rail services into the next | 
. century. Sources say talks are also under | 
. way to procure large amounts of rail trans- | 
port equipment from foreign suppliers. A | 
total of M$1.37 billion (US$498.8 million) | 
has been allocated to the railways under | 
the Sixth Malaysia Plan for double-track- | 
ing work and acquiring new rolling stock | 


The Thai Government early on limited | 
itself to putting in Baht 8 billion in equity, | 
and making the project a privatisation cen- | 
trepiece. There is now speculation that the | 
government will be willing to provide | 









Observers now expect at least one of the | 
projects to be fully under way by February | 


1992. 

Manila's Light Rail Transit (LRT) has 
helped the Philippines' capital city avert a 
major transport crisis. But it has been 
groaning under the weight of debt-servic- 
ing costs for its US$177 million in foreign 
loans, whose peso costs have skyrocketed 
with the depreciation of the local currency 
since the debts were incurred in the late 
1970s. 

Officials are now convinced that a 

. ^market-friendly" approach to public in- 
v frastructure could skirt budgetary con- 


| straints. A law was passed last year al- | 
_ lowing the Public Works and Highways | 
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MOL’s New Alligator Service to North America 
is bigger and better than ever. More sailings, 
even more cargo space — contact your local 

MOL agent and find out why to North America, 
there's still nothing better! 
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:* vate contractors. Terms of reference for a second LRT system, es- 
-> timated to cost P4 billion (US$147.9 million). | 
с Indonesia's railways, which traverse only Java and Sumatra, 
have been earmarked for a major overhaul The plans include 
_ replacing more than half the existing 6,000 km of track over the 
«Jong term, obtaining new rolling stock and locomotives, 
recommissioning rolling stock now idled by a lack of spare parts 
сапа revamping maintenance practices. 

East Jakarta’s commuter line, under construction between 
Tanjung Priok and Jatinegara, via Pasar Senin, will become ele- 
ated at some time. West Jakarta will be served by the existing 
ine to Tangerang. A new track south to the satellite town in 
Serpong and on to Merak is under construction, and should be 





Drive for 
improvement 


3 J apan’s passenger road traffic volume nearly doubled during 

the 1980-89 period to 612.5 billion passenger-km, while road 
| freight transport climbed 46% to 260.7 billion tonne-km. The 
_ number of registered lorries and passenger cars rose 48.7% and 
_ 43.4% respectively. But the total length of roads actually declined 
; Slightly during the period to 1.1 million km, of which only 67% 
. are paved. 

Worse, nearly 80% of the total road length is less than 5.5 m 
_ wide. In comparison, about 65% of US roads and nearly 80% of 
roads in western Germany and France are more than 7 m wide. 
Japan has only 4,400 km of expressways, though this figure 
; has increased by nearly 70% over the past decade and remains the 
_ top priority in highway infrastructure development. With most of 
{һе north-south expressway network completed, new construction 
_ will focus on improving road links between the Pacific and Japan 
‚ Sea coasts of Honshu, the country's main island. 

Ü In South Korea, it took an average of seven hours in 1986 to 
,; travel the 428-km Seoul-Pusan expressway. Ву 1989 average travel 
. time had doubled to 14 hours, according to government figures. 
| .Some other heavily travelled routes in the metropolitan Seoul and 
_ Pusan areas have seen travel times rise even more sharply. 

. ` The government estimates that traffic congestion on the na- 
Ноте roads, excluding the expressways, costs the country Won 
. 1.2 trillion (US$1.6 billion) a year. And the situation is likely to get 
г worse before it gets better. The total number of vehicles in the 
“country is expected to jump from 3.4 million in 1990 to 8.2 million 
; in 1996. Planners say they need an 80% increase in road capacity 

to meet that demand. 

E Most of the country's infrastructure spending is allocated to 
|. the road system. Of the Won 38 trillion that planners say they 
Need to fulfil goals set out in the 1992-96 five-year development 
lan, Won 18.5 trillion is for roads. Planners also recommend 
raising expressway tolls from the current level of Won 20 per km. 
China's first four-lane expressway, a 375-km road linking 
-Dalian port to Liaoning province's capital Shenyang, opened in 
_ September 1990 and can handle container traffic. However, it is 
. underused due to a shortage of container tractor-trailer units. It 
will be extended up to Benxi by 1995. and then to Harbin. 

The central government has adopted a fairly hands-off ap- 
roach to developing roads, mainly because state transport com- 
panies now carry only 7% of total road freight and roads in- 
-creasingly serve the р 2/ cooperative sector. Local government 
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... Department to go into build-operate-transfer schemes with pri- 


finished in 1996. The whole network will connect at the Manggarai E 
transfer hub. 

India's railway system, currently the largest employer in the 
country, is on the verge of a programme to trim excess manpower. 
Following a study commissioned by the Railway Board on opti- 
mum utilisation of manpower, the plan is to reduce the workforce 
by 40% in the next decade. Indian Railways (IR) currently employ 
1.6 million people, excluding 160,000 short-duration contract em- 
ployees. 

Existing railway lines have reached saturation levels and ef- 
forts are now on to find new ways to increase capacity. These 
include the conversion of some of the remaining 1 m gauge lines 
to broad gauge; electrification of lines — 10,000 km have been 
electrified so far and another 3,000 km will be electrified over the 


















and foreign financing is therefore being sought to build at least 
50,000 km of trunk roads during 1991-95, as opposed to 25,000 km 
in the previous five-year plan. 

Listed projects include Lianyungang-Lanzhou and Peking- 
Canton highways, with repayment of loans to be undertaken by 
the province's foreign trade departments from toll and other rev- 
enues. The use of a syndicated bank loan to finance Hongkong- 
based Hopewell Holdings’ US$800 million super-highway from 
Canton to the British colony will be a major test. 

More than a dozen major highway construction projects are 
currently under way in Taiwan, chiefly aimed at increasing road 
capacity along the island's crowded western corridor. When 
construction began on the existing four-lane north-south express- 
way 20 years ago, there were less than 40,000 private cars in Tai- 
wan. Now, with more than 2 million cars, the route is badly 
congested. 

The solution is seen as a second expressway, whose northern 
section is now more than half finished and is scheduled for com- 
pletion in 1994. The central and southern portions are still in the 
planning stage. Two other priority items on the long list of high- 
way projects are upgrading the local route along the west coast 
and building a dozen east-west highway links to improve inland 
access to the expressway system. 

After a bruising political dispute between Prime Minister Hau 
Pei-tsun and the opposition-led Ilan county government earlier 
this year, the US$2 billion Taipei-Ilan highway has been restored 
to the government budget. The highway is intended to cut travel 
time from the capital to the underdeveloped east coast from 2.5 
hours to 45 minutes and will require boring six mountain tunnels, 
one of which will be 12.9 km long. 

Hongkong's planned new roads during the 1990s will cost a 
total of some HK$41 billion (US$5.26 billion), HK$24 billion of 
which will be for links to the new airport to be developed at Chek 
Lap Kok. The remainder include a third harbour crossing for road 
traffic, as well as a new road from the Chinese border to a bridge 
linking Chek Lap Kok to Kowloon. 

A new tunnel beneath Tate’s Cairn opened earlier this year, in 
conjunction with the Eastern Harbour Crossing and new over- 
passes, have been widely praised for their effectiveness in speed- 
ing up access to the New Territories. 

Singapore, which imposes high levies on cars and associated 
expenses such as fuel and parking costs to make it one of the 
world's most expensive places to own a car, is also experimenting 
with an auction system that would regulate car ownership 
through a price mechanism. 

High costs have yet to dampen Singaporeans' enthusiasm for 
car ownership. A 1990 census revealed that 16.7% of Singaporeans 
used cars as their only mode of commuting, up from 13.6% in . 
1980. This compares with the 9.9% who used the Mass Rapid : 
Transit (MRT) light-rail system in 1990, three years after its incep- 
tion. Buses remained the most popular form of transport, carrying 
46.1% of commuters last year, down from 55.996 in 1980. 

A five-year, 551.1 billion (US$647 million) road-construction 
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next five years — and double-tracking around 1,500 km of line 
over the next five years where possible. 

IR is working on a project to upgrade its locomotives from the 
present 4,000 hp to 6,000 hp. A loan of US$240 million has been 
sought from the Asian Development Bank for the purchase of 40 
such locomotives. IR also plans to open the production of railway 
coaches to the private sector. 

While Pakistan’s railways are the cheapest mode of surface 
transport, they are not the most efficient. Rail’s share of passenger 
and goods traffic has been declining steadily because of the failure 
to build new tracks and the inability of the existing lines to handle 
additional services. Also, the railways’ administration has failed 
to cope with the ever-quickening pace of commerce and industry. 

In Australia, interest is being revived — after an 80-year delay 


— in building a Darwin to Alice Springs railway. Work started on. 
the line during the 1890s south from Darwin, but in 1911 the 
project ground to a halt. 

A large local engineering consultant, CMPS&F, has dusted off the 
proposal and called for a A$1 billion (US$797 million), 1,420-km - 
railway line to move freight through Darwin. The project was 
given fresh urgency because of a perceived need to develop Dar- _ 
win as a port to expand trade with Asia. Canberra has yet to 
respond to the initiative. Government approval is critical to the _ 
project because it is developing a new scheme with the states O 
bring the country's railway network under federal control. E 

Another major rail project, the A$10 billion Very Fast Train to - 
run between Sydney and Melbourne, was mothballed in August . 1 
when the government refused to grant tax concessions. a 





programme that began in 1989 will 
come to an end in 1993. However, 
Singapore has recently commis- 
sioned feasibility studies on an am- 
bitious plan to construct a network 
of underground roads in the city 
centre, which if implemented will 
cost about $$1.5 billion and add 
about 40% to the capacity of existing 
roads. 

The Sentosa Island leisure com- 
plex will be linked to Singapore’s 
main island by a causeway next 
year. But a project to reach Sentosa 
with a fast light-rail system, esti- 
mated to cost S$60 million, is likely 
to be abandoned after initial studies 
indicated the government could not finance it without subsidising 
services. 

Work on a S$1 billion MRT extension to Woodlands is sche- 
duled to begin next year, and when completed in about three 
years should go a long way towards easing the heavy volume of 
road traffic heading towards the causeway with Malaysia. MRT 
extensions to Hougang and Punggol are currently only at the 
planning stage. 

In Malaysia, M$7.6 billion (US$2.77 billion) will be spent on 
improving and expanding the road system over the next few 
years. Worsening traffic jams in Kuala Lumpur have revived in- 
terest in plans to build a mass transit infrastructure for the capital. 
Among the most serious schemes being considered are a light-rail 
transit system for the city centre and a heavier mass rail transit 
network to serve the outlying Klang Valley suburbs. 

Ambitious plans for a monorail system in Kuala Lumpur, 
however, encountered further delays in 1991. The project has been 
awarded to a turnkey contractor whose major shareholders in- 
clude BNK, a civil engineering and construction firm, and IGB, one 
of Malaysia’s leading property developers. But municipal officials 
are yet to announce the start of the project, which is believed to be 
experiencing cost overruns. 

A number of new projects — including flyovers and inter- 
changes — were announced during the year. However, they are 
not expected to make an appreciable dent in the traffic problem in 
the near term, while actually adding to road congestion during 
construction. 

Larger road projects fared better. United Engineers Malaysia, 
the contractor for the North-South Highway, is scheduled to com- 
plete most phases of the project by 1994, despite cost-overruns 
which have swelled its completion price from M$3.4 billion to 
M$5.5 billion. The 900-km road will provide a direct route through 
Malaysia from the Thai border to Singapore, and is expected to 
serve as a locus for economic development. 

Thailand is speeding up urgently needed road projects, with 
almost Baht 16 billion (US$626 million) allocated in October for 


(Right scale) 
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# the construction of three primary - 
E and 13 secondary roads in and 4 
around Bangkok. Many had been - 

delayed because rising land 
priation and construction costs had - 
overrun government budgets and 
the roadbuilders' ability to make a 
profit. Some of the construction will _ 
nearly complete an outer Bangkok | 







ring road, which will help divert 
traffic feeding to Don Muang airport - 
to the north of the city. E 

The city's second-stage express- 
way, which will feed express traffic - 3 
from near to Don Muang through 4 
the city to southern exits, is already _ 
well under way and is due to be! 
completed in two years’ time. The road will create another route _ 
to Bangkok's port and relieve congestion on the existing over- - 
burdened expressway. The city government is also spending - 
several billion baht — well-supported by Japanese aid — to build _ 
flyovers over some of the most congested roads. The main рго- 
gramme should be completed by mid-1992. 

The Philippines marginally increased its paved roads from 
9,365 km to 9,804 km in 1986-89 as the government focused its — 
efforts on upgrading rural roads — the length of earth roads - 
jumping from 8,338 km in 1986 to 40,368 km by 1989. 

The Public Works and Highways Department reported spend- - 
ing P26.6 billion (US$983.9 million) on building or improving 4299 _ 
km of major roads and 20,948 km of feeder roads during the 1986- d 
90 period. The report estimated that this is three times the total - 
investment in the 1981-85 period. 

Several new major road improvement schemes have been fin- 3 
ished or brought mid-way to completion in Manila during the - 
past 12 months. 

They include two major interchange construction projects cost- 
ing P679 million. One is at the rapidly expanding commercial- - 
financial centre at the Ortigas-Epifanio de los Santos (Edsa) меса 
ways intersection, and the other is at the Ramon Magsaysay 
Avenue-Nagtahan bridge crossing. Both have been major choke _ 
points in Manila’s traffic system, and are the first such interchange _ 
projects undertaken since the 1970s. 

Others include the 10-lane extension of Edsa Avenue to Roxas: 
Boulevard, which will mean easier access between the Makati _ 
financial district and Manila's bay-front area, and the six-lane 
Araneta Avenue that will interconnect with Rizal Avenue by the a 
end of the year. 

Manila has also started a P938 million road project to link the 
provinces of Laguna and Quezon to stimulate business activity _ 
within the so-called Calabarzon area (Cavite, Laguna, Batangas, _ 
Rizal and Quezon), which the government wants to become the _ 
biggest growth area in Luzon. Construction of the Pan-Philippine _ 
highway from Cagayan through Nueva Ecija to Bulacan is also 
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under way. 

The metropolitan Cebu area’s transport system, under pres- 
sure from surging economic activity since 1986, has received for- 
eign funding commitments to finance 70% of P5 billion worth of 
local infrastructure projects planned for the 1992-95 period. They 
include ring roads from the port area to Mactan Island — site of 
the international airport — that will by-pass Cebu City’s narrow 
streets, and a second bridge to reach Mactan. 

In Indonesia, the Trans-Java Toll Road project is gradually 
taking shape as private investors construct segments in partner- 
ship with state company PT Jasa Marga. Some 373 km of main 
road and 45 km of access road, mostly in West Java, are already 
open. Projects under construction will add a combined length of 
102 km. Routes under way lie between Surabaya and Gresik, due 
to open in 1994; between Tangerang and Ciujung, ready in 1993; 
and the widening of the Jakarta-Cikampek toll road, with two 
new lanes opening next year. 

Around Jakarta, almost all the outer ring road has already 
attracted investors, with only a northwest segment still left. Most 
of the outer ring road is at various stages of negotiation or pre- 
construction planning, though a finished segment has opened to 
traffic in East Jakarta. 

The outer ring road is one of only three toll roads free to seek 
financing in the next few years. The government's Foreign Com- 
mercial Debt Coordinating Team, a body charged with reining in 
offshore borrowing, has barred most toll roads from taking out 
loans before March 1995. Those 
cleared to borrow funds in the 
1993-94 fiscal year are develop- 
ers of the outer ring road, the 
Tangerang-Merak toll road and 
the Cikampek-Padalarang seg- 
ment, which will fill in the toll 
link between Jakarta and 
Bandung. 

Jasa Marga will build the 
Grogol-Pluit segment in north- 
west Jakarta with its own 
equity, according to a company 
spokesman. This 8-km stretch 
will complete the toll road from 
Semanggi interchange to 
Cenkarang Airport. 

Prospective investors are negotiating contracts with the gov- 
ernment for four other stretches, including the Jakarta harbour 
ring road and the Cikampek-Cirebon arm to complete Jakarta's 
toll link with Cirebon. Outside Java, contract negotiations are un- 
der way for a spur from Medan to Binjai in north Sumatra, and 
from Ujung Pandang to Mandai in South Sulawesi. Investors have 
also submitted letters of intent for an East Semarang ring road, 
and for linking Surabaya's toll road with Mojokerto and Malang. 

The World Bank reported in May that the government had 
adopted a strategy to “allow [existing roads] to be congested,” in 
order to "make private sector participation in toll roads more 
attractive to potential investors." Director-General of Land Trans- 
port Soejono, who oversees roads planning, disputes those find- 
ings, saying one overpass was under construction in Jakarta and 
another 10 planned. 

Government spending on roads throughout Indonesia rose to 
US$462 million in the last fiscal year, the largest budget of all 
transport categories. Three outer islands are getting major high- 
ways. The trans-Sulawesi highway linking Ujung Pandang with 
distant Manado will be finished late next year; a highway in- 
tended to get plantation crops to east Sumatra's seaports began in 
1988 and should be ready in 1994 and the trans-Kalimantan 
highway linking Pontianak-Banjarmasin-Balikpapan-Bontang 
should be completed next year. 

Six World Bank-aided transport projects are currently under 
way in India, though only USSG million has been drawn down 
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Trans-Java highway 


from US$200 million sanctioned in 1985. The bank has also 
pledged assistance worth US$250 million for road projects in 
Rajasthan, Uttar Pradesh, Bihar and Maharashtra, conditional on 
commitments over implementation schedules. 

Road construction and improvement schemes throughout the 
country remain poor, with a meagre Rs 15 billion (US$580.8 mil- 
lion) spent annually on the national highway system. A four-lane 
expressway is estimated to cost Rs 30 million per km to build, 
with an additional annual outlay of Rs 50,000 per km on mainte- 
nance, 

Various state governments are actively seeking private invest- 
ment and participation in road building, particularly in the com- 
mercially important states of Maharashtra, Gujarat and Andhra 
Pradesh. Most of the projects currently being discussed are four- 
lane highways connecting commercial centres. However, in the 
absence of attractive incentives to the private sector these plans 
remain moribund. 

Even then, toll rates may not produce enough to cover planned 
costs for new roads. 

Pakistan's roads carry 78% of the country's passenger and 
6556 of its freight traffic. With passenger traffic alone projected to 
rise by 25% over the next four years, some specialists calculate 
that total road length needs to increase by 225,000 km over that 
time, against the current average 5,000 km annual rate of road 
building. 

A Rs 66 billion (US$2.69 billion) federal plan includes building 
several bridges over major riv- 
= ers, widening the Karakorum 
& highway between Pakistan and 
China, a Rs 3.62 billion main- 
tenance programme and a 
World Bank-funded Rs 853 
million resurfacing and 
strengthening programme. 
Other projects include a 8.7 km 
tunnel under the Lowari Pass 
to provide an all-weather 
highway between the rest of 
Pakistan and the Chitral Valley. 

Also included in the plan is 
the Rs 6 billion Indus West 
Bank highway. Work began on 
the road in October and is due 
to be completed early in 1995, when it will reduce the distance 
between Karachi and Peshawar by some 400 km and open a 
hitherto neglected region. 

Work is also under way on new sections and upgrading ex- 
isting stretches of a four-lane 1,742-km highway between Karachi 
and Peshawar via the eastern bank of the Indus River and 
Hyderabad, Multan, Lahore and Islamabad. Work is also in 
progress on a 3,958-km network of highways around Karachi, 
with completion due by the end of 1993. The National Highway 
Authority, which has been allotted Rs 46 billion of the programme, 
however has been told by the Finance Ministry that it can spare 
only Rs 20.5 billion until June 1995. 

The Rs 25.5 billion shortfall is expected to be filled by the pri- 
vate sector through build-operate-transfer schemes. A British firm 
is already building a major bridge and a section of the highway 
on this basis near Lahore. Japan is financing two of the three 
sections of the Indus West Bank Highway, and is willing to finance 
the third section. Japan is also funding construction of 3,000 km of 
farms-to-market roads over the next three years. 

Australia’s road infrastructure developments have taken a back 
seat since the completion of the bi-centennial road programme in 
1988, which was designed to upgrade major highways around the 

nation’s coast and through its centre. Annual expenditure of A$5 
billion (US$3.98 billion) is not directed to major projects, though 
work is progressing on upgrading the Sydney-Brisbane link fol- 
lowing several major bus crashes. a 
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WANG'S NEW VS 6000 SERVER OFFERS YOU 
TWO SOLUTIONS FOR THE PRICE OF ONE. 





Wang's new VS 6000 isn't just a powerful mid range system. It's also a purpose-designed client server application platform 
that enables you to achieve dramatic improvements in system flexibility and price performance ratios. Available as an up- 


grade to many existing systems, the VS 6000 is conclusive proof of Wang's commitment to its users. W AN G 


And an ideal way to evolve your present hardware platforms into the era of client server computing. 
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IMMIGRANTS 


Cambodians discover that democracy in the US does not come free 


Rouge, white and blue 


By Susumu Awanohara in Long Beach 
and Houston 


ust three days after the October sign- 

ing of the Cambodian peace accord 

in Paris, Congressman Stephen 

Solarz was in Long Beach, Califor- 
nia. The occasion was a celebration-cum- 
fundraiser organised by local Cambodian 
American leaders representing the largest 
concentration of overseas Cambodians in 
the US. 

Solarz, the influential chairman of the 
Asian and Pacific affairs subcommittee of 
the House of Representatives’ foreign af- 
fairs committee, mesmerised his adoring 
audience, recounting how in the mid-1970s 
he had seen a parallel in “what was hap- 
pening to your people in Cambodia under 
[Khmer Rouge leader] Pol Pot and what 
was happening to my people in Germany 
under Hitler [Solarz is Jewish].” He talked 
of how he had devoted himself since then 
to assisting the non-communist factions 
resisting the Vietnamese-installed regime 
in Phnom Penh and finding a comprehen- 
sive political solution to the conflict. 

Solarz also discussed the most pressing 
issues among politically minded Cambo- 
dian Americans: whether they can partici- 
pate in the upcoming elections in Cambo- 
dia, and how to secure financial backing to 
enable overseas Cambodians to return to 
the devastated land of their origin and help 
rebuild it. 

Then Solarz, ever the politician, ap- 
pealed for financial support. “In order for 
me to carry on the work [for Cambodia], I 
have to remain in Congress and your help 
will be extremely valuable and certainly be 
appreciated," he said. 

Cambodian Americans are learning fast 
the ways of US politics. They realise that if 
they wish to be certain that the US admin- 
istration and Congress are working hard 
on their concerns — ensuring that the 
peace process is not disrupted, that enough 
money is available for Cambodian recon- 
struction or that refugees on the Thai- 
Cambodian border are safely repatriated 
— there are ways for even the small Cam- 
bodian American community to exert in- 
fluence and make a difference in policy. 

Although the problems faced — and 
traumas nursed — by Cambodian Ameri- 
cans inside the US are now on the 
backburner, they are indeed staggering 
and could also benefit from some political 
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and social action by the community. Cam- 
bodian Americans are finding out that par- 
ticipation in a democratic society is not free 
— in terms of time, effort or money. 

According to the 1990 census, some 
25,000 out of the total 147,400 Cambodian 
Americans are concentrated in the Long 
Beach area. Many in the community are 
convinced that the actual figures are much 
higher (perhaps 40,000 and 200,000, re- 
spectively). The Commerce Department 
which is responsible for the census has ac- 
knowledged there was serious under- 
counting of minorities in 1990 but decided 
against revising the figures. Experts agree 
that Cambodians are among the most 
likely groups to have under-declared 
themselves. In addition to Long Beach, 
Lowell in Massachusetts and Houston and 
Dallas in Texas have sizeable Cambodian 
American communities. 

The Cambodians in the US came in two 
waves, almost entirely after the mid-1970s. 
When Phnom Penh was taken by the 
Khmer Rouge in April 1975, there were al- 
ready a few thousand Cambodian students 
in the US, who stayed on and many of 
whom have become community leaders. 
The first wave, of some 20,000 refugees ar- 
riving after the collapse of Phnom Penh, 
tended to be from the elite, associated with 
the government and its US backers. The 
much larger second wave, which peaked 
during the late 1970s and early 1980s and 
became a mere trickle in the past several 
years, came from Pol Pot's “killing fields" 
and the camps which mushroomed along 
the Thai-Cambodian border after the Viet- 
namese invasion of Cambodia in late 1978. 
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In contrast to the first wave, the second 
wave was made up largely of peasants 
from all over Cambodia. 

Adjusting to life in the US has been par- 
ticularly difficult for the second wave of 
refugees. Cambodian Americans often de- 
fine themselves negatively, saying they are 
not "adventurous," "outgoing" or “no- 
madic" like their ancient and more power- 
ful neighbour, the Vietnamese. The Cam- 
bodians in the US came only as refugees, 
not as immigrants, the bulk of them hav- 
ing been forced to flee to Thailand and then 
resettled in the US. 

When large numbers of Cambodian 
Americans started arriving in the less-than- 
affluent neighbourhoods of Long Beach, 
where racial tension is high and so is the 
crime rate, many of the Blacks and 
Hispanics already there did not welcome 
the newcomers. There were suspicions that 
the Cambodian Americans, as refugees, 
enjoyed welfare privileges which were 
denied the others. Adding to the friction, 
many Cambodian Americans came from 
rural villages with little education, few 
marketable skills and, more fundamentally, 
no sense of modern, urban life. 

And for those who had nurtured 
dreams of America while they endured the 
killing fields or the border camps, there 
was the disappointment of arrival. Their 
illusions were dashed with the discovery 
that there was no secure, lucrative job and 
no beautiful house awaiting them. Instead, 
they had to struggle to survive and worry 
about layoffs in times of recession. 

The past also continues to haunt; Cam- 
bodian Americans frequently suffer from 


Aches, ANU rarer Oe ea 


what is called "post traumatic stress disor- 
ders" (PTSDs). Aside from frequent cases of 
nightmares, lethargy and chronic depres- 
sion, blindness with no physical impair- 
ment to the eyes is sometimes a symptom, 
particularly among women who witnessed 
things they wish they had not. 

Experts have identified four major 
categories of trauma (starvation; impri- 
sonment; torture, rape and sexual abuse; 
witnessing death and killing) and 12 
typical "trauma events," any one of which 
can cause PTSDs. One study showed that 
the average Cambodian American PTSD 
patient had experienced nine out of these 
12 "trauma events," which was far higher 
than for patients from Vietnam or Laos. 

Some Cambodian Americans may carry 
a different type of burden, namely that of 
"[having] behaved in ways that are unlike 
them in normal times," as one expert puts 
it. It is clear that the Khmer Rouge hardcore 
could not murder 1 million Cambodians 
without the help of supporters. Children 
were particularly praised and rewarded for 
turning in "class enemies" in their 
own families who then suffered 
hard labour or execution. 

It is impossible to say whether 
brutalisation under Pol Pot may in 
any way be linked to domestic vio- 
lence, juvenile delinquency and in- 
creasingly serious participation in 
gang activity by young Cambodian 
Americans. But some community 
leaders insist that gangs are an 
American phenomenon — there 
were no gangs in Cambodia. 

Along with gangs, a high de- 
pendence on welfare cheques re- 
mains an embarrassing problem for 
the community. While being grate- 
ful for the generous welfare system 
in southern California, some com- 
munity leaders worry that it dis- 
courages hard work among Cam- 
bodian Americans, even to the extent of 
attracting out-of-state job holders to flock 
to Long Beach to go on welfare. A typical 
unskilled refugee worker may earn US$6-8 
per hour, which would mean a monthly 
pay of, say, US$1,200 minus tax. But in 
southern California, the same refugee — if 
he meets certain conditions to go on 
welfare (having children under five years 
old, an unemployed father or mother or 
health problems in the family) — can do 
just about as well without working at all. 

One Cambodian American social 
worker says: "There are those who deserve 
all the help society provides and more, but 
there are others who circumvent the sys- 
tem." He adds, however, that he blames 
the system more than his own people. 
“Work is in effect penalised, in the minds 
of unskilled Cambodians." 

But he and others say that once Cambo- 
dian Americans come to a point where 
they can do significantly better, they gladly 
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go off welfare and publicise the fact. "We 
have made enormous progress after only 
10 or 15 years of new life. Please don't be 
so impatient," the social worker says. 

Indeed, it is freely admitted by long- 
time Long Beach residents that the Cam- 
bodian Americans have rejuvenated and 
beautified the worst sections of the city. 
Like other Asian American groups, the 
Cambodian Americans have set up small 
groceries and eateries as well as auto body 
shops and beauty salons. By some accident, 
many have moved into the doughnut 
business (though most did not know what 
à doughnut was before arriving in the US), 
which requires relatively little capital and 
can be run by a single family. 

One of the pioneers of this movement, 
Bun Tek (Ted) Ngoy, has become the first 
Cambodian American millionaire and now 
heads the Orange County branch of the 
Cambodian American Republican Com- 
mittee, newly formed at the prodding of 
Sichan Siv, who is deputy assistant to the 
US president and is by far the highest 





Keo and 'pioneer' farming couple near Houston. 


ranking Cambodian American in the US 
Government. 

In Houston, Yani Rose Keo, who was 
once secretary to the US ambassador in 
Phnom Penh and now coordinates job 
placement for Catholic Charities, has been 
a driving force in helping Cambodian 
Americans in her area return to farming. 
“Many Cambodian Americans are staying 
home and doing nothing and the [Texas] 
state government is spending a lot of 
money on their mental health. But if we 
want to help them, we should give them 
something to do," Keo says. 

In 1985, Keo started Cambodian Gar- 
dens Inc., leasing idle state land near 
Houston at a discount and mobilising older 
Cambodian American refugees, who had 
no other work, to grow Asian vegetables. 
Keo went on television pleading for water 
and fertiliser and many locals stepped for- 
ward to help but the land was flooded and 
the project has stalled. More recently Keo 
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has helped some 30 Cambodian American 
families acquire modest plots of land in 
Rosharon, about 35 miles south of Hous- 
ton, to grow vegetables, providing the pro- 
duce to some of Houston’s major super- 
market chains. The families typically live 
in old trailer homes and younger members 
go into Houston to work, but having and 
working land of their own is obviously a 
source of great joy to all. 

Among politically active Cambodian 
Americans, there is a desire — which 
sometimes verges on the unrealistic — to 
influence the course of Cambodian politics 
after the peace accord. Of the non-commu- 
nist resistance leaders, Prince Norodom 
Sihanouk and his son Ranarid have never 
paid much attention to the Cambodian 
Americans, while Son Sann has repeatedly 
visited their communities across the US to 
seek support. But many say Son Sann's 
popularity has plummeted in recent years 
because he never listens to others. Son 
Sann's former chief of staff, Gen. Sak Sut 
Sakhan, has a following but having split 
, from Son Sann, Sakhan is not rep- 
3 resented in Cambodia's Supreme 
National Council. Some crave a 
new leader and wonder whether 
the White House's Siv could return 
to Cambodia and lead the country. 

Sceptics say politicians in Cam- 
bodia will need and welcome the 
support — particularly financial — 
of overseas Cambodians but will 
not allow them to play meaningful 
political roles. While US law also 
limits the right of naturalised citi- 
zens to participate in other coun- 
tries’ formal political process, 
Washington would like to see over- 
seas Cambodians return, even if it 
is for short periods, to help recon- 
struct the country and thus reduce 
the possibility of the Khmer 
Rouge's return to power. Some 
stress that the presence of overseas Cam- 
bodians who have experienced democracy 
would be crucial in ensuring free and 
fair elections scheduled for some time in 
1993. Son Sann, too, has recently travel- 
led in California and pleaded with Cambo- 
dian Americans with needed skills to re- 
turn. 

Sar Sithan, a computer specialist in Los 
Angeles and another Republican stalwart, 
gives the typical response. He says: "We 
have started new lives and have mortgages 
to pay and families to support. We can't go 
back to Cambodia without assurance that 
we can return to our current jo 

Such assurance is precisely what some 
US officials are working on. The US ad- 
ministration is undertaking a survey of 
Cambodian Americans and lobbied for a 
provision in the peace accord enabling 
them to return to Cambodia and partici- 
pate in the economic and political recon- 
struction. п 
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Curtain up! For the specialist 
fair Paper, Office Requisites, Stationery 
with its range of gift wrappings, 
greetings cards, diaries, artists’ requi- 
sites, table decorations etc. 

Stage free! The specialist 
fair Perfumes, Cosmetics, Drugstore 
and Hairdressers’ Requisites is 
showing cosmetics and body care 
products, perfumes, fashion 
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Paper Perfumes Gifts 


jewellery and hair decoration etc. 
Applause! For the specialist 
fair Gifts with Easter and Christmas 
decorations, florists’ requisites, 
photo frames, gifts etc. 
They are all appearing in front 
of the international trade at 
the International Frankfurt Trade Fair 
Premiere. From 25th - 29th 
January, 1992. 


Frankfurt am Main, 25 — 29. 1. 1992 


Fair and travel information, 
admission tickets 

Australia 

German-Australian Chamber of Industry 
& Commerce 

P.O. Box A980 

Sydney South, NSW 2000 

Tel.: (02) 2614475/2614478 
Telex: 25 987 gercom aa 
Telefax: 267 3807 

Hong Kong 

World Fair Consultants Ltd. & PAC Travel 
Consultants Ltd 

VF. Tinta House 

42. Wellington Street 

Central Hongkong 

Tel.: (05) 5226646 

Telex: 64 878 ptcl hx 

India 

Messe Frankfurt Representative for India 
2-b, Vulcan insurance Bldg. 
Veer Nariman Rd. 
Churchgate-Bombay 400020 
Tel.: 222002 

Telefax: 4950523 

Indonesia 

Р.Т. Citra Harapan Abadi 
Komplek Perkantoran 

Permata Hijau Blok |, No 14 
Jakarta Selatan 12 210 

Tel.: (021) 5482853/5490738 
Telefax: 5 48 45 60 

Јарап 

Messe Frankfurt AG (К.К.) 

The 2nd Kiya Bidg. 3F 

4-3-2 lidabashi 

Chiyoda-Ku 

Tokyo 102 

Tel.: (03) 5275-2851 

Telefax: 52 75-3410 

Malaysia 

German Industry & Trade Delegate Office 
P.O. Box 11683 

50754 Kuala Lumpur 

Tel.: (03) 23835 61/62 

Telex: ma 20198 dihtkl 

New Zealand 

Fairs of Europe, Ltd 

Jetsave Travel 

52 Emily Place 

Р.О. Box 3076 

Auckland 1 

Tel.: (09) 393-262 

Telex: NZ 2203 

Telefax: (09) 308-97 27 
Pakistan 

Tariq Brothers 

Fairs & Exhibition Service 

Plot No. 29, Sector No. 28 
Korangi Industrial Area 

Karachi 14 

Tel.: (021) 310404/05 

Teletex: 27 81 tariq pk 
Philippines 

European Chamber of Commerce of the 
Philippines (ECCP) 

C.P.O. Box 215 

Makati 

Manila 28 01 

Tel.: (02) 8547 47, 866996 
Telex: 66 045 eccpi pn 

South Korea 

Korean-German Chamber of Commerce 
and industry 

C.P.O. Box 4963 

Seoul 

Tel.: (02) 7761546-9 

Telex: 22 640 dkihk k 

Taiwan 

German Trade Office Taipei 

4F No 350 Min-Shang E Road 
Taipei 10444 

Tel.: (02) 506 9028, 5062467 
Telex: 26 226 gertrade 
Thailand 

German-Thai Chamber of Commerce 
699 Silom Road, G.P.O. Box 1728 
Bangkok 10501 

Tel.: (02) 236 2396, 2347190 ext. 35 
Telex: 82 836 gtcc th 
Organizer's Offices: 

Messe Frankfurt GmbH 

P.O. Box 970126 

D-6000 Frankfurt am Main 1 
West Germany 

Tel.: (069) 7575-0 

Telex: 411558 messe d 

Teletex: 69 97 95 10 Messe Ff 
Telefax: (069) 75 75-64 33 
Messe Frankfurt GmbH 
Representative Office 

15 Scotts Road 

05-04 Thong Teck Building 
Singapore 0922 

Tel.: 7371704 

Telex: rs 56574 messe a 
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CAMBODIA 


Mines claim victims despite the peace accord 


A cowards 


By J Jon Lidén in Phnom Penh 


he patient's wing of the hospital in 
j Mongol Borei in western Cambodia 
is a simple brick and plaster build- 
ing of three rooms flanked on one side by 
an open corridor. Yellow afternoon light 
filters through onto the green-grey walls of 
moulded, dirty plaster and brown wooden 
beds without mattresses. The beds are 
crammed together, even in the corridor, 
and on each lies a thin body with stumps 
for legs or arms dressed in bloody ban- 
dages. Wives or husbands, parents or chil- 
dren are fanning these heaps of pain and 
fever. Permeating the building is the nau- 
seating smell of disinfectant fighting a 
losing battle with sweat and dirt and rot- 
ting flesh. 

These patients tell versions of the same 
story. They were working in their rice 
fields, collecting wood in the forest or 
herding their animals when they stepped 
on a mine. A foot was blown off, an eye 
lost or a stomach punctured. 

This is the most tangible result of “The 
Coward’s War,” the name given the 12- 
year-long Cambodian civil conflict by the 
human rights group Asia Watch, because 
it is a shadow war fought by weary armies 
with mines rather than guns. Mines inflict 
wounds on the enemy and the population 
it controls while avoiding direct contact. 
Cambodia may become the first conflict 
where mines have inflicted more wounds 
than any other weapon. 

Militarily, both sides failed: Now, hav- 
ing reached what everyone hopes is the 
end of the war, the Phnom Penh govern- 
ment controls between 80% and 90% of the 
countryside, while the guerillas of the three 
opposition factions have neither been bro- 
ken nor driven out of the western and 
northern parts of the country. 

They did succeed, however, in making 
Cambodia the country with the world’s 
highest percentage of physically disabled. 
According to a report recently published 
by Asia Watch, there are more than 30,000 
amputees in Cambodia and an additional 
5-6,000 in the refugee camps in Thailand 
out of a population of approximately 8 
million. Last year alone, more than 6,000 
people lost limbs from mines. 

Most of the victims in the hospitals have 
stepped on a PMN, a Type 72, a M-14 or a 
PMD-6; all small anti-personnel mines 
which blow off a foot or a leg or both when 
stepped on. No one knows how many 
others have tripped or stepped on the 
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much more powerful mines — these 
bounce up and spread fragments as far as 
100 m — which have been spread by all 
the factions as well. Few survive these 
mines. One soldier who watched such a 
mine explosion told Asia Watch that “some 
of the patrol simply disappeared.” 

After hostilities ebbed this wet season, 
the number of mine injuries diminished 
countrywide, from 200 per month to be- 
tween 40 and 50. Still, it is expected that 
the number will rocket when the peace 
settlement prompts the 400,000 refugees on 
the Thai border and the 150,000 internally 
displaced to return home. 

There are hundreds of thousands, 
maybe millions of mines, 
but nobody has kept any 
maps of where they are. 
No realistic de-mining op- 
eration plans are ready — 
or funded — so far. The 
UN Transitional Authority 
for Cambodia (UNTAC) is 
responsible for carrying 
out the peace plan agreed 
on by the four warring 
factions. It is sending in a 
preparatory mission to as- 
sess needs and is expected 
to give a report early next 
year, but both the Asia 
Watch report and aid 
workers agree that this is 
too late. Mine clearing 
must start now, they say, 
as large numbers of people 
are expected to move this 
dry season, which begins 
in December. 

With the mines spread randomly in 
paddy fields, along paths, through forests 
and around villages over two decades, the 
clearing operation will be difficult, time- 
consuming and costly. “Realistically, there 
is no way to avoid that thousands more 
will lose limbs from mines in the years to 
come,” says Maite Idiart, head of Handicap 
International in Cambodia. 

The tragedy of Cambodia’s mine vic- 
tims is that finding a bed in places like 
Mongol Borei’s hospital is merely the be- 
ginning of their sad, painful ordeal. A vast 
majority of the victims are civilians, and 
most civilians are farmers, for whom losing 
a limb is tantamount to losing their liveli- 
hood. This makes a mine injury a catas- 
trophe for the whole family. As a result, 
providing artificial limbs becomes a crucial 
part of treatment and rehabilitation. 
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Still killing fields. 


Several small workshops producing ar- 
tificial limbs were set up some years ago 
by the American Friends Service Commit- 
tee, but the capacity was far below the de- 
mand. During the past year, the Interna- 
tional Committee of the Red Cross, and 
several smaller NGOs started production of 
artificial limbs. Together with the NGOs 
working on the Thai-Cambodian border, 
they have coordinated their efforts to 
launch a large-scale prostheses pro- 
gramme. The basic model is made from 
polyethylene and polypropylene rather 
than local materials such as leather and 
wood. 

Since medical conditions are so primi- 
tive, most amputations have been done 
without thought or knowledge of making 
the stump fit for prostheses. Most 
amputees therefore need another operation 
to prepare their stumps. Six weeks after 
the operation the fitting of the prosthesis 
can start, and then the patient needs physi- 
otherapy and training. The whole process 
can take eight weeks for under the knee 
amputations and longer 
for above the knee or arm 
amputations. The prosthe- 
ses will have to be remade 
every three to five years, 
and children will need re- 
placements more often. 

The Ministry of Social 
Affairs and Invalids (MSA!) 
is at the end of the queue 
for funds in the all but 
bankrupt Cambodian 
Government. “It just has 
no money at all,” says one 
aid worker. The ministry 
cannot even pay the mea- 
gre pensions army invalids 
are entitled to. Battalions 
of begging disabled veter- 
ans have descended on 
most Cambodian towns, in 
some instances organising 
themselves into gangs 
which demand protection money from 
shop owners. 

Most foreign aid workers have realised 
that all work for Cambodia's disabled for 
quite a few years will have to be funded by 
foreign humanitarian assistance. Recently, 
an American war veterans organisation, 
The Indochina Project, together with other 
NGOs, have started rehabilitation work in 
King Klang, a village made up of disabled 
veterans and their families. 

Situated on a peninsula between the 
Tonle Sap and Mekong rivers, close to 
Phnom Penh, King Klang was meant by 
MSAI as a service to war veterans, but the 
desperate lack of money has made it a 
miserable place, where the veterans are 
placed with too small rations and no way 
of making a living. “They are stacked away 
so they can be forgotten,” comments one 
aid worker in Phnom Penh. a 
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In the lair of the rising sun 





Asia’s New Little Dragons: The Dynamic 
Emergence of Indonesia, Thailand and 
Malaysia by Steven Schlossstein. 
Contemporary Books, Chicago. US$25. 


The past several years have seen un- 
precedented economic growth in Indone- 
sia, Malaysia and Thailand. Powered 
largely by Japanese investment, these three 
Southeast Asian states have increased their 
manufacturing bases, raised per capita in- 
come and now, arguably, stand poised to 
join the ranks of the newly industrialised 
countries. 

Steven Schlossstein considers the pros- 
pects for all three nations to achieve their 
economic aspirations. While ultimately op- 
timistic, at least in the cases of Indonesia 
and Thailand, the author points out that all 
three face serious obstacles — such as in- 
adequate education systems, low domestic 
savings and capital formation levels and 
official corruption — that could impede 
their progress. 

Schlossstein, a former international 
banker who has written about US-Japan 
commercial rivalry before 
in The End of the American 
Century (REVIEW, 31 May 
90), also analyses the 
paramount role of Japan in 
these three countries’ 
economies, a role that in his 
view has created a “kind- 
er, gentler co-prosperity 
sphere” in Southeast Asia. 

The author seems to be 
of two minds when it 
comes to Japan. By turns, 
he both admires and dis- 
parages the policies and 
practices that have made 
Japan such a potent com- 
mercial force. He criticises 
US firms for ceding these 
valuable and rapidly expanding markets 
to their Japanese competitors, who are the 
top foreign investors in all three countries. 
And he urges more US companies to fol- 
low Japan’s lead by concentrating on 
manufacturing rather than on the lower 
value-added extractive and service indus- 
tries that are now the mainstays of Ameri- 
can investment. 

But at the same time that he holds 
Japanese companies up as paragons of 
business prowess, he disapproves of Ja- 
pan’s “mutant form of authoritarian, 
turbocharged capitalism” and warns that it 
could replace communism as the main 
paradigm of political-economic organisa- 
tion, competing with the American “demo- 
cratic, free-market, free-enterprise” model. 
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Given this view, Schlossstein seems to 
be espousing a new sort of containment 
policy when he argues for increased US 
economic involvement in Southeast Asia. 
Just as the US chose to take a stand against 
communism in Southeast Asia in the 1950s, 
so, in the 1990s, it must make the region a 
central front in its economic and, in his 
mind, increasingly ideological competition 
with Japan. 

Schlossstein offers detailed examina- 
tions of the political, economic and social 
systems of Indonesia, Malaysia and Thai- 
land, drawing on a wealth of statistical data 
and interviews. He judges Indonesia most 
favourably, stressing the vast potential of 
the country’s natural resources and work 
force, and giving high marks to the gov- 
ernment's deregulation and privatisation 
programmes. He is also clearly enamoured 
of Indonesia’s authoritarian government, 
which, he says, is a “necessary [but insuffi- 
cient] condition for economic takeoff.” In 
fact, he warns that a more open political 
system could be less stable and result in 
lower growth rates. 

Among Thailand’s big- 
gest difficulties, Schloss- 
stein sees a serious short- 
age of scientists and engi- 
neers and the infra- 
structural gridlock obvious 
to any visitor to Bangkok, 
where overburdened ports, 
inadequate roads and an 
outdated communications 
network are choking com- 
merce and limiting further 
growth. But he has faith 
that Thailand’s “creative 
flexibility” should allow it 
to surmount these prob- 
lems. 

In contrast, Schlossstein 
has little positive to say 
about Malaysia. He is harshly critical of the 
country’s New Economic Plan because of 
its preferential treatment of ethnic Malays. 
He says that political and social instability, 
growing racial tension and widespread 
corruption could discourage future foreign 
investment and limit Malaysia’s chances of 
attaining NIC status. 

In his final assessments, Schlossstein 
gives a great deal of weight to intangibles, 
such as Indonesia’s “depth of human ta- 
lent,” while understating the importance of 
a number of economic factors which may 
be of greater consequence, at least in the 
near term . 

He does not place enough emphasis on 
Indonesia’s inadequate infrastructure and 
its lack of electrical power generating ca- 
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has the key 
to keeping 
its guests 
well 
informed. 


As one of Asia’s leading hotels, 
The Manila Hotel 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
Far Eastern Economic Review. 
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pacity, two factors that threaten the coun- 
try's continued rapid development. 

He also underestimates the significance 
of Thailand's ability to sustain double-digit 
growth rates while keeping inflation in 
check, and neglects to consider the coun- 
try's potential to act as the commercial hub 
of mainland Southeast Asia, all of which 
could help Thailand become the next 
member of the NIC club. 

Despite occasionally faulty editing 
(some parts of the book were updated to 
include the February coup in Thailand 
while others were not), Asia's New Little 
Dragons provides a valuable, and highly 
readable, overview of the strengths and 
weaknesses of three countries that will play 
an increasingly important role in the world 
economy. m Gordon Fairclough 





Bearing arms 


for Allah 


The State of Martial Law: The Origins of 
Pakistan's Political Economy of Defence 
by Ayesha Jalal. Cambridge University Press, 
Cambridge. £30 (LIS$44.50). 


Pakistan's pre-eminent historian 
Ayesha Jalal has written the most impor- 
tant documented account of how the mili- 
tary-bureaucratic apparatus has come to 
dominate the country's political structure. 
Her book, covering the years 1947 to 1958, 
is based on government documents re- 
cently released in the US, Britain and Paki- 
stan. 

Jalal challenges the conventional aca- 
demic notions that the military only began 
to play a major role in the country after the 
1958 coup, that martial law in Pakistan re- 
flects a breakdown in the political system, 
and that the military is a stabilising factor 
in a country torn by ethnic and social ten- 
sions. 


Pakistani generals up against the wall. 
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She argues convincingly that the army 
had already begun to bypass the civilian 
government as early as 1948 and was play- 
ing a determining role by 1954, that mar- 
tial law is a pre-emptive measure imposed 
to forestall mass urban unrest or genuine 
civilian political authority, and that the 
military's huge defence budget since 1948 

has permanently destabilised and under- 
mined political and economic develop- 
ment. Moreover she makes a number of 
sensational disclosures about civilian and 
military leaders who, aided by British and 
American intelligence agencies, have con- 
sistently manipulated the country’s politics 
to forestall democracy. 

For 40 years, Pakistanis have been ask- 
ing themselves whether democracy can 
survive, whether the military will detonate 
a nuclear device or go to war again with 
India over Kashmir, and whether 
Islamicisation can provide Pakistan with 
ideological security. The State of Martial Law 
goes a long way towards answering these 
questions. 

Jalal has written what is destined to 
become a landmark among the meagre 
academic literature about the formation of 
the Pakistani state and the role of the army. 
She details the political jockeying for power 
that took place between 1950 and 1958 as 
one government after another fell, exam- 
ines the growing tensions between the cen- 
tre and the provinces that led to the war in 
Bangladesh in 1970, and blames lopsided 
economic development on the fact that the 
army ate up some 70% of the budget as 
early as 1948. 

Relying on US documents, she outlines 
the growing internationalisation of Pakis- 
tan’s domestic politics as the US replaced 
Britain as the key provider of aid and po- 
litical advice. The army under General 
Ayub Khan, desperate to secure US aid in 
the early 1950s, committed itself to a pro- 
American stance with little consultation 
with the civilian government and no pub- 
lic debate. The pro-American tilt in the 
army, which today is seriously questioned 
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by the military itself, has hounded Pakis- 
tani politics ever since. 

The book contains interesting revela- 
tions about the close links of key Pakistani 
generals and politicians with the US Em- 
bassy, the funding of fundamentalist Is- 
lamic parties by the US as part of 
Washington's global anti-communist stra- 
tegy, and a detailed analysis of key events 
which have influenced Pakistani politics 
ever since — such as the assassination of 
Prime Minister Liaquat Ali Khan in 1951 
and the Rawalpindi Conspiracy Case in 
1954, when army officers were charged 
with treason. 

Yet the book is no anti-army diatribe. It 
puts into perspective the military's own 
compunction to take over the state appa- 
ratus. The distorted Partition of 1947, when 
Pakistan received only a small proportion 
of the assets of British India, placed the 
country at a huge disadvantage. The first 
war with India over Kashmir that same 
year led to the swift militarisation of the 
economy, as dismemberment by India was 
a real threat admitted to by senior British 
generals. The decision to fight for Kashmir 
in 1948 "had committed Pakistan's early 
managers to refurbishing the army at 
Whatever cost to the central exchequer," 
Jalal writes. 

Moreover the decision by the ruling 
elite to build a bureaucratic state appara- 
tus, rather than consolidate political parties 
and democratic institutions, was motivated 
by the need for revenue collection as the 
new nation headed for bankruptcy. “The 
choice to the Muslim League [that created 
Pakistan] leadership was to either concen- 
trate on refashioning a national political 
party or to build the mechanisms of an ef- 
fective state administration," Jalal writes. 

All these decisions led to an act of po- 
litical castration that still bedevils Pakistan 
today. As anti-Indian activity in Kashmir 
intensifies, another war between India and 
Pakistan cannot be ruled out, and naturally 
the military demands that more be spent 
on defence. The nuclear rivalry between 
the two countries today is a direct outcome 
of the failure of the political process in 
1948. The reinforced bureaucratic appara- 
tus continues to create profound tensions 
between the centre and the provinces as 
the latter are stripped of revenue in order 
to build up the state apparatus and the 
army. It is no accident that President 
Ghulam Ishaq Khan is also the country’s 
top bureaucrat. 

Jalal's last chapter brings us up to 1988. 
In it she demonstrates how Pakistan's 
formative years have continued to play 
havoc with the country's political deve- 
lopment. The issues are much the same, 
only the stakes for the military-bureau- 
cratic apparatus have risen. The State of 
Martial Law is essential reading for Pakis- 
lan's failed politicians and ambitious gen- 
erals. m Ahmed Rashid 
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Hongkong utilities consider piping gas from Hainan 


The hot option 





By Carl Goldstein in Hongkong _ 


he prospects for harnessing Chi- 
| лав largest known natural gas 





field to Hongkong’s energy needs 

have substantially improved with 
the recent decision by China Light and 
Power (CLP) to explore the use of the fuel 
for a new power station. “If the gas can be 
bought at a price that is competitive with 
coal, it would be a jolly good deal for our 
consumers,” said Sir William Stones, man- 
aging director of the utility, Hongkong’s 
largest electricity producer. 

CLP has been talking for the past few 
months with the Chinese authorities and 
Arco International Oil and Gas, the off- 
shore exploration arm of the US oil 
giant, which discovered the field off 
Hainan Island in the early 1980s. 
The electricity company says it will 
need the new power station by 1996. 
Thus СІР “will have to set a dead- 
line beyond which discussions can't 
go,” said Stones. 

He declined to specify a time 
limit, but implied it would be a 
matter of months, at the most. CLP 
has received preliminary govern- 
ment approval to build what would 
be the world's biggest thermal 
power plant costing HK$60 billion 
(US$7 7 billion) at Black Point, in the 
western New Territories. While the 
firm is going ahead with an envi- 
ronmental-impact assessment for 
the 6,000 MW project, it must decide 
whether to fire the plant with coal 
or natural gas — or both. 

China National Offshore Oil Co. 
(CNOOC) puts the size of the gas field 
off Hainan Island at 3.6 trillion 
standard cubic feet (tcf), though some in- 
dustry sources doubt whether there is as 
much as that. The question is a crucial one: 
an agreement with any major customer 
would require a supply guarantee of at 
least 20 years. Hongkong and China Gas, 
the colony's sole provider of town gas, and 
CLP said they required further evidence 
from the Chinese of the reserve's adequacy. 

Despite questions over the size of the 
reserves, the prospect of significant sup- 
plies only 800 km to the southwest of 
Hongkong has been particularly tantalis- 
ing for Hongkong Gas. The utility has held 
talks with CNOOC for the past five years 
over the possibility of building a pipeline 


to bring the gas to Hongkong. 

The company remains keen to make the 
switch from naphtha, a crude-oil deriva- 
tive, which it now uses to manufacture 
town gas. "Natural gas offers the possibil- 
ity of providing a better deal for our exist- 
ing customers, as well as enabling us to 
compete [with diesel] in the industrial-fuel 
market,” said Hongkong Gas managing 
director Malcolm Matthews. 

CLP’s involvement would improve the 
economics of building a pipeline, which 
would cost US$500 million or more. Estab- 
lishing a price for the project is difficult 
because of uncertainty over whether the 
line would be an overland route through 
Guangdong province, or a marine pipeline 





Possible gas connections 


across the South China Sea. 

A number of tricky political and eco- 
nomic issues, particularly on the Chinese 
side, continues to cloud the prospects for 
exploiting Hainan's natural gas. The Pe- 
king government's main concern is that the 
project must earn enough foreign currency 
to pay for the development costs. So Pe- 
king has rejected CNOOC's offer to swap 
crude oil it already controls for the gas. The 
Guangdong provincial government's offer 
to use its internally retained hard currency 
to develop the field has met the same re- 
sponse, according to David Fridley, a 
China energy expert at the East-West Cen- 
ter in Hawaii. 
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Other analysts echo his assertion. “Both 
Hainan and Guangdong would like first 
call on the gas, but the central government 
insists that the foreign devils pay for it,” 
says Al Troner, Asia-Pacific correspondent 
for specialist newsletter Petroleum Intelli- 
gence Weekly. 

The 1988 establishment of Hainan as a 
province independent from Guangdong 
complicated matters by creating another 
power centre to be consulted. A largely 
undeveloped island, Hainan is keen to use 
the gas for its own power needs. The only 
problem is that the government has no 
money. 

The Guangdong authorities probably 
lack the clout to overrule Peking’s wishes 
as to how the project should be fi- 
# nanced. But they could make life 
$ extremely difficult for anybody try- 
ing to build a pipeline across the 
province. 

It is this sort of problem that 
makes building a marine pipeline 
more attractive. "It would not be 
difficult at all to build a pipeline in 
these waters,” said Tim Brennand, 
chief executive of Shell Companies 
in China and Hongkong. 

The marine pipeline option is 
also strengthened by the probability 
of other gas finds in the area, which 
could be connected via trunklines to 
the main line. Both Shell and Esso 
have confirmed gas strikes while ex- 
ploring for oil, though Brennand 
says his company's find may be too 
small to be useful. 

Still, persistent rumours of other 
finds, including one by the ACT 
consortium of Italy's Agip, and 
Chevron and Texaco of the US, seem 
to point to the likelihood of eventual re- 
sults. Nor would a marine pipeline pre- 
clude bringing gas to Guangdong prov- 
ince, should reserves of a size to justify it 
be found. Spur lines to the shore could be 
constructed without great difficulty. 

The choice of an underwater pipeline 
appears to be gathering more support than 
competitive proposals for a liquefied natu- 
ral gas (LNG) plant in Hainan. Japanese 
trading house Nissho Iwai has been trying 
to assemble a deal to supply LNG to the 
Japanese market since the mid-1980s. 

A senior Nissho Iwai official in Tokyo 
denied recent reports that the company 
had withdrawn its LNG proposal. "We're 
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still very much interested,” said Eiji Sekine. 

Tokyo Gas has recently entered the fray 
with a competitive proposal to build a 
main pipeline to Guangdong as well as 
secondary distribution lines for industrial 
users in the province. The largest gas uti- 
lity in the world, Tokyo Gas is intent on 
expanding its overseas activities. In Sep- 
tember, the firm won a significant portion 
of a gas-distribution project in Malaysia. 

Cost is the main stumbling block with 
LNG. Sekine said it would require US$3 bil- 
lion to build a gas train sufficient to pro- 
duce 1.5-2 million tonnes of LNG a year, as 
the Nissho plan has envisaged. 

This is far more than the cost of build- 
ing a pipeline to Hongkong and helps ex- 
plain why both С1Р and Hongkong Gas 
have rejected the possibility of using LNG. 
Safety is an issue as well. Hongkong Gas' 
Matthews said the most stringent safety 
standards would require a huge, 25-50 ha 
site for the LNG reception terminal and re- 
gasification facilities. 

For Hongkong Gas, the lure of pipeline 
gas is strong enough to override the esti- 
mated HKS1.5-2 billion it would cost to 
convert all existing gas appliances, mainly 
cookers and water heaters, as well as the 
company's production facilities. Its newer 
Tai Po plant would be modified to provide 
standby capacity in case of an interruption 
in supply from the pipeline, according to 
Matthews. 

The attraction of the switch, says S. G. 
Warburg Securities analyst Wong Kam- 
ming, is that it would enable the company 
to achieve a significant breakthrough in the 
industrial market. At present, Hongkong 
Gas has only a 1-2% share. There is huge 
potential for expansion if the gas can be 
brought in at a price that would be com- 
petitive with diesel, the most widely used 
fuel for firing factory boilers. Town gas is 
now twice as expensive as diesel fuel. 

The more stringent environmental 
regulations the Hongkong Government 
has been promising should in future help 
tip the balance towards the use of natural 
gas. Gas is a lot cleaner than oil (or coal) 
because it emits less carbon dioxide and 
sulphur dioxide when burned. 

For CLP, the question of what fuel to use 
in its new power station is closely related 
to the scheme of control under which the 
utility (as well as the smaller Hongkong 
Electric) is regulated. From 1993, CLP’s 
principal rate of return will be set at 15% of 
the value of fixed assets, against a current 
rate of 13.5%. 

This provision has been criticised for 
giving the utilities a built-in incentive to 
choose the more expensive investment op- 
tions. All the same, CLP’s Stones says he 
would prefer to base at least the first half 
of the proposed Black Point power sta- 
tion’s installed capacity on gas, rather than 
coal, even though the capital investment 
would be lower. " 
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Consortium restructures Indonesian cigarette maker 


Behind the smoke 


By Adam Schwarz in Jakarta 


hareholders in troubled Indonesian 
S cigarette maker Bentoel have agreed 

to transfer 70% of the company’s 
equity to Rajawali Wira Bhakti Utama, a 
diversified business consortium. But two 
major aspects of the conditional deal re- 
main unclear: how Bentoel shareholders 
will be paid for their holdings, and what 
role was played by state-owned Bank 
Rakyat Indonesia (BRI), the company's sin- 
gle largest creditor. 

After shareholders agreed to the take- 
over at a 5 November meeting, a press re- 
lease issued by Rajawali and Bentoel made 
no mention of any payment or of new 
capital to be injected into Bentoel. Accord- 
ing to sources close to Bentoel, BRI made it 
clear to Bentoel sharehold- 
ers that liquidation was a 
real possibility if Rajawali's 
proposal was turned down. 

When Bentoel sus- 
pended payments on about 
US$370 million in debt in 
July, shocked foreign 
bankers said the compa- 
ny's financial statements 
had given no hint of im- 
pending troubles. As 
Bentoel is believed to have 
assets of less than US$200 
million, a foreclosure 
would render its shares 
worthless. (The takeover is 
contingent on Rajawali 
reaching a debt restructur- 
ing agreement with Ben- 
toel's creditors.) 

BRI had not earlier expressed dissatis- 
faction with the continuing negotiations 
between creditors and the Business Advi- 
sory Group (BAG), a Jakarta-based financial 
firm hired by Bentoel in July. BAG had been 
working with Bentoel directors to improve 
the company's management, with several 
outside professionals being recruited, ac- 
cording to Michael Selby, a BAG partner. 
Whether the newly recruited executives or 
BAG will continue to have a role at Bentoel 
is unclear. 

Some analysts say BRI's change of atti- 
tude towards Bentoel may have been in- 
stigated by D. E. Setijoso, the bank's di- 
rector in charge of the Bentoel portfolio. 
Setijoso is said to have close connections 
with two key Rajawali executives: Peter 
Sondakh, who has been appointed 
Bentoel's new president, and Ferry Teguh 
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Sondakh: restructuring. 


Santoso, whose Ometraco Group owns 
30% of Rajawali. Santoso and Sondakh will 
be chairman and vice-chairman, respec- 
tively, of Bentoel's management committee 
which will negotiate a restructuring 
agreement with creditors. 

Many industry analysts believe BRi's 
role must have been supported, or at least 
acknowledged, by senior government offi- 
cials. But the Ministry of Finance, which 
has supervisory authority over state- 
owned banks, denied that it had had any 
involvement. The proposed Rajawali 
takeover was "purely a private matter," 
said spokesman Ruru Bacelius. 

Industry sources surmise that the 
Rajawali proposal has the support of a 
politically influential businessman. One 
possibility is President Suharto's middle 
„ son Bambang Trihatmodjo, 
$ who is a partner in several 

other ventures with the 

Rajawali Group and with 

Sondakh's  Danaswara 

Group. Danaswara owns 

25% of Rajawali. 

Suharto's youngest son, 
Tommy, 29, is a more likely 
possibility, however. In 
July, Tommy expressed in- 
terest in buying Bentoel but 
a few weeks later an- 
nounced he was dropping 
the idea. An investment in 
a cigarette manufacturer 
would make sense for 
Tommy, who earlier in the 
year was granted a mo- 
nopoly on the trade in 

cloves. Cloves are the key ingredient in In- 
donesia's ubiquitous kretek cigarettes. 

At the November meeting, Bentoel 
shareholders named a new seven-member 
board of commissioners, a supervisory 
body which represents shareholder inter- 
ests. Two of the commissioners represent 
the old Bentoel shareholders and five come 
from the Rajawali Group. 

In addition to Ometraco and Danas- 
wara, Rajawali's owners are the Gajah 
Tunggal Group, with a 35% stake, and 
Fredy Gozali, with 10%. Gozali, who will 
head Bentoel's new board of commission- 
ers, is a brother-in-law of Sjamsul 
Nursalim, the founder and chief executive 
officer of Ometraco. Apart from Ometraco, 
which trades tobacco, none of the Rajawali 
companies has experience in the cigarette 
industry. 

Rajawali has sent in a team of auditors 
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from Klynveld Peat Marwick Goerdeler 
(KPMG) to assess Bentoel's financial posi- 
tion. A full report is expected by February. 
Rajawali will use KPMG-audited statements 
to negotiate with creditor banks, a process 
which could take up to 12 months, ac- 
cording to Sean Hughes, president of 
Jardine Fleming Nusantara (JFN). JFN, 15% 
owned by the Rajawali Group, has been 
appointed financial adviser to Bentoel. 

Officials involved in the proposed 
Rajawali takeover do not deny BRI's role in 
securing Bentoel shareholder consent. "It's 
safe to assume the BRI played an important 
role in the process," said Budi Gunawan 
Budyarto, a Rajawali executive who is to 
be Bentoel's chief operating officer. 

Nor does Rajawali deny government 
support for its takeover. “The authorities 
have given us encouragement [to buy 
Bentoel]" Budyarto said. That "encour- 
agement" was relayed to Rajawali through 
BRI and via "informal channels." When 
asked what Rajawali offered to Bentoel 
shareholders in exchange for 70% of the 
company, Budyarto replied: "We offered 
to negotiate a restructuring agreement with 
banks and to release shareholders from 
their personal [loan] guarantees." 

To some bankers, this does not appear 
to be much of a deal. Bentoel had already 
contracted BAG to negotiate with its credi- 
tors. Some of Bentoel's foreign creditors, 
who hold slightly less than half of Bentoel's 
outstanding debts, had criticised BAG for 
obstructing their access to Bentoel man- 
agement and shareholders. 

Some of Bentoel's larger shareholders 
had personally guaranteed most of the 
company's debts. But bankers were sur- 
prised that relief from these guarantees 
was sufficient inducement for shareholders 
to relinquish control of the company. "We 
weren't planning on suing the sharehold- 
ers," said one foreign creditor. "There just 
wasn't that much money there." 

More likely, bankers say, it was BRI's 
threatened foreclosure of Bentoel that 
swung the argument. Bentoel owes about 
US$100 million to BRI and about US$90 
million to state-owned Bank Bumi Daya, 
bankers estimate. Bumi Daya officials were 
not available for comment but some bank- 
ing sources say the bank disagreed with 
the approach taken by BRI's Setijoso. 

The state banks hold most of Bentoel's 
tangible assets as collateral. Foreign credi- 
tors, by contrast, mostly hold receivables 
as security. While some foreign creditors 
were angry enough at Bentoel and BAG to 
consider liquidation, in general the foreign 
banks rejected this alternative because they 
would reclaim little of their money. 

BRI, on the other hand, would have 
clawed back much of its money in a forced 
asset sale, but many analysts doubted a 
state bank would want to be responsible 
for winding up the firm, which has around 
18,000 employees at its factory in Malang, 


East Java. 

Officials involved in the Rajawali bid 
have put forward two explanations for the 
proposed takeover. JFN’s Hughes said that 
Bentoel would not recover from its past 
mismanagement until some executives 
were removed, a task possible only if new 
shareholders were brought in. "BAG was 
brought in at the management level. But 
[Bentoel's] problems have to be dealt with 
at the shareholder level," he said. 

Another explanation for the Rajawali 
interest was, as Hughes put it, "to fix up 
the image of Indonesian companies with 
foreign bankers." When foreign bankers 
realised Bentoel's heavy borrowings had 
been based on fictitious financial state- 
ments, the spreads on loans to other 
Indonesian borrowers began to creep 
higher. 

Rajawali's Budyarto said creditors 
would be happier if BAG was replaced in 
the restructuring process. “BRI wasn't 
happy with the way BAG was handling the 
process. The better the relationship Bentoel 
has with the state banks, the happier for- 
eign creditors will be," said Budyarto. 
However, a senior BRI banker, speaking 


anonymously, denied that BRI was dissa- 
tisfied with BAG's performance. 

Sources close to Bentoel estimate the 
company's annual debt servicing burden 
to be about US$40-50 million, more than 
twice the company's gross operating profit 
before tax and interest. Hughes and several 
foreign creditors said one possibility might 
be to lengthen schedules of repayment to 
foreign lenders. 

But other bankers and analysts doubted 
that this step alone would be sufficient. 
"The foreign creditors will definitely have 
to write down some of their debt,” said 
one Rajawali official. Foreign creditors are 
adamant that this is a precedent to be 
shunned. 

One possible solution would be for 
some creditors — BRI being the obvious 
choice — to convert some loans into equity 
in Bentoel. “We expect a lot of flexibility 
from banks," said Budyarto. This alterna- 
tive, however, would require government 
approval. One government source said the 
Ministry of Finance would be unhappy to 
see foreign creditors receive preferential 
treatment, especially given the superior 
collateral which the state banks hold. т 
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South Korea tackles appalling work-safety record 


Counting the cost 


By Mark Clifford in Seoul 


he working life of South Korean 
i blue-collar employees can be nasty, 
brutish and (for some) short. Ac- 
cording to international rankings of in- 
dustrial deaths and accidents, the country's 
factories for years have been among the 
most dangerous places in the industrialised 
world to work. 
Now, however, the South Korean Gov- 
ernment is introducing tougher health and 
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safety laws as part of a six-year plan to 
reduce accidents in the workplace. There is 
a lot of room for improvement. Last year, a 
record 2,336 workers were killed at work 
and 132,893 were injured seriously enough 
to require at least four days in hospital. 

According to government statistics, 
which measure only firms with at least five 
employees, this means 176 out of every 
10,000 workers were injured on the job last 
year. The cost to the economy of industrial 
accidents and diseases was estimated at 
Won 2.6 trillion (US$3.6 bil- 
lion) in 1990. 

The number of workplace 
deaths has continued to 
climb, largely because of a 
construction boom. Building 
sites often engage non- 
unionised labourers on a 
day-to-day basis; they receive 
little or no training and rudi- 
mentary on-site protection. 

The problems in South 
Korea's factories, building 
sites and mines are deep- 
rooted, often cultural. La- 
bour-management relations 
too often are a twisted form 
of Confucian paternalism. 
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_look after the interests of his workers, who 
are actively discouraged from relying on 
formal legal rights. In practice, however, 
many owners have a transparent disregard 
for the welfare of their employees. 

с The Labour Ministry has only 210 
health and safety inspectors to monitor 
130,000 workplaces. During the first six 
months of 1991, officials managed to in- 
spect only 2,000. companies, or an average 
for each inspector of fewer than two a 
month. Six hundred violations were iden- 
tified but only eight people were prose- 
cuted, т 

Choi Song Chon, director of the Labour 
‘Ministry's safety planning division, insists 
that the six-year plan to improve worker 
safety will produce dramatic results. The 
plan, the first of its kind, runs from 1991- 
96. 

Last year, the national assembly intro- 
duced sweeping changes to legislation re- 
lating to industrial health and safety. 
Workers became legally entitled to know 
about the dangerous materials they are 
handling, and the government was given 
greater powers to regulate the use of ha- 
zardous materials. 

A national health and safety standards 
committee, established in August 1990, has 
agreed to codify certain minimum stand- 
ards of industrial safety, including provid- 
ing protection for workers against expo- 
sure to toxic materials and excessive noise. 
A comprehensive plan is also being drafted 
by bureaucrats aimed at reducing the 
prevalence of occupational diseases, and 
on 9 November the Labour Ministry an- 
nounced it would make it easier for vic- 
tims to claim compensation. 

In addition, the government now has 
the right to withhold approval for the use 
of potentially harmful chemicals and in- 
dustrial equipment, as well as to require 
that adequate safety measures are adopted. 

Most companies are required to set up 
health and safety committees, composed 
equally of management and worker rep- 
resentatives. Labour Ministry officials say 
they want to educate people about the 
dangers of the workplace; for example, 
they are considering including informa- 
tional material on industrial health and 
safety in school textbooks. 

Labour Ministry officials say that they 
hope these measures will help cut the acci- 
dent rate from last year's 1.76% to 1% in 
1995. "We are expecting that we will de- 
crease the number of occupational diseases 
and injuries by 195,000 people and de- 
crease the number of dead by 5,800 people 
over the six-vear period," says Choi. The 
ministry is lobbying for approval to ad- 
vance Won 150 billion in soft loans to small 
and medium-sized companies to support 

this campaign. 
_ Worker representatives are not so opti- 
mistic about the prospective success of the 
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nder this ethos, the owner is supposed to. 


Victims of 
progress 


Suh Young Sohn lies in a cramped hos- 
pital room on the outskirts of Seoul. 
Unable to talk, his nervous system 
crumbling, the 48-year-old former fac- 
tory worker cannot pull himself to a sit- 
ting position without the help of the 
braided rope that hangs at the end of 
his bed. He is a casualty of South Ko- 
rea's economic miracle. 

Suh is a 14-year veteran of the 
Wonjin Rayon chemical plant, the most 
notorious example of South Korea’s in- 
difference to the welfare of its workers. 
Wonjin, located in the eastern outskirts 
of Seoul, drew on a poorly educated 
workforce that was unwilling to chal- 
lenge the management's cavalier ap- 
proach to industrial safety. 

Former workers at the factory say 
that until recently they had no eye or 
face protection from toxic fumes, and 
that the company refused to install a 
ventilation system for reasons of cost. 
Several hundred other former workers 
such as Suh, were told by the company 
that their health problems were directly 
related to their work. One worker was 
told that his health was failing because 
he had AIDS. 

This indifference to industrial safety 
was all the more damning because 
Wonjin Rayon was, and is, a govern- 
ment-owned factory, but it reflected an 


government's initiatives. High death and 
accident rates are "a byproduct of the 
growth-first policy," says Park Eun Joo, of 
Health and Safety Action for Workers, a 
Seoul-based advocacy group. "Companies 
ignore safety and only put importance on 
making money." 

Although they agree that there have 
been improvements, unionists are suspi- 
cious of the top-down government ap- 
proach. Instead, labour organisations be- 
lieve that only worker education and 
grassroots pressure will force companies to 
change their ways. "Workers are totally ig- 
norant of the situation," Park says. "Our 
business is to tell them how to get what 
they need." 

So far, workers and their families have 
simply concentrated on securing compen- 
sation for accidents, occupational diseases 
and deaths. But Park wants the focus to be 
more on accident prevention. 

Ironically, workers themselves some- 
times resent an insistence on higher safety 
standards. US chemical firm DuPont was 
given a taste of this during building of two 
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official unwillingness to take complaini 
of occupational disease seriously. 
Workers maintain the government's re- 
sponse is still inadequate. | 
Employee representatives say that — 
the government recognises only 116 
former Wonjin workers as. suffering 
from occupational diseases. The Wonji 
Rayon Family Assistance Association. 
claims another 180 ex-workers are ailing. 
as result of the company's work prac- 
tices. E 
When former Wonjin employee Kim 
Bong Hwan died in January, workers: 
staged a 137-day protest to demand that. 
his dependants be paid compensation | 
by the government. Eventually, his 
family was paid Won 70 million. | 
The family assistance ‘association 
suspects that many of the more than 
12,000 workers who have been em 
ployed at the plant since it opened 
1966 have health problems as a result of. 
exposure to toxic fumes. But no pro- 
gramme has been put in place to iden 
tify the extent of the health problems. In 
many cases, the stricken workers who. 
succeed in wresting compensation from | 
the government find that it does little 
more than cover the medical bills. — 
Chong Hyun San worked at Wonjin | 
for 18 years, until illness finally forced - 
him to quit in 1985, six years after he 
first collapsed on the job. He sums ир 
the attitude of many blue-collar em- 
ployees, at Wonjin and elsewhere: "Be- 
cause of workers like me the country 
has been able to grow, but the country ~ 
has not repaid me well." ш Mark Clifford 








plants at Ichon, south of Seoul, to supply — 
products to the electronics industry. Con- 
struction of the plants, which opened last 
year, was marred by only one minor acci- 
dent, whereas by South Korean standards © 
a project of this size could be expected to 
claim the lives of two workers. But work. 
ers walked off the job several times in 
protest against stringent safety require- 
ments. 

Moreover, company executive vice- 
president Shin Yong Seong says that the 
extra safety measures probably cost more 
than paying compensation as a result of 
death or injury. "We paid a premium," he 
says. D. 
US chemical companies have been try- `: 
ing for more than a year to arrange à 
meeting with Environment Ministry offi- = 
cials to discuss emergency evacuation pro- ` 
cedures — so far without success. As long 
as it is cheaper to recompense workers and 
their families for industrial accidents, 
safety-conscious companies. such as 
DuPont will be the exception in South 
Korea. ш 
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World Bank pays greater 
heed to social activists 


Pressure 
points 


By Paul Handley in Bangkok 


sian countries hoping to tap the re- 
A sources of the World Bank are in- 

creasingly finding that develop- 
ment projects have to satisfy social as well 
as economic criteria. The bank is placing 
less emphasis on prescriptions for export- 
led economic expansion, while expecting 
borrower countries to show a greater 
commitment to the protection of the envi- 
ronment and poverty relief at the begin- 
ning of the development process. 

In the past, according to lobbyists from 
international non-governmental organisa- 
tions (NGOs), the bank has loaned money 
to projects which have harmed the envi- 
ronment, displaced large numbers of peo- 
ple, and uprooted helpless minority tribes 
and cultures. Developing countries often 
resent the interference of the NGOs which, 
they believe, comprise unrepresentative 
activists trying to give wider currency to 
fashionable Western ideals. 

The gulf between the well-organised 
lobbyists and borrower-governments was 
brought into sharp focus during the bank’s 
mid-October annual meeting in Bangkok. 
Although the bank is trying to act as con- 
ciliator between the two sides, it is showing 
a growing receptiveness to pressure from 
the NGOs. Outgoing bank senior vice-presi- 
dent Moeen Qureshi says environmental 
and poverty concerns are having a strong 
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 Havaged continent 


The World Bank has begun a major study of the Asian envi- 

complete before mid-1992. But some 

data already translate into what the bank describes as a “litany 

. of environmental problems." The picture 

tensive environmental degradation caused by high population 

growth, widespread poverty, rapid urbanisation and fast in- 
dustrialisation. 

Asia's population is expected to double in the next 40 years 

to 5 billion, according to a bank report published in mid-Oc- 

tober. The pressure of population and poverty is taking a heavy 


ronment that it hopes to 


toll on natural 


resources. 
Soil degradation is accelerating, and more people demand- 
ing more food means that by the end of the century Asia will 


is mostly one of ex- 


impact on bank thinking, most notably in 
assessing project loans. 

More and more, this means borrowers 
will have to meet environmental standards 
common to developed countries, and put 
more effort into poverty-alleviation pro- 
grammes. Officials also say that the bank is 
showing greater interest in the needs and 
rights of minority peoples and cultures af- 
fected by development projects. 

Many poorer countries, however, have 
embraced the fast-growth paradigm pro- 
moted over decades by the bank. In South 
Asia, some governments are hoping to 
adopt the economic models of South Ko- 
rea, Taiwan and Thailand, though these 
countries have paid scant attention to en- 
vironmental concerns. 

The bank appears increasingly willing 
to set pre-conditions on issues such as the 
environment, education, health and hous- 
ing before it sanctions country loan pro- 
grammes. Its endorsement of the role 
played by NGOs in development could 


Air quali 
dioxide and carbon 
are 


A review 


of the world. 
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account for 75% of the increase in consumption of chemical 
fertilisers, adding considerably to the existing pollution of 
water. Access to drinking water has become a major 
problem in some countries. Some 70% of China’s rivers are 
polluted, while industry in parts 
close down during the dry season for lack of clean water. 
ty, too, is becoming wo 
dioxide from thermal-power plants in Asia - 
expected to increase 50% in next 10 years and will aggravate - 
the problems of acid rain and global warming. 
Bangkok, meanwhile, show increasing levels of lead in their 
blood because of exposure to automobile emissions. 
by the World Bank of the forestry situation in 
Asia found that fuelwood is becomin 
the loss of tree, plant and animal species has reached “ 


cedented" proportions. In coming decades, the regior vis likely 
to lose more is ict biokogloal dive thant ane offe opo E 
п Anthony Rowley 





prove troublesome for some governments. 
Malaysia, for instance, has resisted inter- 
national and domestic pressure in defend- 
ing its harvesting of rainforest. 

In an annual international NGO meeting 
held in Bangkok at the same time as the 
World Bank gathering, some 200 repre- 
sentatives presented case studies of the 
destructive nature of bank-funded projects. 
The issues were crystallised during the 
meeting by a continuing dispute over a 
hydroelectric dam to be built on the Pak 
Moon River in northeastern Thailand and 
to be partly funded by the World Bank. 

Thai and Western NGOs have attacked 
the Pak Moon project because they feel it 
does not meet the bank's (recent) standards 
on the environment and on poverty alle- 
viation. Pressure on the bank's executive 
directors representing developed countries 
caused a delay in approving the loan in 
September (REVIEW, 17 Oct.). 

The Thai Government, however, feels 
the project has fully met bank standards 
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and accuses the executive directors of un- 
due interference in the project. In an un- 
commonly sharp attack, Thai Finance 
Minister Suthee Singhasaneh called the 
bank’s delay the “tyranny of the few.” He 
added: “We cannot, and must not, tolerate 
such an impasse.” 

But there are signs the bank is heeding 
the views of the NGOs. Vinod Thomas, the 
new chief economist for the World Bank's 
Asian region, wrote in September that 
"improving people's education and health 
is key to economic performance . . . Many 
po are investing far too little in 

uman development with predictable re- 

sults; in Brazil and Pakistan rapid growth 
alone was insufficient to improve the social 
indicators.” 

The rhetoric, say NGOs, has not been 
matched by action. "I'm not yet convinced 
hat those policies are being taken to im- 
plementation,” says John Clark, a senior 
»fficial of British aid agency Oxfam. He 
says that the structural adjustment loan 
?rogrammes of the IMF, the World Bank's 
üister organisation, in effect force govern- 
nents to cut health and education spend- 
ng in order to balance their budgets. 

The more assertive environmental NGOs 
ave already had an impact. An environ- 
nent department was set up within the 
yank in 1987, and two years later was re- 
ponsible for new project-development 
"ocedures in which extensive environ- 
nental assessments were required. 

In another boost to pressure groups, 
ormer NGO lobbyist Mohamed El-Ashry 
vas appointed in July as head of the envi- 
onment department. El-Ashry revised 
тојесі procedures on 3 October to close 
ome of the loopholes in the 1989 package. 
Inder the new rules, public disclosure of 
oject information would be required 
rior to the bank granting funds. 

The real need, El-Ashry says, is to move 
rom the project-by-project focus of the 
1С05 to a more conceptual approach to 
acorporating environmental and poverty 
oncerns in bank work. Previously, the 
ank's country reports were based on 
arrow criteria of macroeconomic health. 
‘ut Qureshi says that by the end of 1992 
леге should be an environmental assess- 
rent of each country, and by mid-1993 a 
overty assessment. 

But Oxfam's Clark points out that the 
pproach of the bank's economists and 

s internal structure militate against 
hange. Also, the more assertive environ- 
rental NGOs have a bigger impact on the 
ank's philosophy than do those NGOs 
»cused on poverty and development, 
metimes leading to conflicting views on 


ject. 

Whatever the problems, the NGOs are 
ıvolved in a lot of bank-funded develop- 
егиз — 80 out of just over 200 projects 
his year. That compares with 50 a year 
go and only 10-15 five years ago. a 
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TRADE 


Australia makes its sales pitch to Asia 


Hitching a ride 


By Alan Deans in Sydney 


ustralia is looking again to Asia for 
A a big boost in exports to secure its 

economic growth. But unlike in 
past years, when raw commodities to the 
larger Asian markets dominated the over- 
seas trade figures, export growth in the 
1990s will include rising sales of value- 
added goods and services to the region's 
emerging economies. 

Figures released by the nation's trading 
agency, Austrade, predict that merchan- 
dise exports will leap by A$19.6 billion 
(US$15.3 billion), or 42% in real terms, over 
the five years to 1994. Asian markets — 
particularly Japan, South Korea, Hong- 
kong, Taiwan and Singapore — are ex- 
pected to provide 67% of this surge in de- 
mand. 

Austrade officials say the demand in 
coming years will be different because it 
will have a broader base, both geographi- 
cally and in the range of products sold. 





Australia’s export targets 





They expect strong gains in exports to new 
Asian markets, such as Vietnam (real 
growth of 24.6% a year), Thailand (14.3%), 
the Philippines (10.3%) and Indonesia 
(9.4%). Consequently, the number of trade 
representatives is being boosted in cities 
such as Hanoi, Surabaya, Jakarta and Ma- 
nila, alongside traditional bases such as 
Tokyo, Osaka and Singapore. 

Austrade’s expectations for the region 
mirror, in quantitative terms, the experi- 
ence of the five years between 1984 and 
1989. The trade agency, however, is fore- 
casting a big lift in sales (albeit from a low 
base) for sophisticated manufactures — a 
term it uses to exclude basic manufac- 


tured items such as steel and alu- 
minium but which covers nearly every- 
thing else. 


There is some evidence to support such 
forecasts. Trade with Indonesia, for in- 
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stance, is rapidly expanding as a result of 
the sale of goods such as communications 
equipment, mining machinery and steel 
structures. 

Another area being targeted for growth 
is services, though it is not covered by the 
latest agency figures. The largest element 
in this category is tourism, which is ex- 
pected to continue to grow strongly. But 
new opportunities in providing, for exam- 
ple, computer software expertise, legal 
services and project management could 
also deliver large returns. 

Expectations have been raised many 
times in the past that Australian businesses 
would grasp the opportunities offered by 
the fast-growing Asian economies. But 
commodities such as iron ore, coal and gas 
shipped to traditional Asian markets will 
continue to out-sell value-added goods, 
according to the trade agency. 

Having failed to act on the export front 
in the past, will Australian businesses de- 
liver this time? The forging of stronger ties 
during the late 1980s was aided consider- 
ably by a devaluation in the Australian 
dollar. Should the now-strong Australian 
dollar undergo another devaluation, the 
prospects for exports would be further 
brightened. 

But Austrade says that the Australian 
recession has forced more manufacturers 
to export simply to stay in business. Re- 
sources giant BHP, for example, is main- 
taining production at its three steel plants 
despite a slump in domestic sales. The sur- 
plus is being exported. 

Austrade admits that such recession- 
driven export sales are often only margin- 
ally profitable, and are likely to be diverted 
to the home market once local demand 
improves. But the agency believes that 
companies will not give up overseas mar- 
kets having already spent significant time 
and money developing them. 

The agency adopted a top-down model 
to arrive at its latest figures, looking first at 
global trade opportunities, then at regional 
ones, to assess more accurately diverse 
factors such as sharp currency moves, a 
disruption to normal trading patterns by 
wars and a prolonged recession in Aus- 
tralia or one of its major markets. 

More tellingly, perhaps, one official 
made the point that Australia’s trade to 
Asia developed in the 1950s and 1960s in 
response to demand. Now, the country is 
having to make a virtue out of necessity by 
learning how to go out and market itself 
abroad. " 
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-rice markets as a result of p 








z while Tokyo is likely to offer its trade 
_ promise, Seoul remains adamantly. against rice imports. 





.. mit at The Hague on 9 November, at which President George 
... Bush and European leaders narrowed their differences on key 
ssues which derailed the Gatt round a year ago. Gatt officials 
hope to conclude the talks, which cover trade and services, by 
.. the end of the year. 

Most of the e on Tokyo and Seoul i is likely to come 







- Japan and South Korea fac -o pressure to open their : 
gress by the US and EC towards _ 
‘reviving the stalled Uruguay Round of world trade talks. But — 
tners a limited com- ep 


Both capitals were put on the defensive by a US-EC. sum- . U опе 
gaining ata follow-up visit by US" 
Hills, due on 14-15 November. _ 
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Suh in Seoul. She stressed the US е that there should be n 
exceptions to “tariffication,” though rice was not specifically 
mentioned, according to US: sources. 


















Japan likely to buckle under rice pressure 


By Louise do Rosario in Tokyo 


he rice issue is seen as an 1 early test 
| | of how new Japanese Prime Minis- 
ter Kiichi Miyazawa will balance 
: conflicting domestic and international con- 
cerns. There are signs that Miyazawa, who 
has appointed a cabinet dominated by 
former agriculture ministers, is preparing 
to offer Japan's trade partners a compro- 
"mise — probably a pledge to allow limited 
| imports of rice. 
This proposal was first floated a year 
‚ ago. Then, however, the suggestion was to 
allow in only 500,000 tonnes, representing 
about 3% of domestic consumption. 
T Miyazawa's objective in reviving the 
idea of “minimum import access" will be 


Against the grain 


to forestall the kind of radical market 
opening that Tokyo officials fear the US 
will try to impose. Some Japanese officials, 
however, w orry that Tokyo has already left 
it too late to horse-trade. 

“Had we opened the market last year,” 
a government official says, “we might have 
been able to get away with a small import 
quota. But it is too late now. Whatever we 
do, Japan will look bad to the world.” 

Japan cites food security and environ- 
mental and cultural reasons for its contin- 
ued ban on rice imports. A more important 
factor, however, is the reluctance of the 
ruling Liberal Democratic Party (LDP) to 
risk a revolt by its rural voters. More than 
half of Japan’s 512 electoral constituencies 
are in rural or semi-rural areas, according 


to law professor Michitoshi Takabatake of 
Rikkyo University. With Upper House 
elections less than a year away, Miyazawa 
is unwilling to incur their wrath. 

But the US administration has much at 
stake, too. Japan’s trade surplus with the 
US is soaring. President George Bush, 
gearing up to seek re-election, needs to win 
more concessions at the Gatt to placate US 
farmers and other exporters. 

Japan appears to have only three main 
options for dealing with the rice dispute: 
> Accept free farm trade in general but 
lobby for special treatment for agricultural 
products such as rice. Since September, 
Japan has sought support from Canada, 
which it sees as sympathetic to its cause. 
Provide lower tariffs for other farm 
products in exchange for continued restric- 
tions on rice imports. A Western diplomat 
says the EC may be tempted to accept that, 
in exchange for greater access for products 
such as cheese, pork, confectioneries and 
wine. 
> Allow "minimum access" for rice im- 
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Seoul is becoming increasingly nervous 


that it may be forced to retreat from its 
rigid refusal to import rice. A newspaper 
cartoon published to coincide with Carla 
Hills' visit captured the mood: the forceful 
US trade negotiator was shown twisting 
the arm of a diminutive South Korea to 
open its market. 

Having sheltered behind Japanese in- 
transigence, Seoul will have little choice 
but to follow if Tokyo bows to interna- 
tional pressure. But there hàs been no 
preparation for such an event; South Ko- 
rea's rice taboo makes it almost impossible 
for any official to broach: the issue (one 
who tried, Seoul's ambassador to Geneva, 
Park Soo Gil, was forced to retract his 


comments and was lucky to escape with 
his job). 

Even without international trade pres- 
sures, however, South Korea is facing a 
rice crisis. Thanks to hugely expensive 
government subsidies, it is about to have 
the dubious distinction of overtaking Ja- 
pan in retail prices for rice. 

The subsidies, intended to spur pro- 
duction, have done their job too well. 
Government warehouses are overflowing 
with 2.5 million tonnes of rice, equal to 
about 30% of annual consumption. Yet 
per-capita consumption is dropping as 
South Korea’s younger, richer population 
eats more bread. 

The highly politicised annual fixing of 


subsidies by parliament ensures that rice 
prices continue to soar —.and that the 
government loses money on every bag it 
sells. 

Accumulated овез of the govern- 
ment's Grain Management Fund stand at 
Won 4.5 trillion (US$6: billion). Annual 
losses tripled between 1988 and 1990, and 
are expected to reach Won 900 billion this 
year despite efforts to keep the annual 
price increase in single figures. 

But even subsidies and the double- 
digit price rises of recent years have nol 
been enough to keep South Korean farm- 
ers happy. Demonstrations in support ol 
still bigger increases have unnerved offi- 
cials in both the government and the rul- 
ing Democratic Liberal Party, and have 
limited Seoul's room for manoeuvre: The 
opposition. Democratic Party hopes tc 
capitalise on the discontent when бош 
Koreans vote to elect. four tiers of Bey 
ernment in 1992. 2 
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ports. The LDP gained support for this idea 
a year ago from Komeito, the second-larg- 
est opposition party, but was not forced to 
act because the Gatt talks fell into disarray. 
Komeito's support would be essential to 
getting legislation through the opposition- 
dominated Upper House. Other opposition 
parties remain opposed to concessions. 

Accepting the US tariffication proposal, 
however, would be political suicide for the 
LDP. It faced a revolt by beef and orange 
farmers after it conceded to US demands 
on imports of these two commodities in 
1988. 

For much of the year's grace that Japan 
gained by last December's collapse of the 
Uruguay Round, the rice issue has been 
overshadowed by debate on political re- 
rms and the LDP presidential race. The 
nfluential post of chairman of the LDP’s 
'esearch committee on agriculture has been 
eft vacant since April. 

Miyazawa, however, has been quick to 
iddress the issue, promising that Japan 
would help restart the Gatt talks and 
vould make concessions "at the corre- 
iponding level" to any agreed on by the 
JS and the EC. 

Four of Miyazawa's top officials have 
ong been involved with farming matters. 
Michio Watanabe, minister of foreign af- 
airs, and Tsutomu Hata, minister of fi- 
ance, have been agricultural ministers. 
Coichi Kato, chief cabinet secretary, heads 
he LDP committee on agricultural affairs, 
vhile his deputy, Motoji Kondo, was agri- 
ulture minister before taking his current 
»osition. 

All have a strong sense of how far Ja- 
зап can go without terminally damaging 
he Lpp’s rural support. Hata, in his ca- 
'acity as an LDP official, conducted last- 
ninute lobbying in Washington and Ge- 


Almost all South Koreans, including 
io-called consumer representatives, up- 
Yold the rice-import ban as a defence of 
heir cultural soul. 

Han Ho Sun, head of the huge Na- 
ional Agricultural Cooperative Federa- 
ion, citing a "5,000-year history" and a 
tational spirit rooted in farming, insists 
hat South Korean consumers are happy 
о pay high prices for their rice. 

"Even if rice production is very ex- 
»ensive, they think they should consume 
t to protect their fathers, mothers, broth- 
‘rs and sisters" who are still on the farms, 
lan says. "It cannot be explained 
‘conomically . . . We are looking at food 
rices from an emotional perspective.” 

Han apparently has not talked to the 
nany South Korean housewives who, 
inhappy at paying five times the retail 
угісеѕ elsewhere, are only too eager to 
uy US rice on the blackmarket. Despite 
Jeoul's efforts to stamp out this illegal 
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neva last month before his recent promo- 
tion. At the Finance Ministry, he will be 
well placed to draw up a generous com- 
pensation package for disgruntled farmers. 

In opting for a tiny opening of the mar- 
ket, the LDP is betting that Japan's 3.9 mil- 
lion rice farmers — 80% of whom are only 
part-time farmers anyway — can be con- 
vinced that their livelihood is not under 
immediate threat. 

It may be right. Having had a year to 
get used to the idea of partial liberalisation, 
the farmers have so far not taken to the 
streets. Nokyo, the powerful national agri- 
cultural union which has orchestrated the 
farm vote for the LDP for decades, has been 
quiet. Faced with a shrinking membership 
as more farmers quit the land, it may re- 
luctantly accept limited imports in the hope 
of putting off full liberalisation. 

Public opinion may also be changing: a 


trade, large quantities of US rice continue 
to leak onto the market from the military 
commissaries which serve South Korea's 
US garrison. 

The attractive price and well-organ- 
ised networks of buyers with legal access 
to the US commissaries have so far de- 
feated the authorities’ efforts. Local rice 
farmers displayed their anger on the issue 
with a demonstration outside the US 
airbase in the southwestern port city of 
Kunsan on 5 November. 

Seoul's hope has been that, given time, 
the farm problem would take care of it- 
self. Farmers are a shrinking group, now 
forming only about 15% of the total 
population, and. farms are being con- 
solidated. To encourage the process, the 
government has introduced a bill that 
would allow farmers to own up to 20 ha 
of rice paddy, an increase from the 
present 3 ha. Bigger, more productive 
farms, it hopes, will keep farmers happy. 
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poll by the Japan Public Survey Institute in 
September indicated that 65% of those in- 
terviewed supported total or partial liber- 
alisation of the rice market, compared to 
less than 50% a year ago. 

While the LDP may risk losing some 
seats in the forthcoming elections if it 
makes concessions, the damage may be 
containable. Its socialist and communist 
opponents are in disarray and may not be 
able to pose a serious threat at the polls. 

One way the LDP could minimise the 
fallout would be speedily to renew efforts 
at political reform, though that is almost as 
touchy an issue as rice. A hidden motive 
for the LDP’s ill-fated reform proposal this 
summer was to shift its political support 
from rural to urban areas. Had the pro- 
posal passed, it would have cut the LDr's 
share of rural-based constituencies from 
56% to 32%, according to Takabatake. ш 


But other efforts to persuade farmers to 
move out of rice are likely to be defeated 
by the lucrative price-supports the gov- 
ernment offers. 

It is also easy to forget that until re- 
cently, South Koreans ate foreign rice out 
of necessity. So short was it of its staple 
food that the country had to import huge 
amounts, and until 1976 two days a week 
were "rice free,” by government decree. 
As recently as 1981, South Korea im- 
ported 2.2 million tonnes of rice; the im- 
ports ended only in 1983. 

Faced with embarrassing success in its 
drive for self-sufficiency, South Korea has 
tried to encourage consumption in order 
to whittle down its stockpiles. A Rice 
Research Institute was set up last year to 
try to find new uses for the grain. This 
year, for the first time in decades, rice 
flour can be used to produce traditional 
liquors such as “makkoli” and “soju.” 

m Mark Clifford 
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FINANCE 


Japanese firms return to no-frills bonds 


Straight and narrow 





fter several years of fancy financial 
A engineering, Japanese companies 

have decided to go straight. They 
are resorting to the “straight” bond mar- 
kets as an alternative to the now somewhat 
discredited markets for convertibles and 
warrant bonds. 

If the Japanese Government follows 
through with promised reforms to support 
these trends, the result could be the deve- 
lopment of a more soundly based capital 
market in Japan where companies can raise 
money without having to rely so heavily 
on offshore financing and on unconven- 
tional techniques. 

A committee within the Justice Ministry 
is considering reform of Japan’s Commer- 
cial Code to ease what are seen as outdated 
and, by international standards, unduly 
onerous restrictions on domestic corporate- 
bond issues. The Ministry of Finance, too, 
is studying the possible abolition of re- 
strictions. 

Meanwhile, the Ministry of Interna- 
tional Trade and Industry — alarmed, it 
appears, by the threat of a corporate credit 
crunch in Japan — is urging banks to lower 
the fees they charge in connection with the 
issue of corporate bonds. 

None of these moves is likely to secure 
reforms in time to coincide with the ex- 
pected passage of legislation early next 


year liberalising the Japanese banking and. 


securities industries. But the momentum 
for reform in the bond markets has been 
given impetus by Japanese companies’ 
need to raise new funds. 

Long an orphan of the Japanese capital 
markets, domestic straight bond issues by 
firms all but dried up in the late 1980s as 
huge sums of money were raised through 
equity derivatives, both at home and 
abroad. The only big issuers of straights 
were the nine private electricity utilities 
and the telecommunications giant NTT be- 
fore it was privatised. 

In the first six months of 1991, however, 
Japanese companies (other than NTT and 
the electricity utilities) raised ¥58 billion 
(US$440 million), compared with only ¥6 
billion in the whole of last year. The market 
is still small but is coming to life. 

Japanese companies’ overseas issues of 
straight bonds meanwhile surged to ¥1.8 
trillion in the first six months of this year, 
to a level where they vie with the totals 
raised in the derivatives market, which for 
several years completely overshadowed 


a. 


other forms of debt financing. 

It is a novelty for Japanese companies 
to go straight. During the five years to the 
end of 1989 when the Tokyo stockmarket 
was booming, the lure of capital gains on 
shares meant investors would buy bonds 
which gave them the right to convert them 
into equity on terms almost unbelievably 
favourable to issuers. 

The net cost of such issues to Japanese 
blue-chips fell below 1% a year at the 
height of the stockmarket boom and in a 
few cases the cost was negative after cur- 
rency swaps. In other words, investors 
were paying corporations to issue quasi- 
debt. 

During these years, according to the 


Japanese companies’ bond issues 


Y billion | 
| 59 | ус 


Power utilities 

NTT 

Others 
Convertibles 
Warrant bonds 
Total 


Straight bonds — | 
Convertibies 





Securities Public Information Centre of Ja- 
pan, in excess of 90% of all private bonds 
issued in Japan were equity-related. In 
early 1990, however, equity-related issues 
came to a virtual halt as the stockmarket 
collapsed. Although they have begun to 
rise again since, the scale is nothing like 
what it was before. 

The collapse of the warrant-bond mar- 
ket and a dramatic drop in the exercise of 
warrants explains why the total amount of 
new equity raisings by all listed Japanese 
companies fell from almost ¥9 trillion in 
1989 to under ¥4 trillion last year. 

The collapse in the convertible-bond 
market has been dramatic, too, both in Ja- 
pan and offshore. One reason is that Japan- 
ese banks which were once major issuers 
of convertibles have turned to subordi- 
nated debt. Another reason is that many 
Japanese companies which raised Swiss- 
franc convertibles in the past have with- 
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drawn from the market since coupon rates 
shot up. 

The profligate way in which Japanese 
companies took advantage of the boom in 
Eurowarrant bond and convertible issues 
— raising trillions of yen to play the asset 
markets as well as to finance capital invest- 
ment — has left behind a huge legacy o! 
problem debt. 

Since the Tokyo stockmarket's Nikkei- 
225 average is having difficulty climbing 
back above the 25,000 level, there is only а 
slim chance of investors exercising equity 
warrants. If they were to be exercised, il 
would relieve issuers of the need to refi- 
nance the underlying bonds. Investment 
bank Kleinwort Benson says some US$2( 
billion of such bonds become due in 1992 
and US$65 billion worth the following 
year. 

This is one reason why Japanese com 
panies are now having to resort to straigh 
bond issues, in order to refinance part o 
their equity-derivative obligations, accord: 
ing to Yoji Kurihara of Nomura Securities 
Another reason is their need to finance 
capital expenditure at a time when Japan: 
ese banks are becoming more reluctant tc 
lend and when equity issues have become 
difficult. 

Japanese firms are issuing large 
amounts of straights even though a 10-уеаз 
straight bond issue for a Triple-A Japanese 
issuer currently carries a coupon of slightly 
more than 6%, whereas the after-swap cos 
of issuing a Eurowarrant bond is neare: 
4%. 

The reason for this is that they are 
nervous about their own earnings pros 
pects and about prospects for the 
stockmarket recovering to levels wher 
investors would have an incentive to con 
vert warrants, says Kurihara. The fear o 
an unduly large overhang of warran 
bonds clogging up the market is anothe 
factor dictating a return to straight issues. 

The problems of issuing straights re 
main formidable, however, compared witl 
the relative ease of going through th 
Euromarkets. Things did become some 
what simpler for domestic issuers in No 
vember 1990 when the Finance Ministr 
decreed that Japanese companies with a 
least a Triple-B rating from a top credit 
rating agency could have a shelf registra 
tion without having to prove a minimun 
level of asset backing. 

A shelf registration enables companie 
to issue bonds at any time within two year 
of obtaining it, when market conditions ar 
most propitious. It is estimated that al 
companies listed on the first section of th 
Tokyo Stock Exchange qualify for shel 
registration. 

Shelf registration also requires that th 
issuing company should have a marke 
capitalisation of at least Y500 billion, or Y10 
billion provided that turnover in the com 
pany's shares also reaches at least ¥10 
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are saying about NCR System 3000 


( What leading industry consultants 


af We commend NCR for its leap into 
openness. NCR's let's-do-it-now strategy 
is asound one. It promises big dividends 
as users ponder the fate of their present 
proprietary systems and begin searching 
for newer ones based more on industry- 


wide standards JJ 


— WOHL ASSOCIATES 


NCR lets you keep your options open. 


Now you can create systems that 
conform to your needs, not the vision 
of a single vendor. System 3000 is а 
new way of computing — based on 
open, industry standards in hardware 
and software, built around flexible, 
cost-effective Intel® microprocessor 
technology and offering connectivity 
to your present systems. 


The advantages to you are abun- 


dant. Because your software choices 


are greatly enhanced, you can develop 
applications rapidly to deploy new products and services 
ahead of the competition. You can extend and leverage 





The NCR 3500 series — Sets new standards 
for price/performance and power. 


your current computing environment 
and investment while integrating 
multiple systems into a single, 
enterprise-wide solution. 

Total scalability across the 
System 3000 family means you can 


grow incrementally to keep disrup- 


tions and costs under tight control. 
In fact, the System 3000 can reduce 
the cost of processing as much as 100 


- times compared with conventional 


computing architecture. 
Let's do it now. Let your NCR 


representative demonstrate the advantages of the System 
3000 to your business. 


Open, Cooperative Computing. 
The Strategy For Managing Change. 


NCR is the name and mark of NCR Corporation. ©1991 NCR Corporation. “NCR's For the Nineties” The Wohl Report on End-user Computing, 9/90 








lion a year. 

. But then comes the hard part. Japanese 
regulations require that any issuer with less 
than a Single-A rating must produce col- 
lateral in the form of plant and equipment, 
real estate and so on. The titles to these 
. assets must be lodged with a city bank ora 
long-term credit bank which earns a fee for 
the privilege, as well as levying charges on 

the custody of bonds. 
с On top of all this, there are official ra- 
stios for how many bonds a company may 
issue relative to its net-asset value. An issue 
c of non-collateralised domestic bonds can- 

.. not exceed net-asset value, though where 
. collateral is provided the ratio is two times 
net assets. 
Nomura Securities, Daiwa, Nikko and 
Хатасы, which: dominate the market, 
charge a fixed underwriting commission 
for domestic bonds. But rebates given to 
issuers after the event mean that the com- 


... mission is negotiable to some extent. Net 


< underwriting fees are roughly the same as 
those in the US, though higher than in the 
Euromarkets. 

These hurdles against issuing straight 
corporate bonds in the domestic market 
explain why Japanese issuers prefer the 
. offshore straights market where proce- 
. dures under the Foreign Exchange Control 
Law are somewhat less onerous, especially 
with regard to disclosure. 

Regulations will need to be consider- 
ably simplified in the domestic market be- 
fore it can compete with the offshore sector 
and before the overall private bond market 

in Japan (straights or otherwise) can grow 
“larger than its current size of one third of 
the government bond market. 
Robert Zielinski of Jardine Fleming in 
-> Tokyo argues that in the 19605 and 1970s 
Japan's long-term credit banks served in 
: place of a domestic bond market, issuing 
. long-term debentures and on-lending the 
> proceeds to selected industries. Then, in the 
19805, the (mainly offshore) convertible 
and warrant-bond markets took over the 
‘role. 

Zielinski plays down the chance of a 
credit crunch in Japan. By contrast, Akio 
Mikuni of Mikuni’s Credit Ratings, which 
claims to be the only independent credit- 
rating agency in Japan, sees fundamental 
changes ahead. He expects to see a lot more 
‹ corporate bankruptcies in Japan as reces- 
sion bites. Banks will hedge their risks via 
the bond market, he says, by securitising 
; their assets. 

Insurers and other institutional invest- 
ors, which at present make substantial 
loans to corporations, will also seek some 
hedge via the bond market, for similar rea- 
:sons.-If the analysis of Mikuni and other 
` Japanese market practitioners is correct, the 
justice and finance ministries will be forced 
to recognise these new realities and to lib- 
~eralise the domestic bond market accord- 
ingly. a 
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Hongkong Government swats the inflation dragon 


Flunking the test 


By Michael Taylor in Hongkong А 


much-anticipated package of 
A measures aimed at cutting Hong- 

kong’s double-digit inflation rate is 
likely to achieve little more than demon- 
strate the pre-1997 political timidity of the 
Hongkong Government. With much less 
fanfare, however, the administration is 
considering arming itself with monetary 
powers that could prove more effective in 
the fight against rising prices — if it has 
the nerve to employ them. 

Hongkong’s consumer-price inflation 
has been in or around double figures for 
almost three years, though it fell from a 
peak of 13.9% in April to 11.5% in Septem- 
ber. But in his first major speech to the 
Legislative Assembly since taking over as 
financial secretary, Hamish Macleod on 6 
November announced a series of measures 
which were aimed at curbing the excesses 
of property speculation which, by provid- 
ing a lucrative side-business for racketeers, 
has raised a public-order problem. 

Short-term initiatives to curb the spiral 


of property prices include the imposition 
of stamp duty (2.75%) on uncompleted 
units, together with a new set of regula- 
tions aimed at ensuring that a buyer takes 
possession of the property he has pur- 
chased. Longer term, the government. in- 
tends to release more land for residential 
development. 

Property prices are not directly reflected 
in the territory’s main price index; the 
housing component of the basket of goods 
which the index tracks is represented by 
rentals. The rampant asset inflation, which 
has seen property prices rise by “well over 
40%” in the first nine months of the year. 
feeds through to consumer-price inflatior 
only slowly and indirectly. 

As such, Macleod's attack on inflatior 
is, at best, indirect. Indeed, despite being 
heavily billed in advance as an inflation 
cutting package, Macleod admitted his 
measures were needed not so much tc 
bring inflation down as to make sure "in: 
flation is not to get worse." 

At the heart of Macleod's speech lay г 
largely unnoticed admission which reflects 





BANKING 


The queue 
starts here 


It probably could only happen in 
South Korea, where demonstrations 
are almost as commonplace as traffic 
jams: employees (rather than deposi- 
tors) of the Bank of Credit & Commerce 
International (BCCI) are occupying its 
Seoul branch in the hope of wresting 
more money from the bank's liquida- 
tors. 

The Seoul branch of BCCI is one 
of the few obviously solvent parts 
of the bank's tattered empire. South 
Korean regulators are so zealous 
about preventing innovative financing 


office from funnelling money abroad. 
Chalk up one benefit of financial 
repression. 

Assets of Won 60.9 billion (US$80.9 
million) at the Seoul branch comfortably 
exceed liabilities of Won 46.2 billion, ac- 
cording to a tally made on 6 July... 





| 


The deadline for registering claims 


against the Seoul operation is 6 Decem- 
ber. If the 69 bank employees have their 
way, they will take home a chunk of the 
money that is left after liabilities have 
been met. They are asking for five years’ 
compensation, worth a total of about 
Won 7 billion, in addition to severance 
pay totalling Won 1.7 billion. 

Employees, who were dismissed by 
the liquidators on 1 November, say they 
should have a claim on the bank’s sur- 
plus because they have been left with- 
out jobs. The normal practice is for a 
foreign company to pay extra compen- 
sation of one to three years’ pay if it 
withdraws from the country. Some for- 
eign bankers suggest the bank staff is 
motivated only by greed. 

The protests have slowed the proc- 
ess of winding up the bank. However, 
it seems likely that a good portion of 
the surplus will end up in the employ- 
ees’ pockets. Analysts in Seoul reckon 
that the two sides will settle on around 
three years’. compensation in addition 
to severance pay. 

“I think that the Koreans have | 
looked at it every way round and de- | 
cided that there is no political loss in | 
farming out the surplus in Korea," says | 
a foreign banker. m Mark Clifford - 
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The Boeing Stratocruiser was destined for 


journeys across continents and oceans nonstop. 


Comfort was paramount: extra-wide 
cabins and air conditioning, dressing 


rooms and sleeping berths, a spiral 
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She is called the Queen of the Sky, the 
Boeing 747. And she rules with unprecedented 
range and extraordinary comfort. This 
newest version can fly 400 passengers 


= one-third of the way around the world 


The Boeing Stratocruiser, 1947 


staircase and lower deck lounge. Speed was essen- 


tial: the fastest wing of its day, a cruising speed of 


340 mph over a range of 4,600 miles. The Strato- 


cruiser set the stage for the launch of the jet age. 


nonstop. The 747-400 is one of three Boeing models 
flying transoceanic skies today. And by mid-decade, 


they'll be joined by the new 777, giving global trav- 


elers a world of range and comfort to choose from. 





BOEING 


the administration’s political choices. In the 
run-up to 1997 and the transfer of sover- 
eignty from Britain to China, the govern- 
ment acknowledges its grip is too weak to 
purge inflation from the economy. 

To justify his belief that monetary con- 
trol is “not really open to us,” Macleod 
gave an economic and a political reason. 
Economically, the importance of the fixed 
link of the Hongkong dollar with the US 
dollar removes the government's scope for 
an independent interest-rate policy. Politi- 
cally, he said: “The increase in unemploy- 
ment and reduced growth which drastic 
anti-inflationary measures imply would 
not be readily acceptable.” 

But the territory’s inflation is primarily 
a problem of monetary excess, in which 
the banking system is basing its future on 
the ability to support through the interbank 
markets the inflated prices of the assets on 
which their loan portfolios are valued. 

Compulsive over-lending by banks to 
the property sector has liberated a massive 
latent demand. Residential mortgage 
lending has risen from a steady 18-19% of 
banks’ loan portfolios in the late 1980s, to 
23.6% by the end of September. By the end 
of that month, Hongkong’s banks had 
HK$184.7 billion in residential mortgages 
on their books, 67.7% more than at the be- 
ginning of 1990. During the same period, 
total lending rose by 33.8% (against real 
GDP growth of about 5%). 

Hongkong's banking cartel has re- 
sponded to public disquiet about specula- 
tion by widening mortgage margins to 
fully 7.5% over interbank rates and 
lowering the ceiling of each loan as a pro- 
portion of the purchase price. But the 
banks' housing-loan profits give them a 





continuing incentive to pump up the prop- 
erty bubble. The increase in lending was 
supported not by an increase in the do- 
mestic deposit base but by a large build-up 
of Hongkong dollars in overseas banks 
starting in mid-1988 which have been lent 
back into the territory's banking system. 

If the government fails to puncture the 
monetary bubble, it will burst of its own 
accord and lead to the unemployment and 
depression, in other words the financial 
instability that policymakers recoil from as 
being unendurable. 

But despite Macleod's public disown- 
ing of the role of monetary policy, there 
are unmistakable signs that the adminis- 
tration is moving, if in a haphazard way, 
to introduce the mechanisms that would 
allow it to be more interventionist in con- 
trolling the amount of money churning 
around in the banking system. 


Hongkong's new bonds 


The foundations of a capital market in 
Hongkong will be laid on 18 November 
with the auction of HK$500 million 
(US$64 million) of two-year government 
paper. Then comes the difficult part: cre- 
ating the conditions under which de- 
mand for long-term fixed rate Hongkong, 
dollar paper is generated. And in this the 
tax exemptions which have underpinned 
the success of the Exchange Fund bill 
programme will not help. 

The two-year bonds will carry a cou- 
pon of 6.25%, but the expected enthusi- 
asm of the bidding is likely to cut the gov- 
ernment's borrowing cost to 5.91-6.07%. 
While this is some 30 basis points above 
two-year US Treasury bond rates, it is 
also about 100 basis points below the 
yield on Hongkong dollar denominated 
AA-rated Certificates of Deposit (CDs). 

Part of this lower borrowing cost re- 
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flects the exemption from profits tax and 
stamp duty which the government has 
granted to buyers of its bonds. This tax 
exemption, however, creates its own 
problems, primarily because it suggests 
that the bond market will become merely 
an extension of the Exchange Fund bills 
market, in which Hongkong dollar quasi- 
government paper of maturities of up to 
one year have been issued. 

This has developed into merely an- 
other banking market. Part of the attrac- 
tion for the banks is that Exchange Fund 
bills are exempt from both profits tax and 
stamp duty. 

But Hongkong already has a small 
market for longer-term fixed rate 
Hongkong dollar paper (mainly CDs) 
which is sustained by non-bank buyers, 
mainly pension funds and insurance 
companies. At present, there is about 
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The government is quietly attemptin; 
to introduce a compulsory retiremen 
scheme, drawing its contributions fron 
workers and employees. The idea of ; 
central provident fund has traditionalh 
been disowned by the Hongkong Govern 
ment, primarily because the concept po 
tentially offends two powerful groups: thi 
business sector and the trade unions. (Thi 
latter may be an insignificant industria 
force, but some have the political backing 
of Peking.) 

However, the policymaking Executivi 
Council is believed to be formulating pro 
posals for a compulsory pension scheme 
Both the bond programme and portions o 
a retirement scheme could be used to soal 
up liquidity in the banking system — a: 
Singapore has used its provident fund — 
and help counteract the destabilising in 
flows of HK dollars from overseas. Thus, i 
more assured administration could pruni 
the roots of Hongkong's asset inflation. 

On the day of Macleod's speech, thi 
government put forward enabling legisla 
tion to launch a programme of governmen 
borrowing, up to a value of HK$5 billior 
within two years, At present, the plan is к 
issue two-year paper to support the gov 
ernment's capital-spending programme 
not to remove Hongkong dollars from th: 
territory's financial markets. 

However, the Hongkong Governmen 
is restricted to a total of HK$5 billion in 
debts by the time of the 1997 changeover 
under an agreement between London anı 
Peking. Also, given the doubts about th 
territory's political and economic future 
the prospects of building a market for long 
term debt denominated in Hongkong dol 
lars are uncertain, to say the least. 1 


HK$24 billion of this paper outstanding. 

Unlike banks, neither pension funds 
nor insurance companies pay profits tax 
on a regular basis, so they will receive 
no benefit from the tax-free status of the 
government's bonds. Nevertheless, the 
tax exemption does lower the yield at 
which the market-makers, which pay 
tax, are prepared to bid. 

Unless tax-exempt investors can be 
persuaded to buy the bonds, the govern- 
ment's aim of developing Hongkong 
dollar capital markets will be frustrated. 
With tax-aided yields at 100 basis points 
below private market rates, this appears 
likely. But if yields on the government 
bonds rise near to existing fixed-rate 
yields, the bonds could destroy the frag- 
ile CD market. The government's best 
hope is that profits-tax payers who have 
shied away from the existing market will 
shift their money out of tax-free instru- 
ments, such as swap deposits, and into 
government bonds. ^ m Michael Taylor 
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Doing Our Best....To Achieve the Best 


Working together at 1/N ТЕК, the world’s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 


NIPPON STEEL 
the leading edge of technology 














f LITTLE DETAIL, EVERY SERVICE, EVERY CONVENIENCE AT THE WORLD'S NEWEST NAME IN LUXURY HOTELS HAS B 





WHEN IN HONG KONG, RELAX AT THE CONRAD. CONRAD 


INGLE REASON FOR BEING: YOUR PEACE OF MIND. Jor reservations, call (S52) 52 / 8888 or fax (S52) 521 ISEE 





SYSTEMS 
INTEGRATION 
GIVES US 
THE EDGE. 





BY зм ктш оо ATrFTAI!T 


TRADE 


Pakistan fears trade deficit will grow 


Harvest of problems 





By Salamat Ali in Islamabad 


espite expected record harvests 
D and an export promotion drive, 

Pakistan's chronic trade deficit 
tould worsen appreciably by mid-1992 be- 
fause of fluctuations in world commodity 
prices. 

Prices of cotton, the nation’s major ex- 
dort, are tumbling while the cost of wheat, 
which the government expects to import, 
s rising. 

The effects of the unfavourable prices 
‘ould throw forecasts of the current-ac- 
'ount balance and the government's own 
inances seriously out of kilter, possibly 
»utting Pakistan's lending programme 
vith the IMF in jeopardy. 

World cotton prices stood at 61 US cents 
ı Ib at the end of October, but are expected 
о slide to 55 cents by next June. Global 
vheat prices have risen from US$130 a 
onne to US$145 in the past month. 

Prime Minister Nawaz Sharif, in a 6 
November radio broadcast, sympathised 
vith the cotton growers but said he could 
iot be blamed for unfavourable world 
rices. Left unsaid is the fact that the gov- 
rnment cannot afford to tie up substantial 
apital in stocks of cotton bought in gov- 
rnment support operations. It had prom- 
sed the IMF to reduce its budget deficit to 
.8% of GDP in fiscal 1992 (ending in June), 
lown from current estimates of 6.4%. 

Under Pakistan's commitment to the 
МЕ, the government is obliged to reduce 
ѕ expenditures and/or raise additional 
evenue by a total of Rs 18.3 billion 
US$741 million). Few observers are confi- 
ent of its ability to meet this target, even 
vithout extending a helping hand to its 
otton growers. 

The nation's wheat shortfall is perhaps 
»e gravest long-term danger. The current 
fficial estimate of local wheat production 
+ 14.5 million tonnes, which calculated at 
24 kg per head per year should be enough 
» feed the nation's estimated population 
f 116 million. The official explanation for 

decision to import 2 million tonnes of the 
rain is that half is needed to meet a short- 
ul in production while the other half is 
quired to build a safety net of reserves. 

Another reason for importing wheat 
эша be the traditional outflow of the local 
ield to adjoining nations, where prices 
ormally are much higher than in the local 
iarket. The government, however, has not 
tid whether this also may be the reason 

у its import decision. 
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Pakistan’s red ink 


1987 1988 1991 


1989 — 1990 
— Year to June —— — —— 


The price of wheat on international 
markets climbed by US$15 a tonne in early 
November, when the Soviet Union began 
à purchasing spree after its own wheat 
harvest suffered a serious decline. This has 
sparked estimates that the wheat import 
bill for the current fiscal year will amount 





to US$300 million, compared with US$125 
million in fiscal 1991. 

Government agencies have yet to begin 
importing wheat, though the private sector 
has contracted abroad for about 90,000 
tonnes at an estimated average price of 
US$139 per tonne. This is the first time that 
private companies have been allowed to 
import wheat. 

The backbone of the nation's exports, 
however, is cotton trade, including raw 
cotton, cotton waste and cotton thread and 
yarn, which earned the country US$3.2 bil- 
lion in fiscal 1991. In the current year, the 
Commerce Ministry's target is US$4 billion, 
which is based on an official survey that 
reported an increase in cotton acreage and 
predicted favourable weather conditions. 
The estimated increase is 20-25% above last 
year's production, which in itself resulted 
in a record export of 286,000 tonnes. 

But last year's record harvest coincided 
with a lucrative world price of US 72 cents 
à Ib at the end of fiscal 1991. Now, prices 
are likely to nosedive on the back of 
bumper crops in China, India, Egypt, Bra- 
zil and the US. 

Worried that the cotton glut might force 
local growers to reduce their cotton acre- 
age next year, the government has reduced 
the export duty on cotton by 10% and has 
ordered its Cotton Export Corp. (CEC) to 
begin buying. The agency's re-entry into 
the market, however, is not expected to 
help the growers much, as the CEC already 
has a carryover stock of 300,000 bales from 
the last crop. Besides, the CEC has been 
paralysed this year in anticipation of priva- 
tisation by the government. 





ADB to tap three Asian markets with US dollar bond 
9 . 
Dragon's maiden 





By Jonathan Friedland in Hongkong 
na move that has chipped away at the 
I barriers to development of the region's 
capital markets, the Asian Develop- 
ment Bank (ADB) is launching a US$300 
million bond issue simultaneously in 
Hongkong, Singapore and Taiwan. 

ADB officials say that the early response 
to their "dragon" bond has been encour- 
aging. The issue was increased from an 
initial US$200 million and may be re- 
opened next year if there is enough de- 
mand from international investors. The 
Manila-based lender is expected to raise a 
record US$3 billion in 1992, 65% more than 
the estimated amount to be borrowed this 
year, and to use its increased demand for 
capital to help develop Asian capital mar- 
kets. 
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The seven-year bond, which was to 
have been priced between 35 and 40 basis 
points over US Treasury paper of similar 
maturity auctioned on 13 November, the 
day before the issue, represents the first 
time the Manila-based lender has tapped 
Asian capital markets outside Japan. It 
also marks the initial foray by an interna- 
tional borrower into cash-rich Taiwan's 
underdeveloped capital market. The 
World Bank and European Investment 
Bank, which are triple-A borrowers like the 
AbB, have raised funds in Singapore and 
Hongkong. 

The dragon issue will also be the first 
non-equity linked bond to be listed in 
Hongkong and Taipei, and the first in 
several years in Singapore. It is also the 
first deal ever to be launched simultane- 
ously in these three markets and under- 
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written by separate groups in each. 

Taiwan's government-owned Bank of 
Communications, Wardley (the investment 
banking unit of the Hongkong Bank), and 
government-controlled Development Bank 
of Singapore will lead-arrange the issue in 
their respective territories. The underwrit- 
ing groups include a broad range of re- 
gional and international institutional in- 
vestors, indicating keen global interest in 
the success of the deal. 

“This exercise contributes to the deve- 
lopment of Asian capital markets in a way 
that meets the expectation of both market 
participants and regulators,” ADB treasurer 
Tomoo Hayakawa says. 

The simultaneous launch and subse- 
quent stock exchange listings are aimed at 
creating the right environment for the es- 
tablishment of an Asian equivalent of the 
Eurodollar market. A previous effort, 
spearheaded by the multilateral lenders in 
the early 1980s, foundered because of a lack 
of liquidity. 

“When we studied the history of the 
Asian dollar market, we found out that 
primary and secondary market activity 
were both limited," Hayakawa says. "So 
this time, we decided to link the three 
markets to get a sizeable amount [of funds 
raised] in the primary market and to list 
the issue to create a secondary market." 

Hayakawa says that market conditions 
in the region now warrant a new initiative. 
Many lenders are aiming to remove float- 
ing rate paper from their portfolios and to 
replace it with fixed-yield issues like the 
dragon bond. Further, big issuers like the 
ADB see the current low US dollar interest 
rates as an opportunity to lock in cheap 
finance. The coupon rate for the dragon 
bond is expected to be fixed at 7.4-7.5%. 

ADB officials say that the roadshow to 
explain the dragon bond issue met with a 
favourable response in the three markets 
being tapped, as well as Bangkok, Kuala 
Lumpur and Seoul. Future dragon-bond 
issues are likely to be placed directly in 
these markets. In the future, the ADB would 
like to issue bonds directly in such national 
currencies as the NT dollar, the won and 
the Thai baht. 

Hayakawa takes pains to stress that the 
pricing structure of the dragon issue and 
the fees charged by the underwriters were 
similar to those which the ADB would have 
received if it had tapped the Eurodollar 
market. If the market started off with dis- 
torted fees or pricing, he adds, "the future 
of it might be in doubt." 

The ADB's attempt to develop the re- 
gion's capital markets has received a boost 
since Kimimasa Tarumizu took over as 
president in 1989. In addition to the 
dragon-bond initiative, the ADB helped 
launch a US$65 million regional convert- 
ible-bond fund last year and has invested 
close to US$17 million in six venture capi- 
tal funds. a 
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INVISIBLE HAND 





Trade and rights 


The EC is insisting that a new economic agreement with Asean currently under 
discussion must link human rights and aid. The idea of connecting politics and 
economics in this way has been fiercely rejected by Asean. Southeast Asia is under- 
standably alarmed by the implications, but both sides should exercise extreme 
caution over the issue. 

In the old days, any connection between political freedoms and business tended 
to put Asean in a reasonably favourable light. The grouping was regarded by the 
West as a beacon of capitalism in a world threatened by communism. For the EC at 
least, that view started to change with the collapse of Stalinist regimes in Eastern 
Europe. History was proving that capitalist democracies ended up on the winning 
side and this encouraged the EC to push more strongly the cause of human rights 
around the world, not least in Asia. 

In May 1991, EC ministers served notice on their Asean coun that future 
ties would depend upon the observance of human rights. The EC argued that 
political freedoms should be applied universally to the same standard. Only de- 

mocracy, it argued, could 
BRASS, guarantee sustained and 
equitable economic devel- 





t. 

Asean protested that this 
amounted to interference 
and showed no under- 
standing of local conditions. 
Asean counter-rhetoric, 
much of it alarmingly anti- 
Western in tone, is unlikely 
to keep the EC's new doc- 
trine at bay. If anything it 
will confirm European po- 
litical prejudices. But the fact is that both sides would lose if they sacrificed their 
economic interests to political principle. 

The 12 nations of the EC rank third among Asean's trading partners behind 
Japan and the US, purchasing over 15% of the group's exports. More than half of 
Asean's exports to the EC now comprise manufactured products, and the EC is 
overall the second-largest investor in Asean after Japan. 

It should be remembered, though, that the EC accounts for about 15% of Asean's 
imports: from the EC to Asean increased by 52% over the seven years to 
1989. In sum, the EC enjoys a lot of clout, but Asean's growing economic role in the 
world gives it more cards to play with, too. 

From Asean's viewpoint, an effective defence might be to exploit the competing 
commercial interests of European countries. The Netherlands, for example, wants 
to become an Asian gateway to the European market. And Britain is concerned 
that too much centralisation of production within the European single market 
could end up marginalising its economy. 

Asean must beware of two factors which could allow politics to override eco- 
nomics in its dealings with the new Europe. First, politics. Among Asean's most 
attractive economic assets has been its political stability of the past 20 years. Most 
member countries will be holding some form of elections in 1992-93. If the 
is too tightly controlled, Asean will be perceived as a region with too much stabil- 
ity. But if the lid is lifted off completely, the area could seem much less secure. 
Either way, Europe (and the US) would seize on democratisation as a key issue in 
relations with Asean. Second, economics. Asean needs to consolidate a 
transnational market. The ion of free trade areas in Europe and North 
America could make Asean look like a business backwater without a more unified 
regional market of its own. 

If the EC pushes Asean too hard on human rights, however, the latter could be 
driven into the arms of Japan, a country with a consensual political system more to 
Asean’s liking than the adversarial politicking of Europe. m Michael Vatikiotis 
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MARKETS 


The Philippines suffers a rash of poor share offerings 


Twice shy 


By Rigoberto Tiglao in Manila 
hilippine stockbrokers say a deci- 
sion by Manila Electric Co. 
(Meralco) to reduce the size of its 
tation next month is a tactical retreat 
kom the stockmarket. This underlines the 
growing scepticism among investors to- 
wards Philippine share issues. 

The company said in September that it 
would tap the market for as much as P7 
billion (US$264 million), offering up to 54 
million shares at around P110-130 a share. 
but the company says that only 24 million 
hares worth P3 billion will be floated, 
while brokers speculate that even this offer 
nay be postponed until later next year. 

The ostensible reason for the delay is 
hat the allegedly soft local bourses cannot 
iandle another large flotation. But local 
nd foreign investors, having been burned 
epeatedly in recent years by initial public 
fferings (IPOs), are beginning to question 
rokers' pricing methods and companies' 
apital requirements. 

The rising tide of criticism is the direct 
esult of the poor performance of a number 
f recent new issues despite the remark- 
ble resilience of Manila's stockmarkets. 
lotwithstanding the devastation caused 
y Mt Pinatubo's eruption and the rejec- 
on of a new US bases treaty, the Philip- 
ine stockmarket has risen 49% in US dol- 
ir terms in the first nine months of the 
ear, according to Baring Securities, mak- 
ig it the best performer in Asia. 








STOCKMARKETS 


Gold rush 


An opportunity to purchase new scrip 
on the Shenzhen Stock Exchange has re- 
sulted in a stampede of would-be punt- 
ers. Mile-long queues began to form out- 
side the 291 securities houses in the 
Shenzhen special economic zone (SEZ) on 
9 November in the hope of buying shares 
in 11 firms to be listed on the fledgling 
SEZ bourse, adding to the six already 
listed. 

By the following day, nearly all the 3 
million stock-application forms had been 
taken by up to 1 million people. Many 
came with at least five identity cards, as 
each person was allowed five forms. A 
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With few exceptions, the 22 new list- 
ings since 1989 have fared dismally. Even 
purportedly well-planned IPOs have 
slumped in the secondary market, among 
them Robinson's Land Corp. in 1989, Kuok 
Philippines, Inc. in 1990, and Ayala Land 
Inc. in July this year. The only significant 
exception was the stock offering of Philip- 
pine National Bank (PNB). Offered to the 
public in mid-1989 at P170, the counter 
now is worth almost P300. 

The rise and fall of IPOs in Manila is 
now a familiar tale. An offering is an- 
nounced, underwritten by affiliates of ac- 
tive Manila brokerages. The brokers then 


Sunken flotations 
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maximum of 2,000 shares are available 
to each investor. The ranks of would-be 
market players were swollen by out-of- 
towners, many of whom entrusted their 
identity cards — reportedly by the sack 
load — to friends in the SEZ. 

Full financial records were not avail- 
able to investors when they opted for the 
right to subscribe. All but one of the 
firms were industrial concerns and seven 
of them are joint ventures between Chi- 
nese and Hongkong companies. 

Foreign investors were left out of the 
share offering, though they were assured 
that a special category of "B" shares in 
several of the new stocks would eventu- 
ally be made available. Incomplete for- 
eign share-ownership rules and the lack 
of international accounting standards at 
listed companies are the main reasons for 
the delay, securities analysts say. 
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publish their optimistic prospects for the 
offering, while information is leaked that 
the issue has been oversubscribed in the 
offering period. Upon listing, the stock 
soars in the first few days of listing, but 
then drifts below the offer price without 
recovering. 

The excuses often appear flimsy. 
Robinson Land's share-price collapse in 
1989 was blamed on an unnamed group of 
speculators who allegedly cornered and 
then dumped the issue. Ayala Land's dis- 
astrous debut was blamed on Manila bro- 
kers, who demanded a bigger allocation of 
shares and then later dumped them. These 
reasons, along with a poor macroeconomic 
performance, are belied by the rise of the 
Manila stockmarket thanks to demand for 
blue-chip stocks such as Philippine Long 
Distance Telephone (PLDT). 

The crux of the problem for IPOs ap- 
pears to have been overpriced initial offers. 
J. Р. Morgan, the lead underwriter for the 
Ayala Land offering, argues that the real- 
estate firm's weak share price reflected the 
market's downturn after the eruption of Mt 
Pinatubo. But from end-September to 11 
November, the Manila Stock Exchange in- 
dex rose 20%; PLDT has surged 38%, and 
PNB 14%. By contrast, Ayala Land's price 
has been stuck around P20 against an ini- 
tial price of P26. 

The proposed Meralco listing appears 
to have fallen victim to this widespread 
disenchantment. Potential investors are 
scoffing at the offer's price-earnings (p/e) 
ratio of 7 times, based on a P130 per share 
offer price. Meralco compares itself with 
Hongkong electricity firms' p/e ratios of 
10 times, but this ignores the fact that the 
Philippines is suffering from seriously 
inadequate power supplies. Meralco's 
earnings may be squeezed by having to 
pay more for the electricity supplied by 
state-owned National Power Corp. п 


Two state-owned enterprises that 
have promised to issue B shares are 
among the biggest flotations. Shenzhen 
Wuye Development Group will issue a 
total of 71.5 million shares. Some 41.5 
million of these will be offered to main- 
land citizens at Rmb 3.60 (66 US cents) 
each, with the remainder to be renminbi- 
denominated B shares reserved for for- 
eigners. The issue represents 27.7% of the 
company’s total share capital. 

China South Glass Co. has offered 
20.3 million shares at Rmb 3.38 a share to 
domestic investors, and will offer 17 mil- 
lion B shares to foreigners. The total is- 
sue represents 33.7% of the company’s 
total share capital. 

The new public offerings will add 
about Rmb 700 million to the bourse’s 
current market capitalisation of Rmb 4 
billion. m Elizabeth Cheng 
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planet, it’s the only 
one we have? 





A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 





WWE 
World Wide Fund For Nature 
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MONITOR: 


NEW ZEALAND 





Glimmer of light 


espite several false dawns, ana- 

lysts and businessmen in New 

Zealand are becoming cautiously 

optimistic that the fundamentals 
of the economy are coming right. But there 
is still a long way to go before the reces- 
sionary gloom is banished. 

Seven years of extensive restructuring 
and deregulation, under governments of 
different political stripes, have taken their 
toll on the economy. Real GDP grew only 
0.5% in the five years to June, and con- 
tracted 2% in the last of those years. But 
though unemployment is rising and the 
budget deficit is likely to expand, signifi- 
cant gains have been made in the fight 
against inflation and in the drive for a more 
efficient manufacturing sector. 

In the year to September inflation was 
2.2%, the second lowest among OECD 
countries. But it is set to rise a little in early 


Zealand's trade balance 


PEE 9 





1992 as a number of one-off factors work 
through, notably the introduction in Feb- 
ruary of new or increased charges for 
health services. Low inflation and deep 
cuts in public expenditure have helped 
pull down interest rates, though much of 
the fall over the past 18 months has been 
the result of a tracking of the international 
trend. 

Real disposable income (after tax and 
adjusted for inflation) fell by 0.5% in the 
year to June compared with the previous 
12 months. Average weekly earnings only 
just kept pace with inflation over the same 
period, while retail sales dropped 6% in 
real terms. Permits to build houses fell 14% 
by value in the year to September com- 
pared with a year earlier. 

At the business level, the picture has 
been correspondingly grim. Permits for 
commercial buildings of all sorts dropped 


| 24% in the year to September, from an al- 
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ready low level. Manufacturing output fe 
by 7% and new investment by 21% in ir 
flation-adjusted terms in the year to June 
in each case to the lowest levels in mor 
than a decade. Machinery imports in th 
June quarter were 22% below the sam 
quarter the previous year. Unemploymen 
which ended 1990 at under 9%, climbed t 
more than 10% in June and the Treasur 
expects it to pass 12% in 1992. 

In a probably vain attempt to squat 
the circle, Finance Minister Ruth Richarc 
son is trying to rein in the budget defic 
even though tax revenue has dropped as 
result of lower corporate profits and i 
comes. A deficit of NZ$1.7 billion (US$9£ 
million) was projected in the budget, bı 
most economists now reckon it will be we 
over NZ$2 billion. But there are positi 
signs. Productivity, usually a casualty : 
recession, has continued to rise: for exan 
ple, by 2.1% in the manufacturing sector : 
the year to June. Wage costs are now f 
below those of neighbouring Australi 
and interest in direct investment is comir 
from across the Tasman Sea and from Si 
gapore, though little hard cash has yet bee 
seen. The great bulk of foreign investme 
remains in fixed-interest, share or proper 
portfolios. 

A fall in the exchange rate — by 9.1 
on the trade-weighted index in the 
months to October — and falling produ 
tion costs have improved the country 
trading performance. Recent business st 
veys have shown mild confidence in 
continued rise in merchandise expor 
which expanded by 2.8% in the year 
September. 

The trade balance has swung to a st 
plus of NZ$1.1 billion in the year to Se 
tember 1991, from a deficit of NZ$419 rr 
lion. All but about NZ$18 million of tl 
was due to a 9.3% fall in imports, reflecti 
the recessionary toll. But, with large tra: 
of forests now reaching maturity, a st 
tainable merchandise trade surplus is 
sight. There are also indications of an t 
turn in the terms of trade, which fell 6. 
in the year to June 1991. The decline w 
partly due to falling prices for pasto 
products, which still account for arou 
half of exports. 

Even an improved trading performar 
could not fully compensate for a NZ$ 
billion deficit in invisibles (or services) 
the year to September. But some eco! 
mists think that after 18 years of defic 
which reached 9% of GDP in 1985-86, : 
external balance may be coming un 
control. m Colin Jan 
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Malaysian car distributor 
buys holding in bank 


> The sole domestic distributor of 
Malaysia's national car, publicly listed 
Edaran Otomobil Nasional (EON), 
innounced on 8 November that it would 
ake a 47% stake in the country's smallest 
lomestic bank. Its holding in Sarawak- 
zased Kong Ming Bank will cost M$95 
million (US$35 million). The acquisition 
vill allow EON, distributor of the Proton 
ара, to move into direct financing of car 
oans via Kong Ming's 10 branches and 
hree subsidiaries, which include a finance 
'ompany. EON has accepted a Finance 
Ministry directive to cut its stake in the 
rank to 20% within three years. 


JS imposes penalties 
m South Korean phones 


The US Commerce Department upheld 
nti-dumping penalties on telephones 
nade by three South Korean firms. The 
luties, of 13.9-14.8%, will apply to 
quipment made by Goldstar 
'elecommunications, Daewoo Telecom 
nd Oriental Precision. Penalties 
reviously imposed on Samsung 
lectronics were cut from 13.4% to 0.15%. 


other wins a round 

n US trade dispute 

* The US Commerce Department ruled 
n 8 November that Brother Industries of 
apan is not ducking anti-dumping duties 
nposed on its portable electric 
/pewriters. Rival typewriter maker 

mith Corona had alleged that Brother 
ras avoiding duties by shipping 
»mponents from Japan for final 

ssembly at a US plant. But Washington 
ecided the US factory was more than 

ist a “screwdriver” operation. After the 
ailing, Smith Corona said Brother had 
ipped through a legal loophole which 
ays a foreign company is only guilty of 
rcumventing duties if the parts to be 
ssembled come mostly from its home 
»untry. Many of Brother's parts come 
от a subsidiary in Malaysia, rather than 
ipan. The ruling may lead to pressure on 
ongress to strengthen anti-circumvention 
leasures. 


'oyota, Nissan promise 

» buy more US components 
Toyota Motor Corp. said on 11 

lovember that it plans to expand its 

urchases of US-made auto parts by more 

ian 40% in the year beginning April 

394. Nissan Motor Corp. had earlier 

nnounced it will raise its US parts 
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purchases by a similar amount over the 
next two years. The increases would lift 
Toyota's parts purchases to US$5 billion, 
Nissan's to US$3.3 billion. Other Japanese 
firms have made similar pledges to head 
off growing US alarm at the inroads being 
made by Japanese auto makers. Two bills 
targeting Japanese car makers have been 
introduced in Congress. One would 
require Japanese assembly plants in the 
US to buy more US parts. The other 
would limit Japan's share of the US 
vehicle market. 


Hopewell to construct 
Philippine power station 

> Hongkong-based Hopewell Holdings 
signed a contract on 9 November to build 
its second power station in the 
Philippines. Located on Pagbilao Grande 
island, 115 km south of Manila, the 
US$850 million facility is to be completed 
by 1995. The station will consist of two 
350-MW turbine generators and will be 
constructed under a build-operate-transfer 
agreement, with the government taking 
over the plant after 25 years. 


Business indicators 


in 


(ual 


INH ANSI 





Vietnam freezes imports 

of consumer products 

> Vietnam's Council of Ministers on 25 
October banned imports of consumer 
goods until the end of the year in an 
attempt to save the country’s scarce 
foreign-exchange reserves, according to 
local press reports. It also ordered that 
imports of production materials such as 
oil products, fertiliser, machinery and raw 
materials must be approved at ministerial 
level. Hanoi has faced critical shortages of 
hard currency since the Soviet Union cut 
its aid and concessionary trade prices 
early this year, forcing Vietnam to buy all 
its imports on the international market. 
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Singapore agency halts 
Sentosa development deal 

> Singapore's Sentosa Development 
Corp. (SDC) has taken back two plots of 
land that it had granted to Singapore- 
based Moroccan businessman Elyamani 
Khamis for the construction of a hotel and 
a resort on Sentosa island. The spc said 
on 11 November that Khamis had not 
complied with a requirement to set up a 
development company with a paid-up 
capital of S$24 million (US$14 million) 
and had failed to meet a deadline for 
providing a banker's guarantee. Khamis 
will forfeit nearly S$6 million that he had 
already paid towards the cost of the sites. 
The spc did not say whether they would 
be resold. Khamis was arrested in 
Singapore in March in connection with 
letters of credit issued by the Singapore 
branch of Norway's Christiania Bank, but 
he was later cleared of all charges. He is 
facing civil action by several local banks 
to recover alleged debts. 


Petronas signs accord 

to build Malacca refinery 

> Malaysian state oil company Petronas 
on 8 November signed a letter of intent 
with Japanese and South Korean partners 
to build an oil refinery in Malacca. 
Idemitsu of Japan and Samsung of South 
Korea will hold 40% and 15% respectively 
of the M$5 billion (US$1.8 billion) project. 
They replace an earlier consortium 
involving Caltex Petroleum of the US and 
Taiwan's Chinese Petroleum which 
pulled out when costs escalated by 50% 
above original estimates. The refinery, 
which will process Middle Eastern crude 
oil, is scheduled to begin operation in 
1996. 


Indonesian coffee exporters 
hit by slumping prices 

> Depressed world coffee prices have 
put as many as 900 Indonesian coffee 
exporters on the verge of bankruptcy, 
according to Dharyono Kertosastro, 
chairman of the Association of Indonesian 
Coffee Exporters. The association had 
supported the suspension of the 
International Coffee Organisation’s quota 
system in July 1989 because it felt 
Indonesia's share in the international 
market was too low. But since quotas 
were abolished, the price of coffee has 
almost halved and is now at its lowest 
level since 1930, Dharyono said. A 
prolonged period of high interest rates 
has compounded problems for 
Indonesia’s 1,100 authorised coffee 
exporters. 
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Previous 3months Year Spot Previous 3 months Year 
Last sale to 11 Nov. Latest week ago ago 11 Nov. ratet week ago! ago! 
Gold London (2) 355.05 356.20 35810 38235 Australia dollar 12718 —— 1274 12749 12845 
Copper New York (3 Bangladesh’ taka 3785 23775 36.50 3555. 
Current delivery (Dac) аво 10685 — 10290 — 11490 Britain pond 0 0з 058и 05081 
Jan. delivery 10445 Brunei dolar _ 1.6785 1.6805 17223 1.7175 
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Current deivery (Dec.) 52 61.83 67.15 7307 iib. e 25819! SBI 258204 18.0457 
d Kuss Lour @) - Indonesia rupiah 1,980.00 1,977.00 195800 1,874.00 
Current delivery (Dec.) 20550 22650 — 22750 24150 Jum im pa — s PS M 
Feb. delivery 226.50 Macas э Ж ў 2 
Malaysia dollar 27435 274 27768 2699 
Jute A Dhaka |! ! ) 380.00 380.00 380.00 410.00 Nepal’ ~ rupee 42.60 4260 — 4270 2400 
Palm Oil Kuala Lumpur (4) New Zealand dollar 1.7816 MUSS — A 1.6367 
Current delivery (Nov.) 882.00 871.00 863.00 765.00 Pakistan - rupee 2450 — 2459 — 245754 21.8281 
Зап. delivery 895.00 Papua N.G. kina 0.9443 0.9429 0.9488 09412 
Sugar New York (3) nes рео 2670 26919 2730 27944. 
Current delivery (Mar.) 8.65 8.95 8.68 10.17 Singapore dollar 16785 - 1.6805 17223 17175 
May delvey —" — 8.63 South Korea won 752.10 75280 72990 71510 
Pepper Singapore (9) Sri Lanka rupee 41.58 4158 —— 4100 40028 
Sarawak Asta bik 100% 215.00 215.00 212.50 300.00 Switzerland franc 1.4495 1.4445 1.5085 1.2465 
Wheat Chicago (5) Taiwan NT dollar 2608 — 2616 26.7275 27.263 
Current delivery (Dec.) 351.00 364.60 29560 26560 Thailand baht 2550 2550 25675  — 25005 
ساقس‎ A» Communist countries: China US$«Rmb 5.3867 HK$-Rmb 0.69425 
Maize Chicago (6) Soviet Union US$=Rouble 0.5884 Laos US$=Kip 705.00 
Current delivery (Dec.) 245.00 254,00 25060 231.00 Vietnam US$«Dong 12,510.00 Cambodia US$=Riel 1,000.00 
M ey = = - Other: SOR1-US$1.37573 ECU! =US$1.23961 S$-M$1.6349 
BM iti BAI Loan. ci. MERC TEEA ‘Official rate tMiddle rate Source: Telerate for spot rates, Dao Heng Bank Lid for official rates 
Ee e 9 car cwn NR 
~ - TM Eurocurrency and Asian currency unit deposit rates (9c) 
Cocoa — New York (7) 1 3 6 12 10 year govt 
Current delivery (Dec.) 1,197.00 1,204.00 1,069.00 1,165.00 11 Nov. month months months months bonds yield 
Mar. delivery 1,259.00 ntti ” ыа: : 
Coffee New York (3) uss 48125 5m 5.00 5.125 738 
Current delivery (Dec.) 78.70 78.80 8115 8430 Sterling 103125 10.1875 10.0625 10.0625 9.63 
Mar. delivery 82.90 Yen 5 6.1875 59375. 5625 — 5.96 
Petroleum - x Swiss Fr. 7375 78125 7.6875 7.6875 — 
Sumatran light Tokyo (10) 2090 20.70 1905 3375 Dm 9.00 925 928125 9.25 _ 824 
Brent London (10) 2143 2240 1963 31.93 ABS ТҮ 8.0625 79375 7995 78125 989 
(1) M$a kg (2) US$ an oz (3) USe alb (4) M$ a tonne (5) USc a 60 Ib bushel e - 3065 15 145 HA - E 
(6) USe a 56 Ib bushel (7) US$ a tonne (8) PSS1, Ме akg (9) $$ а 100 kg (10) US$ a barrel : : LOT T — 
(11) ВМО, Chittagong/Mongla, US$ a tonne — Source: Telerate, International Jute Organisation Offered rate Source: Telerate, Salomon Brothers 




















А Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1990 05 5 23 44) 7 56 98 
1991 D - 2 6 34 SSA 7 38 g 86 — 
International Reserves 5) 
Latest US$15.69b (Aug) US$36.14b (Jun) na. US$1.19b (Aug) US$8.54b (Jul) US$69.77b (Aug) US$9.88b (Apr) 
Yeremer —?  , 05514700 (5524.370 EL US$3 580 US$5.395  US$76.08b  US$7.74b_ 
Trade Balance (total merchandise) 
Latest 3 months +US$0.82b (Jul-Sept) +US$2.61b (Jul-Sept) ^ «US$0.66b (Ju-Sept) -US$0.59b (May-Ju) +US$1.09b(3) (Jun-Aug) +US$22.200 (Jul-Sept) -US$0.78b 
Previous 3 months 4US$1.46b +US$1.42b -US$1.46b -US$0.54b -US$0.15b *US$17.75b -US$1.24b 
Year earlier _ . -US$031b +US$2.35b +US$0.85b -US$0.80b 4US$0.21b . +655 USO 
Exports (8) 
Latest 3 months US$10.98b US$19.08b US$26.66b US$3.79b US$7 42b/6; US$78.98b US$8.62b 
% change previous 3 months +20 +118 +123 -19.9 +13.8 +69 +146 
% change year earlier — +109 +212 +18 423 à à à à 3499 8. 00 51534 
Imports (7) 
Latest 3 months US$10.16b US$16.47b US$26.00b US$4.39b US$6.33b 6) US$56.78b US$9.40b 
% change previous 3 months +9.8 +52 +32 16.9 52 412 +73 
% change year earlier 2, 07 +22.9 +236 1440 4059 —— |. 408 ! $E mort My 
Consumer Prices 
Base Jul 80-Jun 81-100 Aug 1990-100 Oct84-Sept85-100/2) 1982-100 Apr 88-Маг 89-100 1990-100 1990-100 
Latest 3 months index average 251.7 (Jul-Sept) 104.9111) (Aug) 161.3 (Jul-Sept) 213.3 (Jun-Aug) 125.2 (Ju--Sept) 103.1 (Jun-Aug) 104.8 (Jun-Aug) 
% change previous 3 months +0.6 па. +15 454 +3.6 +01 41 
% change year earlier +33 +49 +123 +135 48.1 _ +34 +51 2 
Money Supply (3) 

A$205.07b(9) (Sept) Rmb 1,561.86 (Jan-Mar) HK$607.62b (Sept) Rs 2.80t/2) (Aug) Ros 90.48 (Jul) Y504.00t (Jul) M$87.85b (Apr) 

% change previous month 30.9 46400 +28 +08 +3.1 +04 05 
% change year earlier +4.0 +30.6 +13.8 +16.9 +26.9 +34 +128 
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"п а Tokyo see-saws on conflicting rate-cut rumours т т a Hongkong continues 


on record-breaking run т a «Straits bourses gain from foreign buying т т т 
Taiwan shakes off political worries to close higher in week ended 12 November a a a 













































































































































Kuala Lumpur E Average daily 
Hongkong 
4,000 Hang Seng Index, 4,253.02 36.000 580 index. 
f 556.73 
33,000 500 
BSE reme 
1 
Dow Jones Industrials, 3,054.11 30,000 420 Singapore 1300 | 850 Index. 1,879.00 
Average daily volume 176.7m shares ав ен index, Fight acf 
Average daily 
27,000 | 340 turnover US$139.7m 1,200 700 
Right scale) 24,000 260 Indonesia 1,100 | 550 
Nikkei Stock Jakarta Composite Index, 237.24 
Average. 24,657.73 Average daily turnover US$7.9m 
Average daily turnover US$2.1b (Lon scale 
4. — ee 4 1 4 LLLA ,21,000 180 A етл 1 1. " 4 44. 44. 1,000 400 , 
DJFMAMJJASON DJFMAMJAJASON 
Bangkok 
| oso SET Index, 683.39 11.000 1,600 2,500 | | 95 
Average daily 
turnover US$167.0m 
800 (Lett scale) 9.000 | 1,500 2.200 90 
| 650 7,000 1,400 1,900 85 
New Zealand 
NZSE-40 Capital Index 
5,000 1,300 1,857.16 1,600 80 
Taipei | 
350 Weighted Index, 4,491.68 3,000 | | 1,200 1.300 75 M.S. Capital Int'l 460 
Average daily Average daily turnover World Indext 5210 
turnover U$$919.4m US$10.1m Right scak 
200 — — ر‎ uc ER sa s 1:000 1,100 , s NU, unco CS рь р , 1,000 70 
[ DJFMAMJJASON DJFMAMJJASON 
۴ isation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 1©1991 Morgan Stanley Capital International 
































South (rem Thailand Prime Interbank Interbank Interbank 
е сирре кона u 11 Nov. lending 1month? 3 months 6 months! 
5 83 9 51 10 i H8 i.d 8375 8375 
525 657 89 7 7590 pnm — H- am Hm o 
„ще. + i : Britain 1050 10.3125 101875 10.0625 
552 26b (Aug) US$28,99b (Jun) US$13.35b (Aug) US$72.16b (Jun) US$16.44b (Aug) ha j А Е Г" .- 
sion |. — US$2335b US$15.81b m US$63.63b ___ US$1292b Hongkong 850 385 4375 48875 
JS$0.71b (Мау)  -US$1.79 (Jun-Aug) 0551.890 (Aug-Oct) +US$3.84b (Aug-Oct) 0952.370 (May-Jul) минип сю mo "e эй 
2550.90 -US$1.73b -USS2 38b +US$5.01b 20550230 Jipa 9 
2580970 05520 — 20551200 #516 +US$0.31b 
"700 635 625 600 
S$2.23b US$15.21b US$17.77b US$19.800 US$6.84b — کک‎ —— 
83 450 42 48 +66 Malaysia 75 79 8.05 820 
32 +185 63 4129 4183 — — - — 
: > CE e е À = Е New Zealand 1275 80 ву 820 
552.950 US$17.01b US$19.66b US$15.96b US$9.21b SE ae 
7 +48 £0 +1.1 422 Philippines 2200 1843/5 1675 179375 
7_ c LESE (44 ee Ж => +19.3 +175 Singapore 725 3375 3.5625 375 
378-100 Sept 87-Aug 88-100 1985-100 1986=100 1986=100 South Korea 1117.90 = = = 
37.9 (Jul-Sept) 110.2 (Jun-Aug) 144.6 (Ju-Sept) 115.8 (Ju-Sept) 125.5 (May-Jul) —- —————— 

30 407 +20 422 16 Taiwan 10.00 a =2 = 
189 439 491 424 +59 — ي‎ 
= - nes Thailand 1450 — 1200 12.50 = 
Du CENA nee en а та _ 
Bp eds +183 : +167 +199 ‘Long term "һоп term ttMonetary Stabilisation Bond (1 year) 

8 Including petroleum (9) МЗ (10) % change over past 3 months (11) One month Source: Official statistics TOffered rate Source: Telerate and Review Data 


1 NOVEMBER 1991 FAR EASTERN ECONOMIC REVIEW 85 








DUOTNCOO-ATrrN'"nO: 









"LAUD. X. ° 


SHROFF 





Enter a new predator 


dark horse has emerged in the 

Malaysian takeover battle which 

has as its prize Malayan United 

Industries (MUI), the group of 
companies controlled by tycoon Tan Sri 
Khoo Kay Peng. Just when Khoo appeared 
to have seen off the threat from his chief 
tormentor, Vincent Tan Chee Yioun, an- 
other, more credible predator could be on 
the verge of seizing control of MUI. 

MBf, the country's largest group of di- 
versified financial companies, has been 
having secret discussions with (a reluctant) 
Khoo and (an enthusiastic) Tan about a 
takeover. 

In an 11th-hour bid to keep some part 
of his flagship company, Khoo offered to 
sell му’ lucrative banking arm to anyone 
but Vincent Tan. But MBf managing direc- 
tor Datuk Loy Hean Heong is apparently 
holding out to take over all or most of 
Khoo's companies. 

Tan is believed to be eager to sell his 
30.8% stake in MUI and, according to 
sources, has welcomed MBf's intervention. 
In early September, the Malaysian-Chinese 
tycoon had been on the brink of making a 
general offer for the 69.29; of MUI he did 
not own. Then, MUI unexpectedly an- 
nounced that its manufacturing arm — 
Malayan United Manufacturing — had 
applied for government approval to launch 
a takeover of Tan's flagship Inter-Pacific 
Industrial group. 

Tan responded by beefing-up to 51% 
his stake in Inter-Pacific, effectively repuls- 
ing MUI's counter-attack. But it was a costly 
defence for Tan, who had borrowed M$600 
million (US$219 million) to finance his ini- 
tial stake in MUI. Having exhausted his 
credit and saddled himself with hefty in- 
terest payments, Tan was in no position to 
come up with the M$2 billion or therea- 
bouts that would be needed for a general 
offer for the rest of MUI's shares. 

Recognising the stalemate, MBf has 
moved in for the kill. Loy believes that he 
has sufficient political clout with the coun- 
try's Malay-dominated government to take 
over MUI, a confidence based in no small 
measure on the fact that MBf's chairman is 
the powerful Malay businessman Tunku 
Abdullah. A prince of the Negeri Sembilan 
royal family, Abdullah is a close friend of 
Prime Minister Datuk Seri Mahathir 
Mohamad. 

This political standing compares with 
Tan's somewhat desperate attempts to can- 
vass support for his assault on MUI, which 
included abortive approaches to Finance 
Minister Datuk Seri Anwar Ibrahim and 


central bank officials. 

Desperate to find a way out of the ex- 
pensive battle, Tan recently proposed to 
the government's heavy industry consor- 
tium Hicom that it not only buy out his 
stake in MUI, but that it also persuade Khoo 
to surrender his 51% stake in MUI to a gov- 
ernment-run company. Tan's proposition, 
however, was rebuffed by Hicom execu- 
tives, who feared the political fallout from 
such a move, especially among Malaysia's 
ethnic Chinese community. 

Loy is known to have ‘donated heavily 
to certain charities favoured by Malay poli- 
ticians and is said to have forged a close 
personal relationship with Anwar. Khoo, 
faced with such political and financial 
firepower, is thought to be about to relin- 
quish control of his empire. "It's only a 
price that is holding it back," claims one 
well-placed source. 

If Loy is successful, the central bank and 
other regulators are expected quickly to 
endorse the takeover. This is because per- 
sonal enmity appears to be playing a role 
in Khoo's growing vulnerability. The MUI 
chieftain is said to have incurred the wrath 
of at least one key Bank Negara official, 
who is abetting Loy's attack on MUI from 
behind the scenes. m Doug Tsuruoka 
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г | Singapore Petroleum e | at) a 


Singapore Electronic үги анана 
Singapore Shipbuilding | 124 | 15 | 


Source: SES 





It is a common practice in the bazaars of 
Asia to charge a higher price to foreigners 
than to locals. In hi-tech Singapore, where 
prices are fixed in the shops, foreigners 
have to pay considerably more to buy 
some of the shares. 

On 8 November, for example, foreign 
shares in Singapore Airlines were fetching 
$$21. A Singaporean could buy the scrip 
for S$13.10. In the case of Singapore Press 
Holdings the prices were $$13.50 and 
S$9.00 respectively. There are nine shares 
which are segregated and in each case, the 
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foreign scrip currently trades at a premiun 
to the domestic paper. 

The Singapore Government puts a limi 
on the percentage of shares that foreigner: 
can own in certain companies that are con 
sidered to be of "strategic" national inter 
est. Since foreign demand in these compa 
nies exceeds the available supply, the "for 
eign” prices usually are at a premium tc 
the domestic ones. 

Actually, Singaporeans are not forbid 
den from buying the shares that are re 
served for foreigners. They simply do no 
register them. Many local punters have be 
correctly on a widening premium, selling 
the foreign shares to foreigners at a highe 
price than they paid for them. siA's pre 
mium has doubled in the past year anc 
SPH's has grown from 39% to 50% over the 
same period. 

There is a twist: when share trading 
goes scripless in a year or so, it will be 
difficult for Singaporeans to buy "foreign" 
shares, since under scripless trading regis 
tration happens at the same time as th: 
transaction. When that happens, the ques 
tion of whether the foreigners are paying 
too much or the Singaporeans too little wil 
be answered. 

There are two schools of thought or 
what will happen to the premium. On 
says that within the next few years, the lo 
cals will snap up the bargains availabk 
exclusively to them and the premium wil 
disappear. The other school of thought say: 
that foreign demand for Singapore share 
will almost always exceed local demand 
simply by virtue of the smaller number o 
punters in the republic. 

According to the latter theory, wher 
scripless trading begins, "foreign" share 
will become more volatile than they ar 
now and "local" shares will become sec 
ond-class shares that are seldom traded 
But it seems unlikely that the authoritie 
will let the "Singaporean" tranche of th: 
blue chips languish in the doldrums for to« 
long. 

One simple way to close the gap is tu 
abolish the foreign allotment altogether 
There are other ways, after all, to ensur 
the strategic companies do not fall into for 
eign hands. “Golden” shares could be is 
sued to authorised local shareholders, a 
^B" shares could be sold to foreigners 
thereby enshrining the difference. 

Meanwhile, Singaporeans can reduc 
the downside risk by buying the “local 
shares that are trading at a discount ane 
wait for the discounts to disappear. 

= N. Balakrishna) 
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This is the key to one 
of the world’s most 
famous wine cellars. 














Crafted 250 years ago, 
this key still opens the 
door to one of the most 
extraordinary wine cellars 
in France's Côte d'Or. 
Each year, countless wine 
lovers from all over the 
world visit the Chateau 
de Pommard, celebrated 
not only for its noble, 
full-bodied red, but also 


for the beauty of its 





architecture. 


GGK 


This is the key to the 
world's finest corporate 
banking services. 


Today, acquisitions are often the smartest 
way to invest in the future or gain strategic 
know-how. Given the intricacy of modern 
business expansions, you need strong sup- 
port from the buyout to long-term con- 
solidation. The best help you can get is 
from a bank that thinks and works like 
an entrepreneur. A bank like Swiss Bank 
Corporation. We have more than 100 
years of experience in corporate bank- 
ing. And we've also got the financial 
clout to capitalize on it for you. It's no 
coincidence that Swiss Bank Corporation 
is one of the few banks with a triple-A 
rating. With our presence in 38 countries 
all over the world, we can deliver all 


the financial engineering you need. 


Swiss Bank 
Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 


Office of the Chairman ond Executive Boord: CH-4002 Basel, Aeschenplotz 6. Executive Board in Zurich: CH-8010 Zurich, Paradeplatz 6. Worldwide network: Amsterdam, 
Bahrain, Bangkok, Beijing, Bogotá, Bombay (Adviser), Buenos Aires, Cairo, Calabar (Adviser), Caracas, Chicago, Dublin, Edinburgh, Frankfurt, Grand Cayman, Guayaquil (Adviser), 
Hong Kong, Houston, Jersey/Channel Islonds, Johannesburg, Lima, London, Los Angeles, Luxembourg, Madrid, Melbourne, Mexico, Miomi, Milan, Monte Carlo, Montevideo, 
Montreal, Munich, Nassau, New York, Osaka, Panamá, Paris, Rio de Janeiro, San Francisco, São Paulo, Seoul, Singapore, Stuttgart, Sydney, Toipei, Tehran, Tokyo, Toronto, Vancouver. 
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ASIA REGIONAL OFFICE DIRECTOR, 

Bangkok, Thailand: Management experi- 
ence in designing and/or implementing 
electric sector demand-side programs, 
good writing and speaking skills. Trans- 
portation efficiency, a plus. Send resume 
to: International institute for Energy Con- 
servation, 420 C Street, NE, Washington, 
DC 20002 














Review 
Classified 
Sections 


The classifications available 
in this section are as follows; 
when booking, please state 
your requirements: 


SEE THE POTENTIAL. 
REAP THE REWARD. 


Limitless development 
^v. BRISBAN б s potential at Queen sport 
ТТ] 5 Quays for the imaginative 
: 1 P. investor. 
















Appointments 

Business Equipment 
Business Opportunities 
Business Services 
Conferences & Exhibitions 
Courses & Seminars 
Education 

Fellowships 

Hotels & Accommodation 
Investment Opportunities 
Notices 





* 8km to City Centre 

* Easy arterial road access 

* Close to railway 

* Large ship river access 

* Near International 
Domestic 

Airports 











3 . : Personal 
For a 3 minute colour video and brochure contact: 
К Property 
© King&Co | 1036 D ee 
x iont 
Nng CONSULTANTS E dapi m i 
Phil Ainsworth on Greg Reddaway on © eae enia 10015 
61 7891 6000 (Fax 61 7 891 5384) 61 7 833 9833 (Fax 61 7 832 1326) 2 Universities 























THE RICHMOND MBA 





REVIEW CLASSIFIED ADVERTISEMENTS 


Cost: US$ 64 per column centimeter 


IN LONDON Column Width: 
FOR THE INTERNATIC 1 column 41mm 
2 columns 88 mm 
3 columns 133 mm 
€ Flexible 10 and 15 month programmes 4 columns 183 mm 










Column Depth: minimum 30 mm, maximum 230 mm 


Standard Units: 
1/4 (v) page (230 х 41 mm) US$ 1472 
1/4 (h) page (120 x 88 mm) US$ 1536 
1/2 (v) page (230 x 88 mm) US$ 2944 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240 x 183 mm) US$ 6144 


For more information please contactthe classified advertisement . 
manager, Far Eastern Economic Review, 4th Floor, Centre Point; 
Building, 181 Gloucester Road, Hong Kong, Tel: 8328473, Рах: 
8346051 ; 


9 Credit for professional qualifications 
ү @ Work experience with International Companies 
RICHMOND € Effectiveness for the global market 

COLLEGE @ US and UK accredited and recognised 











Write or phone for your free 32 page brochure: 
MBA Program Office, Dept FER, 16 Liege Street, London W8 GEH. UK. 
Telephone: 071 938 1804. Fax: 0719383037 


For QUALITY response... 
advertise in this section 







| Publication 


| COPYRIGHT 
REPRINTS 


тһе combined efforts 


















have an inte 
with Asia. As 
mony to the publicc 
tion’s editorial quality, 
‘тапу Review articles 
; have, over the years, 
been reprinted in 
newspapers, maga- 
zines, educational 
textbooks, newsletters 
etc throughout the 
world. 








. Should you as an edi- 

* tor, publisher or on be- 
half of an organisation, 
educational establish- 
ment etc wish to in- 
quire about our reprint 
and copyright charges, 
please address your 
correspondence to: 















General Manager 

Review Publishing 

Company Limited 
GPO Box 160, 

Hong Kong 

Tel: 8328381 
Fax: 8345571 
Telex: 75297 
ECWEK HX 


We welcome inquiries 
from all interested par- 
ties and assure you of 
our prompt, individual 
attention. 

















Hong Kong 8328473 
Singapore 2203720 
Tokyo 32700251 





<: Bangkok 3913275 





Property 


AF) 


Sabor 


Commonwealth Funds Management Ltd announces 


the disposition of its interest in a major _ 


Australian Regional Shopping Centre. a | 





AN EXCEPTIONAL - 
INVESTMENT OPPORTUN 


50% Ownership 









Westfield 
Shoppingtown 


Belconnen, А.СТ. Australia 





Major Australian City 
Managed by Westfield 


Strong growth catchment area 


Site Area 70,0002 
NLA 64,000m? 










50% net income approx. $8m ; 


Seven key tenants, 
173 specialty shops 


4,800m? land for 
future development - 


Parking for 2,900 cars 


All enquiries should be directed to the sole exclusive agents: 


Richard Ellis 


255 George St, Sydney 2000 


(61 2) 251 3333 


Sydney 3639736 
Jakarta 5703123 
Taipei 7775723 © 
Manila 8273950 











Jones pn Wootton 
225 George St, Sydney 2000 


(61 2) 251 5888 


To place your classified ad, fax: Hong Kong (852) 8346051 or call: - 
7856665 

3940008. 
8086618 

4130561 


Seoul 

London 
New York | 
Auckland 
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INNOVATION 


Material benefits 


n old joke has it that gallium 

arsenide, a compound semicon- 

ductor material used in electronic 

components, is the technology of 
the future — and always will be. Judging 
by several recent developments, however, 
gallium arsenide is rapidly becoming a se- 
rious business. 

In April, leading US communications 
equipment and chip maker Motorola an- 
nounced that it was investing US$100 mil- 
lion in a gallium arsenide production line 
based in Arizona. The following month, 
Texan supercomputer maker Convex un- 
veiled what it claims is the world’s first 
gallium arsenide-based computer. (The 
world's second, Cray Computer Co.'s Cray 
3, is due to ship by the end of the year.) 

And at the end of October, top Japanese 
computer maker Fujitsu opened a new fac- 
tory dedicated to the production of gallium 
arsenide. Located near the foot of Mt Fuji, 
the US$230 million facility will mass-pro- 
duce gallium arsenide devices and chips 
for applications in computers, communica- 
tions and consumer electronics. 

As a material, gallium arsenide has 
manifold advantages over its main rival, 
silicon. Devices made from it are faster, use 
less power, can emit light, can operate at 
higher frequencies and at higher tempera- 
tures, and are impervious to radiation. 

But gallium arsenide has plenty of 
counter-balancing disadvantages, too. For 
one thing, the raw material is expensive 
(gallium is a rare, silvery-white metal 
found in trace amounts in some ores). 

Unlike silicon, which is a single element, 
gallium arsenide is a compound. This 
makes it intrinsically more difficult to pro- 


| cess into ingots and wafers. Finally, gal- 


lium arsenide is brittle, which means that 
chips made from it are hard to package. 

The material's merits have been known 
for more than 30 years. But the sheer diffi- 
culty of producing gallium arsenide of suf- 
ficiently high quality for practical applica- 
tions has until recently restricted the mate- 
rial to a minor role in the microelectronics 
revolution. 

Much of the basic work in turning gal- 
lium arsenide into a commercial contender 
was done during the 1960s and 1970s at 
the Massachusetts Institute of Technology 
(MIT) in the laboratory of Harry Gatos, or 
“Professor Gallium Arsenide,” as they call 
him in Japan. 

In the US, the MIT work attracted little 
interest. In Japan, the reaction was very dif- 
ferent. Excited by the prospects for the new 


| material, Japanese companies gave Gatos 


money for his research, paid him frequent 
visits, and over the years sent some 30 of 
their employees to work in his lab. 

Today, perhaps as many as 18 Japanese 
companies are producing gallium arsenide. 
Of them, Sumitomo Electric is by far the 
largest, having spent 15 years and a tre- 
mendous amount of money on develop- 
ment costs. 

In the US, by contrast, gallium arsenide 
has no serious suppliers. And this is odd, 
for the material's ability to withstand ra- 
diation damage makes it absolutely essen- 
tial for all sorts of space-based military ap- 
plications, most notably the US Govern- 
ment's Strategic Defence Initiative. 

But it has been consumer applications 
and not military ones that have been re- 
sponsible for transforming the exotic com- 
pound from a laboratory curiosity into 
high-volume products. 

The first of these was the semiconduc- 
tor laser, which takes advantage of gallium 
arsenide's ability to emit light. This device 
has found its way into millions of house- 





Fujitsu: faith in gallium arsenide. 


holds as the key component in compact 
disc players. 

Gallium arsenide's second big hit came 
in the form of transistors used to amplify 
the faint signals that bounce off broadcast 
satellite dish antennas. Fujitsu alone pro- 
duces 3 million of these devices every 
month. 

A new transistor announced by the 
company in March claims the highest am- 
plification coupled with the lowest noise 
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(electrical disturbance) of any transistor 
ever made. The significance of this is that it 
would allow antenna makers to shrink 
their satellite dishes from 45 cm in dia- 
meter (in Japan) to 30 cm. 

But Fujitsu's ambitions for gallium 
arsenide go way beyond consumer elec- 
tronics. In particular, the company sees 
large markets opening up for gallium 
arsenide chips in both computers and tele- 
communications. 

What many computer and communica- 
tions equipment makers like best about the 
material is that, in addition to being faster 
it also uses one third to one fifth as much 
power as silicon. 

Convex's use of low-power gallium 
arsenide chips in its supercomputer has al- 
lowed it to dispense with exotic liquid cool- 
ing systems. These are expensive to imple 
ment and, unlike chips, they do not ge 
cheaper over time. (Convex's air-coolec 
machine costs around US$8 million; the 
liquid-cooled Cray 3 will reportedly list for 
US$30 million.) 

Convex buys its chips from Vitesse, c 
small gallium arsenide vendor based ir 
Camarillo, California. Vitesse in turn de 
pends on Fujitsu as a second source, 0) 
back-up supplier. Without such a safety 
net, a small firm like Vitesse would find i 
hard to convince major clients to purchase 
its products. 

For cell-phone makers like Motorola 
and Fujitsu, low power means longer bat 
tery life, a crucial consideration in mobik 
communications. Integrated gallium 
arsenide chip modules also mean fewe: 
components (hence less weight). Low noise 
is another obvious attraction of galliun 
arsenide in the telephone domain. 

In addition, the material is also capable 
of handling much higher frequencies thar 
silicon. This ability will be necessary in th« 
new generation of digital cellular and cord 
less phones. These products should start t« 
appear within the next two to three years 

Developing gallium arsenide chips fo 
digital phones was the raison d'etre for . 
recently announced collaboration betwees 
AT&T Microelectronics of the US ane 
Mitsubishi Electric of Japan. 

Where Fujitsu and Mitsubishi go, othe 
Japanese companies are sure to follow 
Probable candidates include NEC, Toshib. 
and Oki Electric (the last, like Fujitsu, par 
ticipated in the late 1980s in Japanese Gov 
ernment-sponsored research aimed at pre 
moting the development of galliun 
arsenide integrated circuits). 

m Bob Johnston 
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Backed by the president 

One Colombo correspondent [LETTERS, 7 
Nov.] feels irritated by my linking of Isra- 
el's secret service to the murder Rajiv 
Gandhi. | wish to note that Mossad's in- 


volvement in the politics of South Asia has . 


"been corroborated by Sri Lankan President 
Ranasinghe Premadasa himself. On 24 


UU September, Premadasa openly accused 


Mossad of trying to topple him. 

In his address to the Sri Lankan parlia- 
ment, he said: "You know that immedi- 
ately after the sending back of the IPKF 
[Indian Peacekeeping Force], I had the Is- 
raeli Interests Section removed. In such a 
context there is nothing to be surprised 
about the Mossad rising up against me. 
Please remember that there are among us 
traitors who have gone to Israeli universi- 

27 ties and lectured there and earned dirty 
> money. Don't forget that for a moment.” 

Curiously, when you covered the im- 
peachment crisis faced by Premadasa, this 
accusation was left out in your news re- 
ports. Also one should not forget that a 
serious assassination attempt was made on 
Gandhi in Colombo. after he signed the 
now disgraced Gandhi-Jayewardene Peace 
Accord in mid-1987. Only the poor target- 
ing by the assassin allowed Gandhi to have 
an additional four years of life. 

Being more inclined to get involved in 
‘polemics, the Colombo correspondent 
makes fun of the warning given to Gandhi 
five weeks before his death. This warning 


ss had come not from an ordinary person. It 





“was given by Yasser Arafat. 

While some in Sri Lanka may be im- 
pressed by the “painstaking evidence un- 
covered by an Indian investigating team” 

iıı Which pointed fingers at the Liberation Ti- 
gers of Tamil Eelam, the performance of 
the Indian sleuths resembled more closely 
a page from a Marx brothers' comedy 


i; Script. The Tamil Nadu State police, the 


(22 Central Bureau of Intelligence and the Re- 
search and Analysis Wing of the Indian 
search team bungled at every step from 21 
May to 21 August. The so-called "impres- 
sive evidence" could not track the personal 
details of the female assassin. Nothing is 
known about her background. The alleged 
mastermind Sivarajan has been identified 
by an investigative journalist as one who 
belonged to the Tamil Eelam Liberation 
Organisation until 1986. It was this rebel 

: group which received official patronage 


| 2 from the Indian Government between 1983 


| | апа 1986. 
vC Osaka 


SACHI SRI KANTHA 


A matter of pronunciation 
At first, I thought Denise Chai [China's 
Chosen people, 7 Nov.] used the expres- 


LETTER s 


TO 





sion "chosen" as an adjective, in the bibli- 
cal sense of the word. As I read her article, 
of course, it became clear that she did not. 
I am absolutely at a loss as to where she 
may have picked up this anachronistic and, 
frankly, otfending usage. 

The two Chinese characters which make 
up an ancient name for Korea, morning 
and brightly coloured, are pronounced in 
Korean, cho and son, and in Chinese, chao 
and xian. Thus, the Korean minority of the 
Yanbian Korean Autonomous Chou would 
refer to themselves in Chinese Chaoxian zu, 
or Korean nationality, and in Korean, 
Choson saram, or Korean people. Then, 
again, chosen is the Japanese pronunciation 
of the same name. 

Your magazine never ceases poking fun 
at Asians’ misuse of English, but do you 
mean to say that you are also above re- 
proach in offending Asian sensibilities? Is 
this another manifestation of your rather 
obvious Eurocentric bias? Your muddle- 
headed correspondent, whatever her ori- 
gins may be, and your equally callous edi- 
torial staff owe Koreans everywhere an 
apology. 

Halifax, Nova Scotia JOHN LEE 
> Chai's use of Chosen was based оп pro- 
nunciation, and she intended no insult. 


Future energy needs 

Paul Handley's recent article on Thailand's 
Pak Moon dam [Power struggles, 17 Oct.] 
highlighted some key issues that need to 
be addressed if such energy development 
projects are to proceed more smoothly in 
the future: Is the project necessary, and on 
what grounds? Have the environmental 
and social impacts been adequately ad- 
dressed? Is a less expensive energy re- 
source available? 

In Thailand, the potential for meeting 
future energy needs by increasing effi- 
ciency has only begun to be considered. 
Recent studies indicate that nearly a quar- 
ter of Thailand's projected growth in elec- 
tricity demand over the next decade can be 
met by using energy more efficiently. Rec- 
ognising this fact, Prime Minister. Anand 
Panyarachun announced during last 
month's World Bank/IMF annual meeting 
that Thailand will become the first Asean 
country to explicitly designate energy effi- 
ciency as a resource in its power system 
planning process. Early next year, the Thai 
electric utilities will begin offering incen- 
tives for consumers to buy efficient prod- 
ucts and equipment. The cost to the utili- 
ties of purchasing these savings will be less 
than half the cost of building new electric 
power plants. 

Even when it is not the major lender, 
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the World Bank has an enormous influence 
on the future of an energy development: 
project. (The World Bank's proposed loan 
for the Pak Moon project would cover just 
over 1096 of the dam's cost.) In fact, the 
World Bank and other multilateral deve- 
lopment banks play a major role in shaping 
the energy infrastructure of developing 
countries. E 

Yet the US$5 billion that these banks: 
loan annually to the energy sector of de- 
veloping countries goes almost exclusively 
to supply-side projects such as dams, large 
thermal plants and distribution systems. 
Less than 1% goes to the cleanest, cheapest 
and most practical resource: energy effi- 
ciency. 

The World Bank: may be moving in the 
right direction, however. At a meeting in 
Kuala Lumpur in late October, bank offi- 
cials made a firm commitment to boosting. 
bank loans for renewable energy and 
energy-efficiency projects. PETER DU PONT 

International Institute for: 
M RS Energy Conservation 





Defining the regime 
With regard to the hot stories published. 
about Burma's dictatorial regime which 
likes to be known as SLORC, I wish to fur- 
ther qualify them by adding that this re- 
gime is not a communist or Marxist re- 
gime. It cannot be categorised as socialist 
either as it does not possess the calibre and. 
likeness of a socialist as preached by 
It is not nationalist either, because nation- 
alists do not kill their own people. Your 
journal and others portray it as a dictato- 
rial regime. 1 am afraid I have to disagree 
with that too, The character of this regime 
is very strange; in my considered opinion 
they are nothing other than: ill-informed, 
power hungry, uneducated, anti-national- 
ist, non-democratic, hardline insurgents 
who have hijacked the country by misuse 
of power and the gun against the expressed 
wishes of the people of Burma for demo- 
cratic reform. 

They are a group of men who have 
grossly deceived the nation and further 
paralysed the people with military intelli- 
gence and handsomely paid informers. 
They are not of the people, not for the 
people, not by the people. They have 
caught hold of the lion’s tail and are un- 
willing to let go, not even for the better- 
ment of the country. 
Perth 
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The command 
is given: "Ready? 
The rider moves 
to the centre of 
the carefully pre- 
pared dressage arena and acknowledges the judges. 

Then the display begins. Within the very few 
minutes allocated to them, horse and riders every 
movement will fall under intense scrutiny. 

Every single dressage discipline — pirouette, 
passage, piaffe — must be executed faultlessly, and 
with absolute precision. 

Yet precision is not the only yardstick. The art 
of dressage lies in developing the natural ability of 
the horse. The judges are looking for a natural stride, 


elegance, and harmony. These can only be achieved 


if the rapport between horse and rider is complete. 


Nicole Uphoff is widely regarded as the most 
elegant dressage rider in the world. 
Her two Olympic gold medals in Seoul 


as well as two further gold medals in 
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the 1990 World 
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s of 


Games bear elo- 
quent testimony 
to this claim. 

Doubtless some of the elegance of Nicoles 
riding can be attributed to her six years’ ballet 
training. Beyond that, however, lies her intense 
devotion to her animals. 

Since she was thirteen years old, Nicole and 
her chestnut Rembrandt have been schooled 
together in the art of dressage. No wonder, therefore, 
that - despite Rembrandt's somewhat highly-strung 
nature ~ they appear to move and think as one. 

Precision, elegance, and harmony. These are 
the criteria upon which the perfection of a dressage 
display is judged. And we would be flattered to 
believe that these are the very same attributes 
which lead Nicole Uphoff and so ate 
other ambitious riders to m 
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border from Hongkong, which is 
scheduled to begin operations in mid- 
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for the Qinshan project have not yet 
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installed the pressurised water reactors 
and GEC-Alsthom supplied the turbine 
generators. The Qinshan station will be 
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adjacent to a nearly complete 300-MW 
reactor built by Chinese engineers. 


Unenviable Record 
Apprehension is being expressed in 
many quarters about the Burmese 
ambassador-designate to India, Foreign 
Ministry official Wynn Lwin. He 
reportedly photographed his colleagues 
when they took part in the pro- 
democracy demonstrations in Burma in 
1988 and this subsequently led to the 
dismissal of 17 Foreign Ministry officials 
when the military re-asserted power in 
September 1988. Wynn Lwin's new 
appointment is believed to be a reward 
for his activities in 1988. In the 1960s, he 
served as a junior official at the Burmese 
Embassy in New Delhi. But given his 
record since then, sources believe his 
appointment may become a major 
embarrassment for the Indians. 
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CAMBODIA 


Sihanouk enters pact to block Khmer Rouge from power 


The odd couple 


By Rodney Tasker in Phnom Penh 


political survival pact between 

Cambodian Prime Minister Hun 

Sen — originally installed by Ha- 

noi — and Prince Norodom 
Sihanouk, at last back in his palace in 
Phnom Penh, is clearly now all-important 
in preventing the return to power of the 
Khmer Rouge in Cambodia. 

Statements by Sihanouk after his much- 
heralded return on 14 November revealed 
that the pro-Sihanouk party, headed by the 
prince’s son, Prince Norodom Ranariddh, 
and Hun Sen’s Phnom Penh government 
intend to work closely together both in the 
run-up to the elections and, possibly, in a 
coalition afterwards. Ranariddh told the 
Review that the alliance was “very 
friendly, very warm — I hope it lasts for- 
ever." 

It could, however, be a dangerous 
game. Most Cambodians and concerned 
international parties alike are pinning their 
hopes on the new alliance to ensure that 
the 23 October Paris accord works. But the 
militarily powerful Khmer Rouge doubt- 
less has its own political agenda, focusing 
mainly on the rural areas. 

All three resistance factions, including 
the Khmer Rouge, signed the UN-spon- 
sored peace agreement which gives them a 
share of power with Sihanouk and Hun 
Sen in the Supreme National Council (SNC), 
the UN-proposed body representing re- 
conciliation and Cambodian sovereignty 
until elections. 

Under the agreement, each warring fac- 
tion will disband 70% of its troops while 
the UN organises elections and adopts a 
large role in administering the country — 
the biggest UN operation ever, costing 
more than US$1 billion. A UN advance 
guard, the 300-man mainly military UN 
Advance Mission in Cambodia, is already 
in the country, but its role is limited to pre- 
paring the way for the full UN presence. 

The news that Sihanouk and Hun Sen 
plan to cooperate was cold comfort for the 
other two parties in the tripartite resistance 
coalition which Sihanouk headed until he 
declared his neutrality as SNC president in 
August: the Khmer Rouge and the Khmer 
People's National Liberation Front (KPNLF) 
faction of former premier Son Sann. 

When talking to Cambodians massed 
outside his riverside palace two days after 
his return and then to an army of interna- 
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tional pressmen the same evening, 
Sihanouk stressed that Hun Sen was now 
his “son,” while at the same time agreeing 
with the US, Britain and Australia that 
Khmer Rouge leaders Pol Pot, leng Sary 
and Ta Mok should be tried as war crimi- 
nals because of the 1 million or so Cambo- 
dians who died under their 1975-78 rule. 

At his press conference, the voluble 69- 
year-old prince dwelt at length on his dep- 
rivations at the hands of the Khmer Rouge 
when he was under virtual house arrest in 
Phnom Penh during its period in power, 
and his subsequent escape from its clutches 
after having represented it at the UN after 
the Vietnamese invasion in 1979. 

“1 don't trust them,” Sihanouk ex- 
claimed in answer to a question about the 
Khmer Rouge's inclusion in the SNC. 
"They swore to abide by the [Paris] agree- 
ment . . . but Untac has to control them 
very closely." By Untac, Sihanouk was 
referring to the proposed UN contingent of 
perhaps 10,000 soldiers and thousands 
more civilian personnel who are expected 


triots to be supported against Vietnamese 
adventurism, Sihanouk was making sev- 
eral points: he had to assure the Hun Sen 
government that his faction was on its side. 
He also wanted to explain to Cambodians 
why Khmer Rouge leaders such as SNC 
members Khieu Samphan, the nominal 
Khmer Rouge leader, and his defence min- 
ister Son Sen, were being welcomed to 
Phnom Penh to take part in the Paris agree- 
ment-orchestrated political process. 

Western diplomats, now in Phnom 
Penh because their governments are free to 
accredit themselves to the SNC, appeared 
to agree that China probably also gave 
Sihanouk a tacit undertaking that he could 
criticise the Khmer Rouge. 

Sihanouk is undoubtedly the man of the 
moment. He is seen by Cambodians as the 
main hope for a new period of peace after 
21 years of war and misery, and regarded 
by diplomats as the embodiment of unity. 
The one major concern is that the Hun Sen 
government, which is effectively the coun- 
try's only viable administration, can sur- 





CAMBODIAN FUNFAIR 


to be in place in Cambodia by July-August 
1992. Their job will be to enforce the shaky 
ceasefire, disband and disarm the four fac- 
tions' armies, ensure that no arms flow to 
them from their foreign patrons, and help 
to administer the country in the run-up to 
UN-supervised elections. 

By making such disparaging remarks 
about the Khmer Rouge, while at the same 
time admitting that at least they were pa- 
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vive the current interim period and pro 
vide solid underpinning for Sihanouk’: 
role as political maestro. 

In contrast to Sihanouk's arrival її 
Phnom Penh from the airport in an opet 
convertible with Hun Sen at his side, Sot 
Sen’s return to the Cambodian capital thre 
days later was a quiet, almost hushed-uj 
affair. Son Sen was Pol Pot's defence min 
ister, remembered by many Cambodian: 
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as the man in charge of the Khmer Rouge’s 
barbarous security apparatus during its 
nearly four years in power, and the imple- 
menter of the system of torture and execu- 
tion used against those considered dissi- 
dents. 

Son Sen was quickly hustled into a lim- 
ousine with tinted windows and swept 
into the city incognito. He said he was 
“happy to come here,” adding later that he 
intended to stay, but bitter Phnom Penh 
residents were not happy at all. His arrival 
to take part in the SNC's first meeting in 
Phnom Penh was not recorded on national 
television. 

The question now is 
whether the Khmer Rouge 
will continue to go along 
with the peace process, 
given Sihanouk’s criticism. 

Diplomats and senior 
members of the large UN 
and non-government relief 
community in Phnom 
Penh tend to be optimistic 
about the UN-controlled 
future, so long as Sihanouk 
and Hun Sen continue to 
hold the political centre. 
"The Khmer Rouge are a 
lingering sore, but no im- 
mediate threat," one senior 
relief official commented. 
A seasoned diplomat in Phnom Penh 
pointed out that if the Khmer Rouge and 
the two non-communist resistance factions 
together could not defeat the Phnom Penh 
government in the period following the 
Vietnamese troop withdrawal in Septem- 
ber 1989, it would appear impossible for 
the Khmer Rouge now to achieve this on 
its own. 

One diplomat who has observed the 
Cambodian conflict from Phnom Penh for 
several years said he believed the Khmer 
Rouge could start to crumble now that it 
ostensibly is no longer on a war footing. 
His theory was that Pol Pot and other die- 
hard Khmer Rouge leaders would still be 
bent on regaining power over a period of 
perhaps 10 years or more. But other 
younger, better-educated Khmer Rouge 
cadres who had never taken part in the 
“killing fields" might want to take part in 
the new political process. 

True or not, the Khmer Rouge by its 
very nature, stands to benefit from any in- 
crease in the already rampant corruption 
in Phnom Penh and other cities spawned 
by the government's decision to open the 
economy two years ago. This, together 
with the prospect of massive UN humani- 
tarian reconstruction funds pouring into 
the hands of comparatively few contrac- 
tors and other businessmen, augurs a fur- 
ther widening of the gap between rich and 
poor Cambodians. The Khmer Rouge drew 
its power from its claim to be the cham- 
pion of the rural poor. 
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Son Sen: bitterness. 


Clearly Sihanouk, backed by the con- 
cerned international community, wants to 
block the Khmer Rouge. He realises that 
there is growing dissatisfaction with the 
Hun Sen regime among Cambodians who 
see a visible display of new wealth among 
a few businessmen and emigres and for- 
eign entrepreneurs in Phnom Penh. There 
is also only a fragile law and order net- 
work in the 90% of the country the govern- 
ment controls. But the foreign countries 
now scrambling to accredit themselves to 
the SNC are aware that the Phnom Penh 
government is the only political force ca- 
pable of maintaining a 
* semblance of administra- 
tion. 

"The Hun Sen govern- 
ment is in danger of be- 
coming a lame duck ad- 
ministration,” commented 
one seasoned relief worker. 
At a congress in October 
the ruling party dropped 
its communist trappings to 
espouse a multi-party, free- 
market system under its 
new title of Cambodian 
People's Party. But many 
middle-ranking govern- 
ment officials and party 
cadres, who were never 
committed Marxists in the 
first place, may now jump ship to join the 
Sihanoukists or other parties expected to 
emerge over the coming months. 

They may also seek relief from their 
miserably low government salaries — a 
minister is paid only about US$12 a month 
— by joining the private sector, with its 
huge potential to cash in on the new busi- 
ness-oriented situation. As one senior UN 
Official commented: "We've got to make 
sure that people in the key [government] 
posts are there to implement the aid pack- 
age." That may be difficult, as corruption 
becomes more embedded in the govern- 
ment and business community, with the 
prospect of the system becoming more 
rotten as external funds continue to pour 
in. 

But there are clear signs that the Phnom 
Penh government, perhaps in consultation 
with its new Sihanoukist political allies, 
realises that it has to channel funds into 
rural development. The drive should help 
to ensure votes for the Hun Sen and 
Sihanoukist parties at election time given 
that 80% of the population lives in rural 
areas. 

Realistically, the international commu- 
nity hopes that the complex new political 
formula in Phnom Penh will serve to bol- 
ster stability until the UN contingent is 
fully in place and a new government is 
elected. And the common wish is that the 
Khmer Rouge, with its potential military 
muscle and political appeal to the rural 
masses, is kept at bay. m 
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DIPLOMACY 


Peking concedes little 
in talks with Baker 


Less than — 


meets the eye 


By Lincoln Kaye in Peking and 
Gordon Fairclough in Washington 


S ecretary of State James Baker, the 





highest-ranking US official to come 

to China since the 1989 Tiananmen 
massacre, extended his visit for an extra 
afternoon to win a few last-minute conces- 
sions in hope of averting a steep downturn 
in bilateral relations. 

But diplomatic and business observers 
felt that, despite the theatrics of the elev- 
enth hour negotiations, there was less than 
meets the eye in the Chinese concessions. 


Baker was expected to face rough sailing — 


when reporting on his trip to the Demo- 
crat-controlled Congress, which ultimately 
decides on any post-Tiananmen sanctions. 

Faced with what looks increasingly like 
a tough re-election battle in 1992, the Bush 
administration can ill-afford the continu- 
ing political costs of its "constructive en- 
gagement" policy towards a Peking regime 
that is deeply despised in the US. Yet for 
two of his three days here, the Chinese 


stonewalled Baker on weapons prolifera- · 
tion, trade issues and human rights, the _ 


main areas of US concern. 

“Why give him anything?" wondered a 
Chinese bureaucrat. As far as Peking is 
concerned, Baker handed over his most 
valuable bargaining chip when he first an- 
nounced his visit: the legitimacy that his 
sheer presence would lend to the regime. 

But Baker still had a few cards to play. 
Unless the US administration musters 
enough votes to sustain a presidential veto, 
a Congressional bill that has already been 
passed will set stiff human rights condi- 
tions for renewal of China's most favoured 
nation (MFN) trading status. 

Another possible sanction against China 
would be for the US to give more vocal 
support to democracy activists and separa- 
tists in places like Tibet, Taiwan or 
Hongkong. Washington could also stall 
China's entry into the Gatt and choke off 
multilateral credits and investments. 

Hints like these might have finally won 


for Baker what he claimed were "clear . 


gains" on trade and weapons proliferation. 
There was also "some" progress on human 
rights, though “not as much as hoped." 
Congress is likely to take a more jaun- 
diced view, and Peking, by its conduct, is 
hardly helping its case. While Baker was in 
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town, two prominent dissidents were 
taken into custody, at least temporarily, for 
trying to contact the American delegation: 
the wife of a jailed dissident, and journalist 
Dai Qing, who has been denied an exit per- 
mit to take up a Harvard fellowship. 

Ironically, among the vaunted conces- 
sions that Baker received was a commit- 

ment to grant exit permits to any US- 
bound Chinese "against whom no crimi- 
nal charges were pending." 

"The Chinese gained more in legitima- 
tion of their regime than we did in advanc- 
ing human rights," said Stephen Solarz, 
chairman of the House Foreign Affairs 
Asia subcommittee. Even the White House 
did not hide its unhappiness with the lack 
of progress on human rights. "We're very 
disappointed," said a spokesman for Presi- 
dent George Bush. 

But Solarz said he doubted the results 
of Baker's trip would cause any major 
shifts in the battle lines now drawn up in 
Congress on the MFN issue. If this analysis 
is correct, then Bush may still be able to 
block the Congressional bill linking human 
rights to МЕМ — the original vote in the 
Senate was well short of the two-thirds 
majority required to override a presiden- 
tial veto. 

The Chinese undertakings on human 
rights included: 
p> A name-by-name accounting for a pre- 
viously submitted list of nearly 800 detain- 
ees, spelling out who were convicted, 
freed, still under investigation or unknown. 
> A promise to designate a Foreign Min- 


AUSTRALIA 





By Jacqueline Rees in Canberra 

Prime Minister Bob Hawke appears to 
have joined the list of Australian leaders 
who have dabbled in attempts to reform 
the nation's often unwieldy federal sys- 
tem of government over the past 20 years 
and failed. 

Hawke's dream of streamlining the 
federation of six states and two territories 
suffered a perhaps fatal rebuff when 
state premiers pulled out of federal-state 
talks due to be held on 22 November. 

Australia, with one federal, six state 
and two territory governments, is one of 
the most over-governed nations in the 
world. Its 17 million people have 855 
elected politicians on the public payroll 
and a public service sector duplicated in 
each state. 

Since 1942, when the wartime prime 
minister John Curtin took direct tax pow- 
ers away from the states, the central gov- 
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istry interlocutor for Richard Schifter, the 
US assistant secretary of state in charge of 
human rights. 

> An “agreement in principle" to work 
out bilateral mechanisms to keep prison 
labour products from finding their way 
into China's exports to the US. 

"So what," a Chinese intellectual scoffs. 
"Nobody has said China will stop dra- 
gooning prison labour. And just naming a 
human rights mouthpiece is no guarantee 
of substantive talks." As for the exit per- 
mits, "ask Dai Qing what that's worth. And 
a breakdown of the [detainees'] name list 
is a sorry substitute for actual prisoner re- 


Saving a wasteful system 


ernment has become more and more 
powerful and the states an anachronism. 

But Hawke's bold attempt to reform 
this wasteful system has faltered badly, 
ostensibly over the devolution of tax-shar- 
ing powers from the central government 
to the states. In reality, however, it became 
ensnared in the continuing leadership 
struggle between Hawke and his former 
deputy Paul Keating. 

An attack by Keating on the so-called 
"New Federalism" plan early in Novem- 
ber fostered concerns among the Labor 
back bench in the federal parliament that 
Hawke was on the way to undermining 
central power in favour of the states. 

Initially Hawke wanted to sort out the 
funding between the federal and state 
governments. The federal government 
hands almost 30% of the direct taxes it 
raises to the states via a complex formula. 
The Hawke administration became 
serious about sorting out the funding af- 
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leases." 

While Baker was in town, a group of 
dissident students in a Liaoning labour re- 
form camp launched a hunger strike, ac- 
cording to spokesmen who claimed to rep- 
resent them. Meanwhile, a group calling 
itself the "Freedom and Democracy Party" 
tacked up posters at the prestigious Peking 
University denouncing as a load of "lies 
and excuses" the State Council's recent 
white paper on human rights. 

Peking University security was visibly 
strengthened over the weekend of Baker's 
visit. Equally tense was the mood in the 
Great Hall of the People where the official 


ter the premiers rebelled in July 1990 
against the financial package being offered 
for that year, uniting in their criticism of 
it. 

Canberra officials proposed new ar- 
rangements which would hand more 
power back to the states, in particular by 
giving them greater revenue-raising pow- 
ers of their own while securing uniform- 
ity in national infrastructure. The states 
agreed in principle this July to an inter- 
state electricity grid, a national rail freight 
corporation, standardised transport regu- 
lations and marketing procedures. De- 
tailed revenue-sharing arrangements were 
to be hammered out at the now aborted 
federal-state talks. 

However, Labor parliamentarians be- 
came restless because part of the proposed 
trade-off with the states involved Can- 
berra releasing its control on “tied grants" 
— the mechanism under which the cen- 
tral government provides the states with 
finance for projects but attaches conditions 
to the way in which it is spent. 

It was against this background that 
Keating, a former national treasurer, made 
his attack. Hawke's plans would "gut" the 
central government, he said. It represented 
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meetings were held. Baker exchanged 
platitudes, but few smiles and no banquet 
toasts with President Yang Shangkun, Pre- 
mier Li Peng and Party General Secretary 
Jiang Zemin. Most of the 18 hours of meet- 
ings were at the ministerial level. In addi- 
tion to his counterpart, Qian Qichen, Baker 
met with Minister of Justice Cai Cheng, 
and Foreign Economic Relations and Trade 
Minister Li Lanqing. 

Without offering details, Baker said that 
China had come up with specific propos- 
als about patents and copyright protection 
for sound recordings and computer soft- 
ware. The issue would be resolved, he said, 
when Chinese trade delegates visit Wash- 
ington on 21-22 November, just days be- 
fore the deadline for China to either satisfy 
US intellectual property concerns or face 
retaliatory "Special 301" sanctions. 

Peking promised by the end of the year 
to ram through legislative approval for 
China's formal accession to the nuclear 
Non-Proliferation Treaty (NPT). But China 
has long since agreed in principle to join 
the NPT and claims to already abide by its 
tenets. This has not stopped its sales of al- 
legedly peaceful nuclear technology to Iran 
and other states. 

Peking also said it would "consider" 
observing the Missile Technology Control 
Regime if the US lifted its ban on Chinese 
purchases of high-speed computers and 
satellites. But if the US agreed to this, it 
could potentially reopen several "grey ar- 
eas" in the post-Tiananmen arms embargo 
against Peking, military analysts say. ш 


a A$10 billion (US$7.8 billion) shift in 
power to the states, a substantial lessen- 
ing of Canberra's fiscal control and the 
potential for six different costly taxation 
systems. Moreover, a leaked federal 
zovernment document providing the 
states with options for taxation arrange- 
ments added to concerns. Australians 
zonsider themselves over-taxed as it is; 
te prospect of further taxes is not an 
alectoral winner. 

Hawke reassured his back bench 
hat New Federalism would not involve 
iny devolution of taxation powers to 
he states. However, the states then 
zave him a proposal for a tax sharing 
wrangement under which they would 
ake 6% of personal income tax above a 
ax-free threshold — worth about A$10 
Шоп a year. 

The Labor cabinet was forced, in the 
vake of the concerns fostered by 
Xeating, to reject the proposal. The pre- 
niers responded by telling Hawke they 
vould not meet with him. 

Whatever the worth of Hawke's 
lreams for a new system, Keating ap- 
ears to have successfully ambushed 
hem. Li 
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MALAYSIA 


Umno assembly attacks sultans 


Sitting target 


By Michael Vatikiotis in Kuala Lumpur 


alaysia's nine hereditary rulers 
M have again come under attack 

from the Malay political establish- 
ment. Criticism of the sultans was forth- 
right and specific at the mid-November as- 
sembly of the ruling United Malays Na- 
tional Organisation (Umno) and analysts 
are wondering if there exists a genuine 
groundswell of support for curbing the 
powers of the rulers, or whether, as one 
delegate put it, the attack was merely a 
"distraction." 

The Umno leadership itself drew the as- 
sembly's attention to the question of the 
rulers' alleged abuse of privilege. In his 
opening address at the assembly, Prime 
Minister Datuk Seri Mahathir Mohamad 
dwelt at length on the historical role of 
Malay rulers. He described the pre-colo- 
nial period as one where administration 
"served the interest of a small group of 
nobles with vested personal interests." He 
invited comparison between that period, 
when the sultans held sway, and the ten- 
dency for certain people to “still put their 
personal interests above that of the nation 
and community." 

Mahathir's remarks set the tone for 
much of what followed. The first two dele- 
gates to speak from the floor urged the 
party to take a stand on the involvement of 
royalty in business. Remarkably, for a sub- 
ject that is considered sensitive, delegates 
were not shy about naming the sultans 
concerned. The royal house of Selangor 
bore the brunt of the attacks, with accusa- 
tions of interference by the Sultan in the 
allocation of contracts. 

The attack on the rulers was similar but 
more specific than those made at last year's 
assembly, where a resolution was tabled 
calling for the rulers to be restrained from 
interfering in politics. That was the first 
time the Umno leadership had taken on 
the rulers since Mahathir was forced to 
seek party support for amendments to the 
constitution to check royal power in 1983. 

It was important for the Umno leader- 
ship not to be seen attacking the rulers di- 
rectly because of the potential weapon this 
might offer to the opposition. However, 
most observers agree the attack on royalty 
must have been generated from the top. It 
is difficult to conceive, they say, of so many 
delegates addressing the same issue with- 
out direction from the Umno supreme 
council. As to why it was felt necessary to 
single out the rulers for a second time in 
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two years, analysts are less clear. ‘ 
One view is that a genuine reservoir of 
resentment is building up within Umno 
over the business practices of the rulers. 
Most royal households have long engaged 
in business. Substantial royal land holdings 
in the states give rulers considerable lever- 
age over lucrative property developments. 
In the modern sector of the economy, royal 
families own banks, insurance companies, 
and substantial shares in listed companies. 
With an increasing proportion of the 
Umno membership engaged in business, 
competition between royalty and common- 
ers is generating friction, analysts say. 
“This time it has really begun to affect peo- 
ple’s pockets,” said a Kuala Lumpur law- 


yer. “Businessmen say ‘don’t bother with — 
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Mahathir: historical role of rulers. 


big projects because they will go to roy- 
alty’.” 

Against this, analysts point out that 
many bumiputra businessmen act in con- 
cert with the rulers, drawing on their pa- 
tronage and substantial real-estate hold- 
ings. Umno politicians themselves might 
be reluctant to push the issue too far and 
risk losing the array of titles awarded by 
the rulers which are considered a valuable 
mark of status in Malaysian society. 

A contrasting view regards the royal is- 
sue as something of a political red herring. 
While the party leadership remains un- 
happy about the actions of certain rulers 
— specifically the sultan of Kelantan, 
whom Umno blames for its sole state de- 
feat in last year's elections — at this assem- 
bly there were more pressing internal 
issues, such as the struggle for future 
party leadership, which some delegates 
feel were camouflaged by the attacks on 
the rulers. " 
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Indian prime minister 

passes polls test 

> By-elections for 15 seats in India's 
lower house on 16 November saw Prime 
Minister P. V. Narasimha Rao returned to 
parliament with an overwhelming 
majority from his Andhra Pradesh 
electorate, while Defence Minister Sharad 
Pawar won a seat from Maharashtra 
where he had previously been chief 
minister. Rao stood for elections to meet a 
requirement that cabinet members be 
elected MPs. His Congress Party won 
eight of the seats, which was considered a 
respectable endorsement, but with only 
231 seats out of 520 it would still need 
heavy defections from opposition parties 
such as Janata Dal to gain an absolute 
majority. 


New Delhi sends more 

troops to troubled state 

> The Indian military began deploying 
more than 50,000 troops into Punjab in 
mid-November as part of intensified 
operations against Sikh separatists before 
elections to be held by 15 February. The 
build-up, to be completed in early 
December, will bring the total number of 
army, paramilitary and police forces in 
the state to about 200,000. 


Pretoria assurance 

on Taiwan ties 

> South African President Е. W. de Klerk 
reaffirmed his country's diplomatic ties to 
Taiwan during a visit to Taipei on 14 
November but said South Africa would 
expand its trade with China just as 
Taiwan itself is doing. “We will not turn 
our backs on old friends, even when 
things are changing fast for us,” de Klerk 
said, adding that South Africa will 
conduct trade wherever it can. 


Seoul officials eye 

hi-tech missile systems 

> South Korean officials are negotiating 
with the US for deployment of state-of- 
the-art weapons including Patriot missiles 
in preparation for the removal of US 
tactical nuclear weapons from South 
Korea, according to official sources. Seoul 
newspapers reported in mid-November 
that this was one of the topics on the 
agenda at bilateral security talks in Seoul 
on 20 November with US Defence 
Secretary Dick Cheney. Also, a senior 
South Korean official has indicated that 
North Korea's refusal to accept 
international inspections of its nuclear 
facility could affect the US decision on 
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gradual withdrawal of some of its ground 
troops from South Korea. 


China set for massive 
waterworks projects 

> China has earmarked Rmb 28 billion 
(US$5.3 billion) for waterworks 
nationwide over the next five years. Such 
large-scale public outlays are rare in the 
middle of an ongoing five-year plan 
period. The new drive may reflect a bid 
by party conservatives to counter the 
influence of private plot farming in rural 
China with a re-emphasis on collective 
undertakings — a theme likely to be 
raised at the forthcoming communist 
party plenum. The first of the designated 
projects will link the Huaihe and Yangtze 
rivers and Taihu lake in the heart of the 
area ravaged by floods last summer. 
About Rmb 8 billion of the funds will go 
to paying, in kind rather than in cash, 
farmers who are drafted into the projects. 





Hanoi turns to 

Singapore for advice 

P Vietnamese Prime Minister Vo Van 
Kiet has asked Singapore's Senior 
Minister Lee Kuan Yew to act as an 
economic adviser to Vietnam. Lee, the 
former Singapore prime minister, was 
recently asked to play the same ad-hoc 
role by the Soviet Central Asian republic 
of Kazakhstan. He was approached by 
Kiet during the latter’s recent visit to 
Singapore. Sources say Lee has not yet 
decided to accept the position. 


Wellington eases 
South Africa curbs 


> New Zealand has lifted all people-to- 
people sanctions against South Africa, 
Prime Minister Jim Bolger announced in 
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Wellington on 18 November. These are 
consular and visa restrictions and curbs 
on tourism promotion and direct air 
links. 


Japan gets US 
security pledge 
> The US intends to 
strengthen its mutual 
security treaty with 
Japan despite a 
perceived reduction 
in international 
tensions following 
the end of the Cold 
War. This assurance "A 
was given to Japanese Powell. 
Defence Agency head 

Sohei Miyashita on 18 November by 
visiting chairman of the US joint chiefs 
of staff Gen. Colin Powell. In meetings 
with Prime Minister Kiichi Miyazawa 
and Foreign Minister Michio Watanabe, 
Powell said that any sharp cutback 

in military capabilities in Asia by 

the US and its allies would be a “big 





= mistake." 


Rift widens between 
Hongkong councillors 

» Executive and Legislative Councillor 
Allen Lee resigned on 15 November as 
senior member of Hongkong's Legislative 
Council (Legco) amid growing divisions 
between liberals and conservatives. Lee 
was elected senior member by his 
colleagues when the new Legco session 
began last month. But he has since 
become chairman of the Cooperative 
Resource Centre (CRC), a group of 
councillors increasingly seen as a 
conservative foil to liberals returned 
through Legco's first direct elections in 
September. Liberals welcomed Lee's 
resignation as eliminating a possible 
conflict of roles. Lee has since admitted 
that the CRC could evolve into a political 
party. 


New Zealand veteran 
politician calls it a day 

№ Sir Robert Muldoon, National Party 
prime minister from 1975-84, announced 
on 17 November his intention to resign 
from parliament. Muldoon has been 

in poor health since a heart operation 
last year, but gave as his primary 
reason intense dissatisfaction with the 
heavily deregulatory policies of the 
current National government of Prime 
Minister Jim Bolger, which has cut 
spending on state pensions and 
benefits. 
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INDONESIA 


Massacre deals blow to East Timor integration 


Over the edge 


Ву. Адат Schwarz in Dili, ‘East Timor 


he killing of youths when Indone- 
T sian soldiers opened fire on demon- 

strators at a cemetery here on 12 
November, has undone 15 years of effort 
to integrate East Timor into Indonesia, ac- 
cording to at least one MP from the ruling 
Golkar party. 

Although the Indonesian Armed Forces 
(Abri) said the soldiers fired after being 
provoked and that only 19 demonstrators 
died in the clash, 91 were injured and 308 
detained, many eyewitnesses put the death 
toll at 100 or more, with a possibility of it 
rising. 

The widely witnessed killings, which 
took place after a one-hour march in which 
young Timorese demonstrated 
for independence, have badly 
damaged Indonesia's human 
rights record and re-opened all 
the old internal and interna- 
tional resentment and opposi- 
tion over Indonesia's annexa- 
tion of the former Portuguese 
zolony in 1976. 

Abri has not identified any 
»f the detainees or casualties, 
эт described the condition of 
the injured. It did confirm that 
a New Zealand volunteer 
worker, Kamal Bamadhaj, had 
deen killed. The 20-year-old 
student was critically wound- 
ed immediately after the 
shooting started, eyewitnesses 
said. 

The army described the 
demonstration which passed through the 
zentre of Dili as "brutal and violent" and 
said soldiers opened fire on the students in 
order to protect themselves. Six foreigners 
present at the rally and dozens of Timorese 
2yewitnesses who spoke to the REVIEW all 
described the demonstration as orderly 
ind disciplined and said the army, with- 
Jut warning or provocation, fired directly 
nto a densely packed crowd gathered in 
tront of the Santa Cruz cemetery. 

The credibility and effectiveness of the 
zovernor of East Timor, Mario Carrascalao, 
ind the senior military officer in the prov- 
nce, Brig.-Gen. R. S. Warouw, have been 
seriously jeopardised by the killings, ana- 
lysts said. The position of respected Indo- 
nesian Foreign Minister Ali Alatas, who 
had lobbied to get a Portuguese parlia- 
mentary team to visit East Timor, which 
the Portuguese cancelled in October, has 
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also been weakened. 

Indonesia invaded East Timor in late 
1975 after a nominally communist group 
had assumed power in the wake of the 
Portuguese withdrawal earlier in the year. 
The territory was made Indonesia's 27th 
province in mid-1976 and Jakarta has 
maintained since then that the majority of 
Timorese are in favour of integration with 
Indonesia. 

The UN continues to treat Portugal as 
the administrating power in East Timor, 
and most Western countries have not offi- 
cially recognised Indonesia's takeover. 

The province remained closed to out- 
siders for 13 years and human rights 
groups claim more than 100,000 Timorese 
died during that period in fighting or from 





Santa Cruz cemetery where the massacre occurred. 


starvation and neglect. Since the late 1970s, 
the army has waged a low-intensity cam- 
paign against guerillas of the Fretilin inde- 
pendence group who are said to currently 
number no more than a few hundred. 
However, in recent years there has been 
a sharp upturn in anti-integration senti- 
ment among the young, especially in Dili, 
according to church officials and other East 
Timor observers. A large majority of East 
Timor's 750,000 inhabitants are Catholic, in 
contrast to the overwhelming Muslim ma- 
jority elsewhere in Indonesia except in the 
island of Bali, which is basically Hindu. 
Independence-seeking youths have 
been treated harshly, according to many 
accounts from Timorese activists and sev- 
eral international human rights groups. In 
August, London-based Amnesty Interna- 
tional criticised what it said was an "ac- 
celerating pattern of short-term detention, 
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torture and ill-treatment of political oppo- 
nents" in East Timor. 

The procession on 12 November was 
partly intended as a memorial for one of 
two Timorese youths who died two weeks 
earlier in a clash at Dili's Motael church. 
One of the victims was a Timorese intelli- 
gence agent working for the army, said the 
senior clergyman in Dili, Bishop Carlos 
Ximenes Belo. The other, Sebastio Gomes, 
was sleeping in the church on the night of 
the attack. 

A memorial mass for Sebastio was held 
at the church at around 6:15 a.m. on 11 
November. Between 7 a.m. and 7:15 a.m. 
youths left the mass and assembled into a 
procession which filled the road running 
along the beach through Dili's centre. The 
group leaving the church numbered be- 
tween 1,000 and 1,500, according to army 
and eyewitness estimates. The demonstra- 
tors, most under the age of 25, were led by 
small girls carrying flowers. 

The marchers had intended to walk past 
the governor's office and continue up to 
the Santa Cruz cemetery, a distance of 
about 3 km. After laying flowers on 
Sebastio's grave and holding 
a prayer service, they had 
planned to march back down 
to the Turismo Hotel and hold 
a demonstration there. 

Staying at the Turismo was 
Pieter Kooymans, the UN 
Special Rapporteur on Tor- 
ture. He was the first high- 
ranking international official 
to visit Dili since the cancella- 
tion in late October of the Por- 
tuguese visit to East Timor. 
The demonstration which 
youths had planned for the 
Portuguese visitors was held 
for Kooymans instead, ac- 
cording to several Timorese 
who took part. 

Leaving the Motael church, 
some demonstrators unfurled 
banners and posters, some of which had 
been hidden on the beach during the mass. 
The banners carried messages such as 
"Viva East Timor," "We Love Independ- 
ence," "[UN] Secretary-General: We Are 
Waiting For You.” One demonstrator car- 
ried a poster of Xanana Gusmao, the com- 
mander of Fretilin and leader of the oppo- 
sition movement. 

Maj.-Gen. Sintong Panjaitan, who has 
operational authority for East Timor but is 
based in Bali, claimed that near the begin- 
ning of the march, a man left the proces- 
sion and stabbed Maj. Girhan Lantara, 35, 
a deputy commander of the 700th Battal- 
ion, in the chest. The major is recuperating 
in a Jakarta hospital, Panjaitan said. He 
added that demonstrators threw rocks at 
buildings on the procession route and 
hurled abuse at soldiers. 

According to Panjaitan, who gave the 
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first official report of the incident at a press 
conference in Dili on 14 November, sol- 
diers arrived at the Santa Cruz cemetery to 
“keep order" and prevent destruction of 
property. Warouw told the REVIEW that 200 
armed soldiers arrived at the cemetery. 

Panjaitan said the demonstrators ver- 
bally abused soldiers in front of the ceme- 
tery and brandished knives. He said a shot 
rang out from the crowd, whereupon the 
soldiers fired warning shots in the air. 
Then, one demonstrator threw a grenade 
at the soldiers which did not explode, 
Panjaitan said. 

At this point, an officer yelled “Don’t 
shoot,” but the order was misunderstood 
or not heard and the soldiers opened fire, 
he said. Panjaitan expressed regret at the 
loss of life but said the soldiers were left 
only with the choice of “kill or be killed.” 
He said soldiers later collected three rifles, 
three pistols, six grenades and hundreds of 
knives from killed, injured or captured 
demonstrators. 

Apart from the account of the stabbing 
of Lantara, more than 30 eyewitnesses con- 
tacted by the REVIEW contradicted the of- 
ficial army account in every significant 
detail. 

According to numerous eyewitnesses, 
there were no soldiers at the cemetery 
when the procession arrived. Some stu- 
dents had draped their banners across the 
front wall of the cemetery and some were 
shouting independence slogans. Witnesses 
say some demonstrators may have been 
carrying knives but that at no point, either 
along the procession or at the cemetery, 
were weapons of any kind visible to on- 
lookers. The procession had grown in size 
along the way and numbered about 2,000 
when it arrived at the cemetery, witnesses 
estimate. 

The procession was described as or- 
derly and disciplined by many partici- 
pants. Witnesses say the procession re- 
mained within the confines of the road at 
all times and that while slogans were 
shouted, soldiers on the route were not 
verbally abused. Many soldiers and po- 
licemen lined the route of the procession, 
some armed and some carrying wooden 
batons. 

Some witnesses say there were some 
stones thrown by both demonstrators and 
soldiers but only at a few points along the 
procession route. 

The procession arrived at the cemetery 
around 8 a.m. Witnesses said the first sol- 
diers were spotted about five minutes later, 
when 500-800 people had already entered, 
with another 1,000-1,500 standing around 
the entrance. The crowd outside extended 
about 25 m to each side of the main gate 
and was about 20 m deep, according to 
Robert Muntz, an Australian aid worker 
who was near the front entrance, when the 
shooting started. 

A truck carrying 30-40 troops came 


down the road from the north and stopped 
near the intersection at the southwest cor- 
ner of the cemetery. Some of these troops 
were carrying riot shields and batons; the 
rest were armed. Very shortly afterwards, 
about 200 armed soldiers came marching 
down the same route as the procession had 
taken. 

As the first line of soldiers rounded the 
corner, they advanced a few steps towards 
the demonstrators, the nearest being about 
20 m away, and opened fire, witnesses 
said. Soldiers poured down the street in 
front of the cemetery and along the south 
wall, firing continuously. Witnesses say the 
first burst of sustained firing lasted about 
two minutes. 

Two American journalists, Amy 
Goodman and Allan Nairn, were near the 
southwest corner when the soldiers ar- 
rived. "Everybody could see the troops 
marching down the street. The demonstra- 
tors got quieter and quieter and began to 
back away. The soldiers marched in con- 
trolled, deliberate formation, with guns 
raised. They knew exactly what they were 
going to do," said Goodman. 

The soldiers started firing just as they 
passed the two journalists. A second line 
of soldiers beat the two 
with rifle butts and 
kicked them, fracturing 
Nairn's skull. They 
were able to escape 10 
minutes later when a 
car picked them up. As 
he left, Nairn said there 
were "dozens" of bod- 
ies lying in front of the 
cemetery. 

Many demonstrators 
were able to escape by 
running down the road 
past the cemetery or by 
turning down the road 
along the north side of 
the cemetery and then 
into the surrounding 
neighbourhoods. Oth- 
ers pressed into the 
cemetery. 

АП eyewitnesses 
who spoke to the REVIEW agreed that no 
warning shots were fired and no orders to 
disperse were given. Timorese eyewit- 
nesses denied that any demonstrators car- 
ried guns or grenades. "If we had these 
weapons, how come nobody used them 
when we were fired on?" asked one boy. 

“It is very common that every time they 
kill a Timorese the soldiers plant some kind 
of weapon," said another witness. 

"We went forward to the soldiers 
thinking that the presence of foreigners 
might deter the soldiers from firing," said 
Goodman. "But I never would have 
thought of doing so if at any time I saw 
that the demonstrators were armed in any 
way, even just carrying rocks." 
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Sintong: provocation. 


Some demonstrators inside the ceme- 
tery were able to escape by leaping over 
the walls of the cemetery before the sol- 
diers advanced. Chris Wenner, an English 
film producer who was trapped in the 
cemetery, said wounded people were 
flooding over the south wall of the ceme- 
tery but that for the first few minutes the 
soldiers stayed out of the cemetery. 

“After the first volley of firing, there 
was a pause as soldiers surrounded the 
cemetery. They got up on the walls and, 
on an order, started firing into the ceme- 
tery and then moved into the cemetery in 
force,” Wenner said. 

According to Wenner and scores of 
other eyewitnesses, soldiers shot at, 
stabbed and beat people running through 
the cemetery and lying on the ground. 
Witnesses say sustained shooting contin- 
ued with varying intensity for about 30 
minutes with scattered gunshots being 
heard around Dili for several hours. 

No one knows how many injured are 
not getting medical treatment rather than 
report to a government hospital but many 
Timorese believe the number is consider- 
able. Equally unclear is what, exactly, mo- 
tivated Indonesian soldiers to open fire on 
unarmed youths. Most 
commentators believe 
the order to open fire 
did not come from sen- 
ior Indonesian army 
officers. Вгір.-Сеп. 
Warouw, who is con- 
sidered one of the better 
military commanders to 
have served in East 
Timor, appeared pale 
and shaken at the 14 
November press confer- 
ence. He told the 
REVIEW he was asham- 
ed at what had hap- 
pened. 

It is more under- 
standable, analysts say, 
to view the killings as 
the culmination of a pe- 
riod of extremely high 
tension. Emotions had 
been running high for months in prepara- 
tion for the Portuguese visit. Timorese say 
the army had launched a systematic in- 
timidation campaign to discourage 
Timorese from demonstrating during the 
Portuguese visit. There are many allega- 
tions of night-time arrests and torture. 

Nerves were frayed still further after the 
deaths of the two youths on 28 October, it 
could have been the stabbing of Lantara 
that pushed the soldiers over the edge, 
some observers believe. 

Even if the stabbing had not occurred, 
soldiers may have been sufficiently en- 
raged simply by the boldness of the dem- 
onstrators in shouting anti-Indonesian slo- 
gans in the centre of Dili, suggests Belo. 
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Both Belo and Carrascalao said they had 
feared the same kind of violence would 
have occurred had the Portuguese come. 

The 12 November incident puts in tragic 
relief the failings in the army’s campaign 
to win over the “hearts and minds” of the 
Timorese, in the words of Panjaitan. 
Carrascalao, in an interview, bitterly criti- 
cised the army’s practice of employing 
Timorese men as intelligence agents. 

Calling these agents “thugs and ban- 
dits," the governor said that by using them 
the army had added still further to the cli- 
mate of fear in East Timor. He said the 
army would have to change its approach, 
but did not say in what way. 

Some fear that the army may close 
ranks against the province and crack down 
viciously on all signs of opposition. This 
would be a major setback for officials such 
as Alatas who have pushed for more 
openness. 

But many analysts say Alatas’ ability to 
influence policy on East Timor may be re- 
duced following the killings. It was Alatas, 
against the advice of Carrascalao, Belo and 
many in the army, who decided to push 
ahead with the Portuguese visit. The 
prospect of this visit greatly increased the 
level of tension in East Timor and was 
certainly one factor behind the killings. 

“The problem [with the Portuguese 
visit] was that neither side understood 
what the other wanted. For the Timorese, 
the [idea of a] visit was a mistake,” said 
Carrascalao. 

A partial explanation for Alatas’ mis- 
calculation is the scarcity of accurate news 
coverage out of East Timor. Domestic news 
organisations rarely report on it except in 
quoting official sources. Few local publi- 
cations have dared veer far from the official 
account of the 12 November killings. 

What is reported are the economic gains 
that East Timor has enjoyed since integra- 
tion. Per capita income is only about 
US$200 in East Timor — about 40% of the 
national average — but this is five times 
the level it was when the Portuguese 
withdrew. 

Indonesia has invested substantial 
amounts in new roads, bridges and 
schools. But the degree of opposition to 
integration that still remains is almost 
never alluded to in domestic reports. 

There have been strong reactions to the 
killings from many of Indonesia’s most 
important trading partners. Australia, the 
US and Japan have all expressed concern 
and urged a full investigation. The UN and 
the International Red Cross, which has 
been denied access to detainees and 
wounded, made similar statements. 

International condemnation of the inci- 
dent has elicited a strong response in Ja- 
karta. Abri Commander in Chief Gen. Try 
Sutrisno regretted the killings but said the 
matter was an internal one for Indonesia. 
He rejected criticism about human rights 

















violations. 
“Indonesia is a 
member of the UN Hu- 


man Rights Commission. There is no doubt 
about human rights in Indonesia,” he was 
quoted as saying. He and other senior offi- 
cials vigorously attacked the foreign media 
for exaggerating and misreporting the in- 
cident. 

On 17 November, State Secretary 
Murdiono said Indonesia would form a 
national investigating team to study what 
happened. The team will consist of officials 
from the ministries of foreign affairs, jus- 
tice and home affairs, and representatives 
of the armed forces, the national advisory 
body and parliament. While some analysts 
said the step was unusual in Indonesia's 
experience, others said the composition of 


AFGHANISTAN 


Half-way 
house 


By Sophie Quinn-Judge in Moscow 
After four days of negotiations in Mos- 
cow, an Afghan resistance delegation 
led by the Peshawar-based Burhanud- 
din Rabbani agreed to a joint declara- 
tion calling for the transfer of power in 
Afghanistan to a “transitional Islamic 
government.” Soviet and Russian dip- 
lomatic sources told the newspaper 
Izvestiya that the 15 November de- 
claration referred to a transitional body 
to be based on peace settlement plans 
drawn up by the UN Secretary-Gener- 
al's office. 

The mujahideen team stated its 
readiness to hold elections within two 
years of the creation of the transitional 
government, Soviet sources said. 
Elections would be held under the aus- 
pices of the Islamic Conference and the 
UN 








Moscow's chief aim in these negotia- 
tions, to win the release of prisoners of 
war believed to be held by the various 
resistance groups, was only partially 
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the team would prevent it from getting а! 
the truth. 

Abdul Hakim, who heads the Jakarta- 
based Legal Aid Society, urged the gov- 
ernment to let representatives from non- 
government organisations and journalists 
join the team. He also said the 
government should not be sc 
sensitive about foreign partici- 
pation in the investigating 
team. 

It is not certain that the 
press will continue to have ac 
cess to East Timor. Althougt 
some foreign journalists were 
allowed in immediately afte: 
the killings, a journalist for the Japanese 
Kyodo News Service was denied entry or 
17 November. 

Timorese sources dismissed the investi: 
gating team completely, saying Timorese 
eyewitnesses to the killings would be fa: 
too frightened to speak to the team with 
out guarantees of safety from internationa 
organisations. 

One woman mourning in Santa Cru; 
cemetery on 14 November said: “Someone 
always investigates when one of us is killec 
and then they go away. Then someone elst 
is killed and there's another investigatior 
and nothing happens. If it keeps going lik 
this, they'll end up killing us all." i 


satisfied. The mujahideen delegation 
agreed to release one group before the 
end of the year, while both sides under- 
took to try to free prisoners held by all 
parties to the conflict. 

The Soviet side (which included 
representatives of five republics in- 
cluding the Russian Republic) con- 
firmed its plans to end all weapons de- 
liveries to Kabul before the new year, as 
well as deliveries of fuel for military 
purposes. 

It is unclear how much weight this 
joint declaration will carry, as the 
strongest resistance group militarily, 
Gulbuddin Hekmatyar's Hizbe Islami 
party, refused to take part in the nego- 
tiations. In an interview published in 
Komsomolskaya Pravda on 12 November, 
Hekmatyar confirmed his opposition to 
a transitional government which would 
include representatives of the Najibul- 
lah regime or the former king, Zahir 
Shah. 

Moscow's negotiators are apparently 
hoping to soften Hekmatyar's opposi- 
tion by sending a special delegation to 
Peshawar to meet him. At the same 
time a special joint commission, to in- 
clude representatives of several Soviet 
republics, is being formed to oversee the 
implementation of the joint declaration. 
It will probably be based in Peshawar, 
if Pakistan agrees. a 
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INDIA 


Germany, Soviet Union s - double shock 


By Hamish McDonald іп New Delhi - 
that its military spending is under 


I sharper scrutiny by major aid donors 
and that its freedom of manoeuvre in de- 
fence and nuclear issues may have been 
greatly reduced by superpower detente 
and Soviet political changes. 

New Delhi was stunned on 11 Novem- 
ber when the Soviet Union voted in a com- 
mittee of the UN General Assembly for a 
proposal sponsored by Pakistan and sec- 
onded by Bangladesh for a nuclear-free 
zone (NFZ) in South Asia. This was the first 
time Moscow had lined up against India in 
the UN. 

The other shock came from Germany, 
where on 8 November Economic Coop- 
eration Minister Carl-Dieter 
Spranger said German deve- 
lopment aid to India, currently 
DM 395 million (US$245 mil- 
lion) a year, would be cut by 
25% next year because of In- 
dia's “excessive armament.” 
German aid to Pakistan would 
also be cut for the same reason. 

The cut would be only a tiny 
dent in the US$6 billion annual 
aid commitments to India from 
all sources and will not have an 
impact for some time as actual 
disbursements of German aid, 
from previous commitments, 
are likely to rise over the next 





ndia has received two sharp reminders 


End of 
appeasement 


The Indian Government is swinging 
more overtly behind international pres- 
sure on the Burmese military regime to 
restore democracy and respect for hu- 

ts. This follows a period of po- 
litical in which bureaucratic timid- 
ity came to the fore and led to some acts 
of appeasement towards Rangoon. 

A strongly worded statement by 
New Delhi on 11 November called for 
the immediate and unconditional release 
of National League for Democracy (NLD) 


one or two years in response to a World 
Bank call for faster payment to help New 
Delhi cope with its payments crisis. 

Even so, the German move represents a 
more general trend among donor coun- 
tries, and one that may not only affect 
India. Diplomats say British Prime Min- 
ister John Major and Canadian Prime Min- 
ister Brian Mulroney mentioned arms 
spending in talks with Indian Prime Minis- 
ter P. V. Narasimha Rao at the recent Com- 
monwealth summit in Harare. The Japan- 
ese Government is also talking of linking 
aid levels to arms control issues. 

High levels of military spending are 
also starting to figure as an issue in the 
Uruguay Round of international trade ne- 
gotiations. Questions are being asked about 
the routine use by some developing coun- 





Indian submarine: under the West's gaze. 


leader Aung San Suu Kyi, kept incom- 
municado under house arrest in Ran- 
goon for two years. The Indian statement 
was conveyed by Indian Ambassador 
P. M. S. Malik on 14 November to the 
Burmese Foreign Ministry, which re- 
jected its demands. 

The Indian contacts with U Nu, Bur- 
ma's prime minister for much of the 
parliamentary democracy era between 
independence and Gen. Ne Win's army 
takeover in 1962, provided a personal 
thread for Indo-Burma relations which 
has not yet been snapped. U Nu's 
friendship with the late Jawaharlal 
Nehru was maintained under Indira 
Gandhi, who gave U Nu refuge in India, 
and by Rajiv Gandhi, whose government 
su moves for democracy in 1988. 

India’s chief influence on events had 
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tries like India of curbs to suppress imports 
of consumer goods while maintaining a 
high level of military equipment imports. 

Spranger said on 10 October his minis- 
try in future would apply five criteria to 
recipient countries: respect for human 
rights, popular involvement in political 
decision-making processes, legal security, 
creation of a “market friendly” economic 
system, and orientation of government 
policies towards development. 

Aid levels being framed for 1992 under 
these criteria would lead to cutbacks in the 
case of five of the 10 largest recipients: In- 
dia, China, Indonesia, Pakistan and Mo- 
rocco. 

Referring to the fifth criterion, Spranger 
said development could not be achieved in 
many countries without reducing exag- 
gerated military spending. In assessing 
military spending, Bonn would look at the 
percentage of GNP spent on defence, the 
ratio of military spending to other sectors 
of government spending, especially edu- 
cation and health, and the share of weap- 
ons in total imports. 

The cut in India’s case has resulted in 
mixed feelings among diplomats of aid- 
donor countries here. Some 
think it a useful jolt to the In- 
dians. Others think it is sending 
the “wrong signals” at a time 
when India is starting to hold 
back and scrutinise defence 
spending of its own accord. 

Indian defence spending is 
projected at Rs 183.55 billion 
(US$7.17 billion) in 1991-92 
(April-March), against Rs 
176.84 billion in 1990-91. This is 
a 3.8% nominal increase, but 
with inflation running at a rate 
well over 12% it actually rep- 
resents a substantial real cut. 
Furthermore, defence experts 
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been through the Burmese language 
service of All-India Radio (AIR), on which 
U Nu's daughter Than Than Nu has 
been a translator-announcer for the past 
10 years. But they were toned down after 
the defeat of Rajiv Gandhi's Congress 
Party in the November 1989 elections. 
When Than Than Nu returned from two 
months leave at the end of May, her su- 
pervisor told her she could no go 
on air, though she remains in the AIR 
Burmese section. 

However, the new government of 
Prime Minister P. V. Narasimha Rao 
seems to be up the line 
of policy. is under way to have 
Than Than Nu returned to AIR broad- 
casts, and there have been calls for India 
to downgrade diplomatic relations with 
Burma. m Hamish McDonald 
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REGIONAL AFFAIRS 


said Rao's cabinet had told the armed 
services in early November to come up 
with substantial internal economies or 
outside cost-cutters would be sent in. 

As a proportion of GDP, defence spend- 
ing this year is put by Finance Minister 
Manmohan Singh at 2.8%. As a proportion 
of the total budget, it falls from 16.5% to 
16.1%. On the face of it, these are modest 
proportions of public spending going to 
defence compared with levels in Pakistan 
and several other developing countries. But 
this ignores the adversarial setting, in 
which Pakistan is matched against a larger 
neighbour. 

The Western powers are well aware 
that they have acquired new leverage on 
countries like India because the Soviets are 
no longer willing to provide soft-currency 
military equipment deals. Moscow is also 


MALAYSIA 


proving much less indulgent of India's 
independent line on nuclear proliferation. 
The Soviet vote on the South Asia NFZ 
proposal was a major issue in talks 
held by Indian Foreign Minister Mad- 
havsinh Solanki in Moscow on 15-16 No- 
vember. 

Indian observers were anxious about 
the reception from Russian President Boris 
Yeltsin, who had been frosty towards New 
Delhi since its initial swing behind the 
hardline communist coup attempt in Au- 
gust. This had more than symbolic impor- 
tance: India may well have to set its 1992 
quotas for Indo-Soviet trade with the Rus- 
sian Republic rather than the Soviet Union 
for it to have practical effect. 

In talks at the Soviet Foreign Ministry, 
Solanki's party realised the UN vote was 
no aberration. The Indian Foreign Minis- 


Mahathir’s dream 





By Michael Vatikiotis in Langkawi 


How do you turn a sleepy tropical is- 
land into a regional arms bazaar? For the 
sceptics who said it could not be done, 
scenes from the 11 November opening 
of the Langkawi International Maritime 
and Aerospace show (LIMA 91) will have 
made them eat some, but not all, of their 
words. 

The show was well attended by most 
of the region's top military brass and 
defence chiefs. Australia and Britain sent 
top-level ministerial and military dele- 
gations. The Soviet Union, now that free 
market principles have penetrated even 
the defence establishment, sent six air- 
craft and a combined sales and opera- 
tional team of more than 150. Almost 100 
companies participated as exhibitors at 
the show, a pet project of Prime Minister 
Datuk Seri Mahathir Mohamad. 

Royalty graced the occasion. The 
Sultan of Kedah officiated at the opening. 
The Sultan of Brunei exercised his keen 
military interest, and Britain's Prince 
Michael of Kent dropped in for lunch 
and a tour of the show. 

Two years in gestation, LIMA 91 was 
the outcome of Mahathir's drive to pro- 
mote Langkawi, lying off the west coast 
of peninsular Malaysia, and drag it hur- 
riedly into the mainstream of Malaysia's 
booming economy. First came tourist 
cement plant, and the 
de area. Then LIMA 91 

/tuffied it ИМ а market for armaments. 
ad Fie چ‎ of the air and sea exhi- 
bition itis the first of its kind any- 
where ip*tRe world. Mahathir claimed 
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Mahathir at Langkawi aerospace show. 


the show was part of a new drive to at- 
tract “selected aerospace industry and 
business” to the island. 

But the prime minister was clearly 
disappointed by the show’s military fla- 
vour. Remarkably enough, given his au- 
dience, he criticised the vast sums spent 
on defence and hit out at conventional 
arms proliferation. For LIMA 91, he would 
have preferred to see more stress on civil 
aviation and pleasure craft. “Today in 
Malaysia a padi farmer thinks nothing of 
flying from his state to Kuala Lumpur in 
the morning to return late at night,” he 
said, arguing the need for more stress on 
local air services in Southeast Asia. 

Langkawi is a symbol of what 
Mahathir is trying to make of his coun- 
try. Development has been rapid; some 
of the targets are ambitious. Three years 
ago there were only a few small hotels 
and a trickle of visitors. Last year, 900,000 
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try’s most senior official, Muchkund 
Dubey, said there was “an honest differ- 
ence of opinion” with Moscow on nuclear 
proliferation, but that India would not 
change its position. 

India has rejected the Pakistani NFZ 
proposal as flawed because it did not take 
into account Chinese nuclear weapons, 
ship-borne weapons in the Indian Ocean, 
or nuclear proliferation which might al- 
ready exist in the region. New Delhi has 
rejected the Nuclear Non-Proliferation 
Treaty as unjust because it restricts nuclear 
weapons to the five permanent members 
of the UN Security Council. Although it 
insists it has only the capability to produce 
nuclear weapons and no intention to make 
them, New Delhi refuses to fetter itself 
unless it is in the context of global nuclear 
disarmament. a 


visitors came to Langkawi and had a 
choice of luxury resorts. 

Two years ago, Malaysia hosted part 
of the Commonwealth Heads of Gov- 
ernment Meeting in Langkawi, for which 
a luxury hotel had to be rushed to com- 
pletion in less than five months. For LIMA 
91, two hotels were built in just 50 days. 
Islanders, marvelling at the flood of VIPs 
to the show, nonetheless wondered who 
would fill the rooms and staff the hotels 
once the guests and the hundreds of 
service workers brought in from Kuala 
Lumpur had all left. 

Some participants grumbled at the 
expense of coming to such a show, but 
governments with commercial prospects 
in Malaysia were acutely aware of 
Mahathir's personal interest. To stay 
away would have invited diplomatic 
risks. The conspicuously large Australian 
delegation indicated Canberra's eager- 
ness to show that recently sour bilateral 
relations were on the mend. 

The Soviet Union was in Langkawi to 
sell arms. Its hopes are pinned on 
drumming up regional interest in the 
MiG29, which it is offering at a "friendly 
price.” “We do not want to make com- 
mercial profit, but we want to cover our 
expenses," said one Soviet trade official. 

Mahathir pays very close attention to 
Langkawi's development. He travels 
frequently to the island, and personally 
supervised preparations for LIMA 91. A 
committee comprising five ministers was 
set up to prepare the show. 

As high-powered international arms 
dealers, ministers and generals mingled 
with curious local onlookers to watch the 
latest Soviet fighter aircraft roar over- 
head, many wondered what they were 
there for. But if it all leads to Langkawi 
becoming another Phuket or Bali, with a 
pinch of Silicon Valley, Mahathir's en- 
thusiasm will have been fully justified. ш 
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Fifth Annual 
` Asia Capital Markets Conference 


Hyatt Regency Singapore, January 16-17, 1992 


| The Asian Wall Street Journal is pleased to announce the Fifth Annual Asia Capital x. 

Markets Conference. This important international conference is designed to provide a suitable _ 
public forum for leading policy makers, international financial, accounting, consulting and 
legal institutions to discuss and focus on the principle developments and opportunities 
concerning the liberalization and internationalization of Asian Bond, Stock, Money and 
Futures Markets. 





Special workshops will be conducted by: 
Arthur Andersen & Co. 
Chicago Board of Trade/Chicago Mercantile Exchange 
Istituto Bancorio San Paolo di Torino 
J.M. Sassoon & Co. (Pte) Ltd. 
Yamaichi Securities Co. Ltd. 


A luncheon will be hosted by: 
Milbank, Tweed, Hadley & McCloy 


Representatives from the financial, investment and corporate communities of Asia, 
Europe and the United States should not miss this unique opportunity to meetour distinguished 
panel of speakers, and to address their own concerns directly with the policy makers and 
experts involved. 


For full conference details and information, please contact: 


In Hong Kong: In the United States: 

Kitty Lau Judi Puritz 

The Asian Wall Street Journal Asia Capital Markets Conference 
G.P.O. Box 9825, Hong Kong Phone: 305-442-8789 

Phone: 852-573-7121 Fax: 305-448-3794 

Fax: 852-834-5291 Telex: 272861 ACI 


Telex: 83828 AWSJ HX 


On line global Capital Markets Data provided by TELERATE 
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We are sad to say 
that what they claim 
about most Notebook 
PC's is misleading. 

Yes, they are light. 
Unfortunately because 
they are light on the 

“ features that make it a 
truly portable, working PC. 

On paper, they also sound cheap; until you add 
on the cost of adaptors, software, batteries and 
without all these extras, you won't be going anywhere 
to do business. 

That’s why at ALR, we have put together a 
complete Notebook package that’s ready to start 
business immediately. 

For a start the ALR Venture/16 Notebook comes 
standard in this brilliantly designed case that stores 
accessories including adaptors, chargers, mouse, 
power cords and printer leads on one side and 
doubles as a briefcase on the other. 

What's more, all of these accessories are 
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included with the briefcase at the point-of-sale as 
part of the ALR Venture/16 Notebook package. 

So too, is the software. Software that's designed 
for business. Like Microsoft DOS, Windows, Word, 
Excel and Power Point. A complete office on the 
move that gives you the resources and tools to 
produce any business document, spreadsheet and 
presentation in the best possible light. 

The ALR Venture/16 Notebook weighs only 3.2kg, 
yet it’s no lightweight. 

With a 40-MB or 60-MB capacity, 1.44-МВ 3.5" 
floppy drive, full VGA 640 x 480 screen, full-sized keys, 
and optional electronic mail facility, the Venture/16 
Notebook is equipped for heavyweight workload 
whether you're on a plane, beach or on the move. 

You can see the complete package in operation 
for yourself at your nearest ALR Reseller now. 

But be warned, once 
you do, you'll see that : JA. 
there's not a case for any ALR. 
other Notebook PC. ALR International (Pte) Ltd 


All other brand and product names are trademarks or registered trademarks of their respective owners 
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Nacionalista Party faces break-up over nomination 





t could only happen in the Philippines. 
First, opposition Nacionalista Party 
M (NP) president Salvador Laurel ex- 
pelled his two rivals for the NP’s nomina- 
tion in the 1992 presidential elections, party 
secretary-general Juan. Ponce Enrile and 
»usinessman and former Ferdinand 
Marcos associate Eduardo “Danding” 
Cojuangco for allegedly infringing party 
rules. 

Four days later, on 12 November, 
~ojuangco — Aquino's cousin but deadly 
tival — rented a Makati hotel ballroom for 
what was billed as a meeting of the party 
ational directorate. This in turn ejected 
aurel from the party presidency and re- 
alaced him with former Rizal governor 
sidro Rodriguez, the son of the late NP 
‘ounder Eulogio “Amang” Rodriguez. 

Two days after that, in a triumph of 
organisation, the mercurial Laurel, who is 
ilso known to moonlight as President 





Kings of the castle 


Corazon Aquino’s estranged vice-presi- 
dent, went one better. With a brass band 
playing on the forecourt and his supporters 
dressed in shirts proclaiming "We are the 
True NP," he presided over a special ses- 
sion of the party national convention in the 
cavernous Philippine International Con- 
vention Centre. 

Laurel aides claimed an attendance of 
1,410 accredited delegates from around the 
country. Notably absent, however, were six 
of the 16 national officers, and on a stage 
crowded with respected political has- 
beens there was not a single congressman. 

The main order of business was to re- 
elect Laurel as president, at the head of a 
revamped party leadership, and to confirm 
the action taken a week beforehand by his 
loyalist majority on the 32-strong central 
committee in kicking out his two rivals. 

One day later, it was Enrile's turn. He 
hired another hotel ballroom for what he 
claimed was a meeting of the genuine NP 
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CRÉDIT COMMERCIAL DE FRANCE 
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banking for many years. 
Through CCF SUISSE GROUP a 
strong private banking network 
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national directorate. Remarkably, most of 








































the faces did seem id ferent from 
who attended the Cojuangco and Laurel 
affairs. The meeting chose former senator 
Arturo Tolentino as the party leader, but in 
a new twist retained Laurel, for some bi- 
zarre reason, as titular preside 
Cojuangco as a central committee m 

But it was Enrile himself who pro 
the surprise package when, at the e 
an emotional, hour-long speech, h 
nounced he would no longer actively see 
the party nomination for the elections and 
called on Laurel and Cojuangco to follow 
suit. Enrile said he was dropping out of the 
race for the sake of party unity. Admirab: 
as that might sound, the man who turn 
against two presidents — Marcos 


Cojuangco to follow his lead, 
not have expected to produce res 
The NP break-up was predictal 
the ambitions of the three and 
possibility that for Enrile an 
the last throw of the dice. 
came to a head earlier. tha 
probably be put down 
former first lady Imelda 
political plans are sti 
conceivably include run 
NP leaders do not w 
her so. But the oppositio 
to sort out its own choice 
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tory of almost 100 years, CCF 
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seta any sort of bandwagon rolling. 

While the NP does not want to see Mrs 
|!" Marcos as a candidate, the party does have 
" an eye on the money she insists she does 
. ° not have. Newly returned Ferdinand 
= Marcos Jr is Cojuangco's godson and by all 
t. accounts intends actively to support him. 
-= Although Cojuangco and Mrs Marcos do 
> not get on and her inclination would be to 
: back Laurel, even she is a pragmatist when 
she has to be. 

E Right now, Marcos-era labour minister 
. and former NP executive vice-president 
«Blas Ople, an admirably neutral observer, 
. ` feels Cojuangco has created the necessary 
:' momentum to put him ahead of the field. 
i An essential for any candidate is to be 
able to attract the provincial kingpins, 
i those who can deliver the votes. Even 
: government officials fear that given the 
downturn in the economy and the failure 
55. ofthe Aquino administration to strengthen 
_ post-1986 democratic institutions, political 
' patronage could make а big resurgence in 
‚1992, bringing with it many of the families 
. who lost ground in the 1987-88 elections. 
ıı... Cojuangco, who himself is known as apo 
(boss), has made himself a magnet for the 
old-style politicians and the dozen or so 
remaining members of Marcos’ Kilusang 
< Bagong Lipunan (KBL, or New Society 
': Movement), many of whom started their 
‚ careers with the NP in the first place. 
Formed in 1907, the NP shared the post- 
war political stage with the Liberals up 
until the 1972 declaration of martial law. 
4» Then іп 1978, Marcos — who like President 
>, Ramon Magsaysay before him had been 
(S. elected under the NP banner — effectively 
i: made the party moribund by drawing its 
members into his newly formed KBL. It was 
not until May 1989 that Enrile and Laurel 
_ joined forces to formally revive the NP — a 
marriage of convenience which even at the 
time seemed unlikely to last because of 
their competing ambitions. 
` Cojuangco was a latecomer. Returning 
from exile in the US in November 1989, he 
< spent most of the next 20 months travelling 
< around the country, re-establishing old 
connections and testing the water — so 
о much so that he was accused of trying to 
.. steal the NP from the outside. Apparently 
under pressure to do so, he finally joined 
the party last July and was voted on to the 
© central committee. 
sc. As the weeks passed, however, he be- 
“came acutely aware of his vulnerability in 
a party where his rivals for the presidency 
(2 occupied the two key positions. The final 
i straw came when Laurel deviated from a 
ko. previous agreement with Cojuangco and 
7 Enrile to convert the party's arbitration 
committee into the credentials committee 
i for the all-important 1992 convention. In- 
со віеаа he gave the job of examining 
` delegates’ credentials to the national con- 
vention committee, a grouping of the par- 
































ty's 10 regional vice-presidents headed by 





former senator Dominador Aytona, Lau- 
rel's business partner. 

It was that which led Cojuangco to form 
a five-man crisis committee, which in turn 
sparked his expulsion for "acts inimical to 
the party." As for Enrile, his only offence 
appears to have been to try to mediate in 
the dispute. 

While the split may look like a disas- 
trous development for an opposition that 
must be united to have a chance of fighting 
it out against the ruling Lakas ng 
Demokratikong Pilpino (LDP) and Liberal 
parties, appearances are deceptive. Above 
all else, Filipino politicians are realists. 
Unerringly, they will gravitate around the 
candidate who can show he has the great- 
est muscle. 

Ople’s assessment of Cojuangco’s 
strength seems accurate. Twenty-nine 
congressmen are now aligned with the 
Cojuangco faction, led by such political 
heavyweights as Salvador Escudero and 
Victor Ortega as well as influential families 
in Pangasinan, Bicol, southern Luzon, 
Mindanao and Zambales. 

Just as important a trend is shown 
among those who have joined Cojuangco 
from the LDP. Apart from Davao del Sur's 
Benjamin Bautista and Juanito Camasura, 
whom the ruling coalition expelled for 
disloyalty some months ago, Ople claims 
as many as 40 other LDP congressmen out 





JAPAN 


Sending the 
troops 


By Louise do Rosario ir in Tokyo REE 


Japan’ s Self-Defence Force (SDF) ap- 
pears certain to join the UN peacekeep- 
ing forces to monitor the cease-fire in 
Cambodia next year, despite continued 
objections from opposition parties and 
the Japanese public's reservations. 

On 18 November, parliament started 
what was expected to be the final de- 
bate on the revised, much-delayed bill 
to allow overseas dispatch of the SDF. 
With the support of the Komei Party, 
the second-largest opposition party, the 
ruling Liberal Democratic Party (LDP) 
expected the bill to pass before the end 
of November. 

Timing for the LDP is tight. If the bill 
is not passed in the current session, 
which LDP sources say can be extended 
by five to seven davs to 15-17 Decem- 
ber, it will have to wait until early next 
year when budget discussions will 
complicate matters. Also, the Komei 
Party's support, which is currently se- 





of the lower house's total of 188 elected 


members will switch their support to 
Cojuangco in the coming days. 

This is an assertion that cannot be taken 
lightly in a country where ideology is in 
short supply and where just keeping track 
of the political allegiances of many of the 
leading players is difficult enough. "Alli- 
ances are not based on principles, but on 
convenience and privileges," says one 
senior official. 

Another major factor is the very real 
possibility of Cojuangco winning back 
control of the giant San Miguel Corp. be- 
fore the elections. What that would do is 
deliver to him the beer and food con- 
glomerate's entire distribution network — 
and the votes of a myriad of firms and 
employees whose survival and jobs de- 
pend on contracts with a company that 
penetrates the remotest corners of the 
country. 

The desertions hint at an unravelling of 
the alliances Aquino's younger brother, 
Jose "Peping" Cojuangco, stitched together 
with the Marcos loyalists when he formed 
the LDP in the wake of the 1988 local elec- 
tions. Most of the potential defectors are 
said. to be currently aligned with Ramon 
Mitra, speaker of the house. If they do cross 
over, the consequences could be serious, 
especially for Mitra's own presidential am- 
bitions. " 





cure, may be in doubt next year if its 
supporting religious body, Soka Gakkai, 
continues to be plagued by scandals. 

The LDP cannot afford to allow the 
bill to be killed or delayed because of 
the international prestige and diplo- 
matic interests at stake. After its in- 
volvement in the Cambodian settle- 
ment, Tokyo wants a presence in 
Phnom Penh during the transitional 
period. 

The predecessor of the peacekeeping 
bill, the UN Peace Cooperation Bill, was 
killed in parliament last year because of 
public opposition. As a result, Japan 
could not send troops to join the multi- 
national forces in the Gulf and faced US 
criticism. After months of consensus- 
building, the LDP has prepared a bill 
that incorporates some safeguards to 
ensure civilian control over the forces. 

The LDP continues to resist the de- 
mand of the Democratic Socialist Party 
(05р) that the government seek prior 
approval from parliament of each 
overseas SDF mission. The DsP, a 22- 
member opposition party which has 
consistently followed the LDP's line, 
may yield to LDP pressure eventually to ; 
support the bill. Even if it does not, the | 
LDP will still enjoy the majority in both : 
Upper and Lower houses, with the help > 
of Komei. Е. 
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Northern Telecom helps you fly 
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And we'll help keep you cool when you get there. 


It's probable that at any given moment, day or Since 1854, Vittel have been meeting another 
right, there'll be UTA aircraft in the sky ferrying pas- kind of demand.The demand for natural mineral water. 
sengers to any of 43 destinations on 5 continents. So successful have they been that Vittel has 

People on business, others visiting family, but become one of France’s top industrial enterprises. And 
nostly travellers in search of the sun on the beaches of today, Vittel water is sold around the globe including, 
Africa, the Far East and the tropical islands of the Pacific. naturally, in places where the sun shines most. 

Such an operation requires high performance To handle the communications aspects of such 
elecommunications. So UTA chose Northern Telecom’s a constantly expanding business, Vittel decided to 
Meridian system. install two of our Meridian systems in their head offices 

A 5000-line network connects several locations in Vittel itself to provide integrated telecommunications, 
o provide a single dialling scheme with Automatic Call interactive voice messaging plus network connectivity 
Jistribution for reservations listings, plus integrated for their PC’s. 
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Apec meeting clouded by fears of regionalism 


Block politics 





By Shim Jae Hoon in Seoul and 
Robert Delfs in Tokyo 


ashington’s concern about 
W Malaysian plans to form an East 

Asian Economic Caucus (EAEC), 
in an apparent attempt to counter trade 
regionalism in Europe and North America, 
emerged strongly during a three-day 
meeting in mid-November of the Asia Pa- 
cific Economic Cooperation (Apec) forum. 

Hosted by South Korea, the 15-nation 
Apec meeting — which includes nations 
on both sides of the Pacific basin — issued 
a “Seoul declaration” endorsing the aims 
of the Gatt Uruguay Round. During the 
three days of discussions, however, re- 
gional trade and political issues cast a 
shadow over Apec's efforts to present itself 
as an organisation dedicated to multi- 
lateralism. 

The EAEC proposal, which envisages an 
informal consultative grouping of Asian 
nations, including most Asian members of 
Apec but not Canada, the US or Australia, 
was not on Apec's agenda. But 
US Secretary of State James 
Baker came under criticism be- 
fore and during the sessions for 
openly pressuring Japan and 
South Korea against supporting 
EAEC. 

Prior to his arrival in Tokyo 
en route to the Seoul meeting, 
Baker sent a letter to Japan's 
new Foreign Affairs Minister, 
Michio Watanabe, expressing 
concern that movement to- 
wards formation of an eco- 
nomic bloc in Asia is accele- 
rating, and asking Japan not 
to participate in EAEC. Japan 
has yet to decide its stand on 
EAEC but could hardly avoid 
becoming a major influence 
on the organisation if it did decide to join. 

Baker's letter to Watanabe warned that 
the EAEC concept, by excluding the US and 
Canada, would “divide the Pacific region 
in half." The letter appeared inconsistent 
with statements by US Trade Representa- 
tive Carla Hills. 

In October, Hills reportedly told Asean 
ministers in Kuala Lumpur that the US 
viewed EAEC as a forum for discussions 
and that the US would support such dis- 
cussions. 

Baker was even more forthright with 
South Korea. Seoul has had its own reser- 
vations about a Japan-led Asian economic 





grouping, but felt compelled to adopt a 
more open approach after US President 
George Bush's last-minute cancellation of 
his planned trip to Tokyo, Singapore and 
Seoul. But after strong pressuring from 
Baker, Seoul reportedly agreed to back 
down and oppose Malaysia's plan. 

^Malaysia didn't spill blood for this 
country, but we did," Baker told South 
Korean Foreign Minister Lee Sang Ock in a 
private meeting during the Apec confer- 
ence, according to a Washington Post report. 

Next to the regionalism issue, agricul- 
tural liberalisation emerged as the most 
contentious topic at the Apec meeting. Al- 
though officials said the issue of rice import 
liberalisation by Japan and South Korea 
never surfaced, the opening of agricultural 
markets figured high on the Hills agenda. 
Speaking at a breakfast meeting of the 
American Chamber of Commerce, Hills 
also criticised South Korea’s austerity 
campaign as a euphemism for import 
curbs. 

Her implicit pressure on the agricultural 





South Korean rice farmers protesting at Apec. 


issue prompted some commiseration be- 
tween’ Japanese and Korean officials as 
they huddled in Seoul. The newly installed 
Japanese Trade and Industry Minister, 
Kozo Watanabe, confided to Dr Lee Bong 
Suh, his counterpart, during a meeting: 
“This rice problem is causing us a lot of 
headaches.” 

For the South Korean Government, rice 
posed a more immediate worry in the form 
of demonstrations by angry farmers, some 
of whom marched into Seoul during the 
Apec meeting. A few protesters were 
picked up by the riot police, even though 
farm groups were trying to dissociate their 
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movement from radical university students 
intent on capitalising on their mainly eco 
nomic grievances. 

In spite of worries about rice impor 
liberalisation pressures South Korean offi: 
cials claimed to be satisfied that Apec hac 
emerged stronger from the three-day 
meeting, the third at ministerial level since 
it was founded in late 1989. 

The acceptance of China, Taiwan (unde: 
the name of Chinese Taipei) anc 
Hongkong widened the base of the or. 
ganisation’s geographical representation 
Growing confidence in Apec's future was 
demonstrated by a long list of applicant: 
to host future ministerial meetings — 
Bangkok in 1992, the US in 1993, Indonesiz 
in 1994 and Canada in 1995. This suggest: 
that Арес is taking root as a supra-regiona 
organisation despite US, and Asian, anxie 
ties that the world is dividing into trade 
blocks. 

Washington's concern about creeping 
regionalism in Asia appears to have beer 
motivated by alarm at what is perceived a: 
deliberate ambivalence in Tokyo on the 
issue of whether or not to join EAEC. Ja: 
panese officials appeared as surprised a: 
anyone else last December, wher 
Malaysian Prime Minister Datuk Ser 
Mahathir Mohamad put forth a proposa 
for an East Asian Economic Grouping 
(EAEG). 

Tokyo's initial response to Mahathir’: 
„ plan, which explicitly por 
* tended the formation of ar 
Asian trade bloc, was decidedly 
unsympathetic. Japan's deve 
lopment into an economic su 
perpower has been inextricably 
tied to the post-war global fre 
trade regime, and particularly 
to access to markets in Nortl 
America and Europe. 

More recently, however 
high-ranking Japanese bureau 
crats have adopted a more flex 
ible stance. While continuing t 
endorse the broader Ape 
structure, which includes th 
US, Canada and Australia, Ja 
pan has so far failed to indicat 
its response to the plan for EAE 
— the diluted version of EAEC 
that was adopted by Asean economi 
ministers last month. 

Tokyo's flirtation with the EAEC pro 
posal appears primarily intended to creat 
new leverage vis-a-vis Europe and Nortl 
America by making the threat of a retalia 
tory East Asian trade bloc more credible. 1 
is hoped that this could forestall or mini 
mise any steps that would actively dam 
age Asian interests during the formativ 
stages of the North American Free Trad 
Agreement (Nafta). 

If the intent is to induce a degree c 
anxiety in Washington, then this strateg 
appears to be succeeding. "The EAE! 
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would be a consultative forum, not a re- 
gional bloc,” according to Dr Saburo Okita, 
chairman of the Institute for Domestic and 
International Policy Studies in Tokyo and 
a former minister of foreign affairs. “It is 
intended to counterbalance emerging or- 
ganisations in Europe and North America 
and to improve the bargaining position of 
Asian countries.” 

Nafta would not raise external barriers 
or violate Gatt principles, US officials say. 
Asian trade officials, however, are con- 
erned that higher local-content require- 
ments for cars and other manufactured 
products or preferential investment and 
rade policies under Nafta could effectively 
'esult in restricting Asian access to North 
American markets. The US has so far failed 
o offer any assurances to Asian countries 
hat Nafta would not damage their inter- 
'sts. 

"The EAEG concept was clearly formu- 
ated within a context of concern that Asia 
vould be the loser as Europe and North 
America rushed to establish their own 
‘conomic blocs," Okita wrote in the Japan 
Times on 13 November. “Accordingly, the 
‘AEG will probably have less impact if the 
iC and Nafta move clearly and decisively 
o reject discriminatory measures that 
vould impact the East Asian economies 
idversely." 

It is unwise for the US to pressure Japan 
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to take a position on EAEC, 
according to Okita. "It 
would be better to leave 
this option open. What will 
happen depends mainly on 
future developments in 
Nafta and the EC." 

There is a danger, 
however, that US bullying 
could induce more sym- 
pathy for the EAEC pro- 
posal and contribute to 
intra-Asian solidarity on 
the issue. Malaysia down- 
graded the status of its rep- 
resentative to the Seoul 
meeting after the contents 


of Baker's letter to i 
Watanabe were leaked in Baker: forthright. 
Tokyo. 


An editorial in Business Times, a Kuala 
Lumpur daily, on 14 November accused 
Japan of kowtowing to the US and warned 
that Japanese ties to Asean will suffer if it 
opposes EAEC. 

Baker's concerns, however, are based at 
least in part on fears that EAEC could be a 
red flag in the face of protectionist and anti- 
Japanese elements in the US Congress, ac- 
cording to US officials. This could lead to 
Nafta adopting an even more exclusionary 
posture with regard to Asia, rather than 
less. 
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Officials in Japan’s Min- 
istry of International Trade 
and Industry (Miti) were 
said to be furious when 
Hills signed a bilateral 
Trade and Investment 
Framework Agreement 
with Singapore. Until now, 
the ministry has kept a firm 
distance from EAEG-type 
proposals. But Miti offi- 
cials see the US-Singapore 
agreement as violating a 
tacit understanding that 
neither the US nor Japan 
would go behind the oth- 
er's back in signing trade 
agreements in the region. 

In the Japanese business 
world, representatives of 
corporate and industrial organisations 
such as Keidanren appearto be warm- 
ing to Malaysia. Mahathir is taking steps 
to establish a high-powered advisory 
group in Japan chaired by Okita, who has 
been in frequent contact with Mahathir 
over the past year. 

Members will include Yoh Kurosawa, 
president of the Industrial Bank of Ja- 
pan; Koichiro ljiri, chairman of Mitsui & 
Co.; Kunio Anzai, president of Tokyo Gas 
Co. and Hiroshi Saito of Nippon Steel 
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Confronting the SLORC 


he award of the Nobel Peace Prize 
to Aung San Suu Kyi has drawn 
world attention to the desperate 
situation in Burma where an op- 
pressive military regime, the State Law and 
Order Restoration Council (SLORC), has 
since September 1988 set out to eliminate 
civilian political parties and refused to 
transfer power to elected representatives. 

So far, the Asean countries have not 
condemned the SLORC's actions and have 
refused to impose a ban on political and 
| economic relations on the premise that 
only "positive engagement" will persuade 
the regime to change its policies. Asean's 
approach adheres to the principle of non- 
interference in domestic affairs of indi- 
vidual countries, but it is also a reaction to 
Western characterisation of the Burma 
problem essentially in human rights terms. 

However, two years of positive engage- 
ment have yielded no tangible result. The 
SLORC has categorically stated it will not 
surrender power for another five to 10 
years. It is therefore time Asean reconsid- 
ered the problem. This does not mean 
adopting the approach favoured by the US. 
Rather, Asean should rethink the problem 
in the context of Southeast Asian stability. 
If Asean wants to be the dominant force in 
shaping its regional security environment, 
then it must face up to, rather than ignore, 
the threat to regional stability inherent in 
the Burma problem. 

Asean ignored the genocide committed 
by the Khmer Rouge at great cost. Simi- 
larly, Asean countries chose not to act over 
the political turmoil in the Philippines in 
1985-86. Only in February 1986 did Asean 
issue a collective statement — limited, even 
then, to urging Filipino leaders to peace- 
fully resolve their differences. It was left to 
the US to play a key role in the transfer of 
political power in Manila. Asean's failure 
to act in a situation which, had it degener- 
ated into civil war, could have had serious 
consequences for regional stability and for 
Asean's credibility, must be seen as a criti- 
cal weakness. 

It can be argued that Burma is periph- 
eral to Southeast Asian security and that, 
in the light of the changing relationship 
between the major powers, the potential 
for the escalation of conflict is minimal. 
While this reasoning is not invalid, there 
are at least four reasons why Asean's long- 
term interest demands a different inter- 
pretation. 

First, the Burma situation is unlikely to 
stabilise in the long run and it does have 
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the potential to undermine peace and sta- 
bility in Southeast Asia. The May 1990 
elections and the overwhelming victory of 
the National League for Democracy dem- 
onstrated a strong antagonism towards the 
military regime. But, the regime's only an- 
swer to this has been greater coercion, an 
approach that can only aggravate the situ- 
ation. 

Foreign involvement in Burma has al- 
ready begun and could escalate under 
some circumstances. In the absence of a 
Southeast Asian initiative, the way is open 
for China to once again become a key 
player in regional security matters through 
support for a local faction — this time the 
SLORC. Chinese political, military and eco- 
nomic penetration of 
Burma intensified over 
1990: Peking supplied 
$1.4 billion in arms; 
northern Burma's eco- 
nomy is virtually under 
Chinese domination; and 
the SLORC looks to Pe- 
king for diplomatic sup- 
port. This de facto alli- 
ance signals the end of 
Burma's traditional non- 
aligned orientation and 
could arouse Indian ap- 
prehensions. 

While Sino-Indian re- 
lations are gradually im- 
proving, they are far 
from normalised. Nor do 
improved ties imply cor- 
diality on all fronts. 
There have been reports 
of India training and as- 
sisting Chinese minority 
groups. The point is that 
Sino-Indian rivalry, which already exists at 
a low level in Burma, could escalate rather 
quickly. 

An intensification of the conflict in 
Burma could provide opportunities for in- 
creased foreign intervention. Any dramatic 
increase in the flow of refugees to neigh- 
bouring countries would create interna- 
tional humanitarian and security problems. 
Instead of being a buffer between South- 
east and South Asia, Burma could bring 
about an interaction of the security dy- 
namics of the two regions. 

Second, the current relatively tranquil 
international situation must be viewed as 
an opportunity to resolve, rather than an 
excuse to neglect, future challenges to re- 
gional stability. Cambodia has shown that 
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when major powers become engaged in 
local conflicts, the roles of regional states 
become constrained. Thus, the Burma 
problem should not be left to fester; con- 
certed action by Asean can help to localise 
the conflict, minimise big-power involve- 
ment and set the stage for international 
action. 

Third, the domestic situation in Burma 
is vastly different from that in any of the 
Asean countries. The military junta which 
has ruled Burma for the past 30 years is 
bankrupt on almost every count of legiti- 
macy. The Asean governments, despite 
some shortcomings, have performed re- 
markably well by comparison. Their de- 
fence of Burma has the effect of dimi- 
nishing their accomplish- 
ments and therefore 
makes little sense. 

Finally, nearly all 
Southeast Asian states 
are young states. Do- 
mestic conflicts arising 
out of the state-formation 
process will continue to 
be a feature of the region 
— and the most likely 
sources of threats to re- 
gional stability — for the 
foreseeable future. 
Therefore, it is impera- 
tive for organisations 
such as Asean to come tc 
grips with them. 

Asean should com- 
municate in clear terms 
to SLORC that if repres- 
sion continues, the asso- 
ciation would be forced 
to take collective political 
action, including a politi- 
cal and economic embargo. 

It is not too late to tell China that its 
support for SLORC is interference. China 
should be held to its word that it has nc 
hegemonic ambitions in the region and 
that it is prepared to follow the lead of 
Asean in matters affecting Southeast Asia 
Japan and India should also be asked tc 
refrain from any action that may aggra- 
vate the Burmese conflict. In short, Asear 
must act on the Burma issue, if it is to leac 
in promoting regional peace and stability 
— a long cherished goal of the associa 
tion. 


Muthiah Alagappa is a Research Associate wit 


the International Relations Programme at tha 
East- West Center, Honolulu. 
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Traveller s Tales 


alaysia is always full of sur- 
prises. Of course it is best 
known for its racial diversity. 
But social diversity can be just 
as striking, from the way of life of the mah 
meri (sea aborigines) of Port Klang to the 
well-read cosmopolitanism and unre- 
strained lifestyles of the professional elites 
just up the road in Petaling Jaya. 
Nonetheless, 1 admit to having been 
surprised — very pleasantly so — by what 
I saw on a recent overnight stop in Kuala 
Lumpur. Namely, an evening of dinner- 
theatre entertainment provided by the 
Moet and Chandon Instant Cafe Theatre, a 
troupe of itinerant amateur players. The 
venue was that bastion of the established 
order, the Pan Pacific Hotel, which sits on 
Umno owned land and adjoins the World 
Trade Centre, host to many an Umno 
assembly, not to mention the 1989 
Commonwealth Heads of Govern- 
ment meeting. But the contents of the 
show would make at least a few 
Umno stalwarts blush, whether at the 
bawdy jokes or the irreverent refer- 
ences to certain Umno members. 
But first I must declare an interest. 
I was there at the invitation of the 
REVIEW's former KL bureau chief — 
and still occasional contributor — K. 
Das. One of Das' daughters is a lead- 
ing light in the group. Yet even if I, 
and colleagues Doug Tsuruoka and 
Michael Vatikiotis from our KL bureau, 
make allowances for these in-house con- 
nections, I have to say that it has been quite 
a while since I have been so amused for so 
long — almost a two-hour performance. 
Political cabaret is one of the more diffi- 
cult theatrical forms. Not only must the 
players be able to act and sing, the mate- 
rial must be topical and constantly be 


| changed and developed by the performers 


themselves. Outside script writers can sel- 
dom provide the cutting edge. It is a diffi- 
cult enough task for professionals. For an 
amateur group writing, rehearsing and 
performing in their spare time, it was re- 
markable. 

The central theme of the performance 
we saw was a Startrek expedition to ex- 
plore the prime minister's 20:20 vision for 
the development of Malaysia — a vision 
constantly shrouded in the haze which has 
been enveloping much of Malaysia in re- 
cent weeks. 

The 20:20 vision included a Malaysia of 
equality for Malays, Chinese and Indians 
but with the Japanese share up to 40%! A 
Malaysia covered with condominiums and 


golf courses — if you could see them 
through the pollution. Any problems faced 
by Malaysia could be safely blamed on 
"foreign countries jealous of our success." 
The tourism drive (“to know Malaysia is to 
love Malaysia"), the new airport project at 
Sepang and assorted Sarawak politicians 
were among other butts of the jesters. And 
a poignant song about the treatment of 
AIDS victims brought the audience to si- 
lence. 

There were jokes at others' expense too 
— particularly the citizens of Goodonya, 
an entirely imaginary country south of In- 
donesia and west of New Zealand where 
people wear hats with corks. 

As for the dirty jokes and songs, even 
the traditional writer of this column might 
shrink from retailing them to our family 





audience. Suffice to say that they were 
mostly original, very funny and performed 
with a flair for mimicry that perhaps can 
only be found in a racially diverse society 
where people are not afraid to laugh at 
themselves, or at other races. 

Much of this stuff is not going to get 
past the elitist confines of M$100 (US$36) a 
head dinner theatre — even if patrons on 
the night included certain persons close to 
the top and who clearly enjoyed it all. 
Risque jokes about sex, politics and race 
are unlikely to be allowed to reach an au- 
dience counted in the thousands not just 
100-200. 

But it says much for the sophistication 
and underlying tolerance of Malaysia that 
this show exists. And it says much for the 
talents of KL's middle class — the quality 
of writing and acting is so high. Official 
goals — backed by the prime minister's 
own interest — in developing theatre more 
widely in Malaysia can only be helped by 
the enthusiasm which has greeted this 
group. And the cabaret techniques it has 
pioneered in Malaysia are, colleagues tell 
me, being demonstrated (in naturally less 
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risque form) on television — notably the 
TV3 show Jangan Ketawa (meaning don't 
laugh in Malay). 

On the subject of tolerance, there is still 
something of a gap between offialdom's 
Malaysia and actual Malaysia. A few 
months ago the REVIEW fell foul of the 
censors on account of a tiny reproduction 
of the cover of a Japanese book being re- 
viewed which featured a drawing of a 
woman's breast. Contrast this innocuous 
nipple with the raunchy stuff that appears 
in the local press. For instance this letter in 
the top selling English-language paper 
Sunday Star handed out on Malaysian Air- 
lines: Under the headline “Yuppies sexual 
dilemma," it read: 

I am a 24-year-old professional. I have a 
steady girlfriend who is crazy about me and we 
«ы plan to get married next year. Both of us 
are the embodiment of a yuppie couple and 
have been very liberal and open-minded 
in our socialising. It has been mandatory 
that every night we go out to one of the 
many watering holes around Kuala 
Lumpur. It was during one of these nights 
that the problem started. 

We met A, who is single, at one of our 
favourite bars. A is extremely gorgeous 
with legs which don't seem to end. As the 
night progressed she followed us home and 
ended up having sex with my girlfriend 
with me as an excited spectator. My girl- 
friend later told me that she really enjoyed 
it and that made me jealous. 

Maybe because of this or out of revenge or 
curiosity I went out and had sex with another 
guy. My girlfriend doesn't know about it, but 1 
enjoyed myself . . . 

Well now. I bet that's not the sort of 
reader's letter that the New York Times 
would find "fit to print." 

Courtesy of The Star, here is some more 
good news from Malaysia for girls and 


gays: 


turned from overseas told him of such condoms. 
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Convoluted Kungfu pot-boiler 


Blades from the Willows by Huanzhulouzhu. 
Translated by Robert Chard. Wellsweep Press, 
London. £7.95 (US$13.50). 


This translation of a so-called martial- 
arts novel first published in the 1940s is a 
noble attempt to introduce this genre of 
popular Chinese fiction to a wider audi- 
ence. With that in mind, it seems rather 
perverse of the publisher to choose a work 
with an apparently pointless plot and an 
unclimactic ending. 

Blades from the Willows tells of three 
young men (the "blades") from an isolated 
Chinese community (Willow Lake) in 
Yunnan province in the Yuan dynasty 
(14th century), who become caught up in 
the intrigues of Miao tribespeople, sinister 
monks, Taoist immortals and magical 
beasts. Despite being cen- 
tral to the plot, they play 
little part in its outcome, 
though, and martial arts 
as we perceive them play 
no part at all. 

These mere mortals are 
powerless onlookers and 
bargaining chips in this 
fairy tale, where the action 
is decided not with the 
swordsmanship or fisti- 
cuffs of real men but with 
the elixirs, light beams, 
talismans and powers of 
flight of sorcerers, demons 
and dragon-like beasts. 
Such dei ex machina make 
for poor plot develop- 
ment. Where is the excite- 
ment if you know the goodies will always 
be fortuitously rescued by a friendly, Su- 
perman-like immortal while the baddies 
will always get their come-uppance? 

The plot, though, is no weaker than the 
characterisation. What the characters lack 
in quality they more than make up for in 
their quantity; the list of 40 named drama- 
tis personae, though helpful, does little to 
sort out the large number of extraneous 
walk-on parts with their confusing and 
hard-to-recall names. 

Even two of the three mortal heroes are 
cardboard stereotypes. When the three first 
appear the author describes them in turn 
as a paragon, a stalwart and a slob, almost 
in so many words, and leaves it at that. 
Only the last of these, with his greed, chip 
on his shoulder and weakness for women, 
possesses a spark of humanity. 

None of this is the fault of the transla- 
tor, who claims to have improved the nar- 
tative flow by editing out many repetitive 
passages (what, then, was it like before?). 
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However, some of his translations of 
proper names seem needlessly tortuous. 
Magical animals are given names like Em- 
erald Distentor and Linked Culmen, while 
locations labour under labels such as the 
Mountain of Verdant Spots, which convey 
neither meaning nor the rhythm of the 
original Chinese. 

The difficulty with trisyllabic Chinese 
personal names, of course, lies in deciding 
whether to translate the given name, as 
with Zhu Man-Tiger, or to represent its 
sound while maintaining the rhythm, as 
with Bai Guiyi. Cumbersome appellations 
such as Ruan the Pellucid or Vortex-of- 
Tranquillity, though, achieve neither. And 
how can the reader be expected to take se- 
riously a Taoist abbot with a name like 
Wang Pure-Wind? 

The translator's pre- 
face defends the pro- 
motion of this novel on 
the grounds that it at 
least has a satisfactory 
ending. It does not, 
though the trilogy of 
which Blades from the 
Willows is the first volume 
perhaps does; we shall see 
when the later volumes 
are published. Until then, 
it seems strange to pre- 
sent what the translator 
himself apparently ad- 
mits is a low-brow novel 
as an attractive example 
of its genre. 

п Richard Vivian 





Doi moi domino 


The Vietnam Wars by Justin Wintle. 
Weidenfeld and Nicholson, London. £8.99 
(US$15.25). 


In 1802, no sooner was Gia Long en- 
sconced on the imperial throne in Hue than 
he ordered his soldiers to exhume the 
bones of the last three enemy Tay Son 
brothers and urinate upon them. This was 
done in front of the man’s wife, and also 
his son, who was afterwards torn apart by 
four elephants. 

Before that, history reveals a rich tapes- 
try of blood-soaked national heroes and 
heroines such as the Trung sisters who led 
a revolt in AD 39 after the elder girl's hus- 
band had been murdered during a period 
of internal upheavals in China. Often 
pregnant, these two amazons were forever 
buckling on suits of golden armour to fight 
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their enemies and were so successful in 
uniting and inspiring the native landlords 
— as a class, tolerated by the manda- 
rins — that a nominally independent Viet- 
namese kingdom was established for four 
years. 

Then their rebellion was smashed, the 
greater landlord class dismantled and the 
two tiny Trungs left to drown themselves; 
voluntary inundation was becoming 
something of a routine, as author Justin 
Wintle says. 

Neither Vietnam nor the US won the 
war they fought for 11 years. By 1991, says 
Wintle, it was still touch-and-go whether 
doi moi (national renovation designed to 
stave off national bankruptcy) would 
work. Marxism-Leninism, reinforced by 
the traditional authoritarian tenets of Con- 
fucianism had, it seemed, placed Vietnam 
in a straightjacket from which its ordinary 
citizens could only look out in despair and 
envy at the prosperity of other East Asian 
nations. 

That communism did not make greater 
advances in Asia, however, also had much 
to do with US willingness to take a mili- 
tary stand in Indochina. Though un- 
successful in Vietnam, it is probable that 
the US, in fact, achieved its wider geo- 
political end. By 1975, the threat of suc- 
cessful communist revolutions in Malaysia, 
Thailand and Indonesia had largely van- 
ished. In the US, the inability of US forces 
to defeat decisively the Vietnamese com- 
munists was read as a cautionary tale. The 
“Vietnam Syndrome” manifested itself 
through successive administrations as a 
distinct unwillingness to commit US troops 
overseas. 

It was not until Iraq’s seizure of Kuwait 
in 1990, with its threats to Western oil sup- 
plies and such stability as there was in the 
Middle East, says the author, that the ef- 
fects of the “Vietnam Syndrome” began to 
wear off. 

Paradoxically, this syndrome helped 
Washington achieve many of the Cold War 
objectives that had originally led to the 
deployment of Gis in South Vietnam. No 
longer able or willing to rely on force, the 
State Department had to depend on other 
means to overcome the perceived threat of 
communism. Diplomatic initiatives led to 
arms limitation agreements in the 1980s. 
The preservation of a strategic nuclear 
capability during the same period un- 
doubtedly contributed to this peace pro- 
cess, and the lessening of the US’ military 
posture worldwide helped to convince the 
Kremlin that talks were worthwhile. In 
time, these led to the promulgation of 
glasnost and perestroika within the Soviet 
Union and the decommunisation of East- 
ern Europe, says Wintle. It is possible that 
if the US had won in Vietnam and there 
had never been a “Vietnam Syndrome” 
there would still be two superpowers. 

п Donald Wise 
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TELEVISION 1 


The era of borderless television has come to Asta 


News from nowhere 


By Margaret Scott in Hongkong and Tokyo 


e 





Pretend for a minute that it is 
1992 and springtime in Pe- 
king. A power struggle 
erupts behind the guarded 
walls of the leaders’ com- 
pound, Zhongnanhai, and the capital ex- 
plodes. Residents jam into every hotel and 
institute that has a dish picking up BBC 
World Service Television, beaming down 
via satellite with a simultaneous transla- 
tion Mandarin soundtrack. In the tumult, 
BBC television becomes a player in picking 
the winners and the losers. 

Richard Li, the 25-year-old deputy 
chairman of the Hongkong-based Hutch- 
Vision Group, the pioneer in creating a re- 
gional television network via satellite, says 
such a scenario was mulled over by teams 
of lawyers and executives as they drew up 
the contract for a partnership bringing 24 
hours of BBC television news on to 
HutchVision's STAR TV network on 15 No- 
vember. "Say the phone rings and it's Li 
Peng or someone else from China. They 
ask us to cut the uplink. We would say no; 
K. S. would say no,” Richard Li says, refer- 
ring to his father, Li Ka-shing, the wealthi- 
est man in Hongkong, whose flagship 
company, Hutchison Whampoa, is the 
majority owner of HutchVision. 

"The second step might be for China to 
try to come in [to Hongkong] and close us 
down. Say they did cut us off. That's why 
we are building a back-up station in Thai- 
land. We could notify London; they just 
press a button, and they are switched to 
Thailand for the uplink," he continues. The 
ever-cautious lawyers, though, have set up 
another safeguard just in case: if anyone 
succumbs to political pressure and cuts 
STAR TV's uplink, the BBC can file a lawsuit 
for breach of contract and seek the remedy 
of receiving all projected profits. 

"Either you have a credible news chan- 
nel or you don't have one at all. That's why 
we have relinquished all editorial control," 
says the young Li. "Even if we are shut 
down in Hongkong, we will not stop. The 
BBC will not stop." 

Richard Li's depiction of himself and his 
father as defenders of the free flow of in- 
formation is fascinating in light of Li Ka- 
shing's economic position in Hongkong 
and China's history of jamming the BBC 
World Service radio's Mandarin service 
(most recently during the coup attempt in 





a2 


Moscow) and cutting off CNN's satellite link 
during the 1989 upheaval in Tiananmen 
Square. But the young Li's tale also points 
to the high stakes involved in bringing 
news off a satellite to a pan-Asian — in- 
cluding Chinese — audience. 

Once the stuff of imagination, a new era 
of borderless television in Asia is upon us. 
And along with pictures of pop stars in 
lace and leather on MTV, second-rate mov- 
ies and football matches, beams carrying 
television news beyond the control of gov- 
ernment censors are out there to be 
grabbed from Cairo to Hokkaido. 

It all started when HutchVision decided 
to use AsiaSat I's mammoth northern and 
southern footprints — jargon for the satel- 
lite's electromagnetic web of coverage 
within which video, audio and data sig- 
nals can be exchanged — for a five-channel 
network. And it became irreversible when 
the Indonesian Government decided to 
rent transponders (each one can host an 
24-hour television channel) on its satellite, 
Palapa, by the end of the year to the sports 
channel, ESPN, and to Turner Broadcast- 
ing's CNN so they can find a supranational 
audience (REVIEW, 14 June '90). 

Social, political and commercial sur- 
prises of immense proportions are bound 


to follow. For starters, using satellites for 
transborder television defies the tradition 
that national sovereignty includes state 
control over television within a nation's 
borders. 

Nowhere will the impact be more pro- 
found than in news coverage, for most of 
the countries under Palapa's and AsiaSat 
I's footprints have spawned heavily regu- 
lated television industries, often govern- 
ment-owned. In some places, this means 
heavy-handed political censorship; in oth- 
ers, the monopoly is of a more commercial 
nature — a hold on advertising revenues. 

Not just national news monopolies are 
bracing for what's to come. In Hongkong, 
bureaucrats scramble to come up with a 
broadcasting policy that keeps up with the 
changes; Malaysian and Singaporean offi- 
cials are adamant there will be no dishes 
blighting their landscape (except for those 
of the privileged few); and Indonesian 
ministries feud over who controls satellite 
television anyway. Still, there is no ques- 
tion that regulations are crumbling: com- 
petition from the skies is here. There are 
plenty of questions, though, about how 
quickly satellite television in general and 
international news in particular will find 
an audience and whether satellites will 


Asia in their shadows 


FAR FASTFRN FCONOMIC RFVIFW 





ОА NOVFMRFER 1991 


turn regional television into the money- 
spinner of its boosters’ dreams. For in- 
stance: 

> What about language? Television sig- 
nals searching for an audience, must, at the 
moment, rocket through an ever-changing 
maze of barriers: regulatory, political and, 
perhaps most significantly, linguistic. The 
appeal of international news in English 
only goes so far in this polyglot region. 
HutchVision, intending to widen its lin- 
guistic appeal, has rigged its transponders 
on AsiaSat I so that each one can 
carry up to six different audio 
tracks. The BBC channel will begin a 
Mandarin soundtrack in early 1992. 
Hindi may follow. And in 
Hongkong, HutchVision wants to 
throw off the government's ban on 
having a Cantonese channel (done 
with an eye to nurturing a colony- 
wide cable service). HutchVision is 
invoking the right to information in 
Hongkong's newfangled bill of 
rights as the rationale. 

> The pattern of demand — and 
hence success — of news via satel- 
lite may depend on who is right in 
the "free or fee" debate raised by 
the different strategies adopted by 
the BBC and CNN. HutchVision's is 
a free service by dint of the condi- 
tions placed on its uplink licence by 
the Hongkong Government. The Indone- 
sian Government, though, is requiring CNN 
to encode its signal and CNN plans to 
charge a fee for decoding it. Lest anyone 
forget, those beaming down satellite televi- 
sion have their eyes on enticing advertisers 
by touting their viewership. Who will have 
an easier time getting people in the region 
to watch? 

> Who's approach to news coverage will 
be more appealing to the viewers of Asia? 
CNN has made its name by being at the hot 
spots at the hot times and getting the pic- 
tures out. But how often does a Gulf War 
come along? BBC, a rookie in the 24-hour 
television business, cannot compete with 
pictures — will its more analytical style 
win an audience? How much of an appe- 
tite is there for the often remote and hum- 
drum goings on in international news? 

> The coming of supranational news has 
kicked up questions about who controls 
what is covered and from whose point of 
view. As the BBC and CNN work out their 
strategies, there are signs of a new, satellite- 
era version of the great news debates 
reminiscent of the New World Information 
Order tussles of yesteryear, which, in the 
rhetoric of the day, pitted developing 
world nationalists against the cultural im- 
perialists of the developed world. 

> What about an "Asian" alternative? In 
Tokyo, at NHK, the Japan Broadcasting 
Corp., there is a faction watching the 
spread of the BBC and CNN which believes 
Japan, not Atlanta or London, should be 
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Li is looking for an audience anywhere, any way. 


leading the way. They still covet the tar- 
nished but enduring idea of creating an 
NHK-led Global News Network (GNN) to 
counter and compete with the others. 
Asia's great satellite news debate is only 
beginning. And for those who would like 
news coverage to keep to its traditional 
tack, there is ample reason for anxieties. 
Anyone traipseing around the region dur- 
ing the Gulf War could hardly miss the 
huddles wherever a TV was rigged to pick 
up CNN. (Back then, in most of the region, 


you needed at least a 3.5-m-wide dish 
pointed at Intelsat, the international carrier, 
to pick up CNN.) Nothing seems to show 
the allure and potency of satellite news as 
much as events that shake the world to the 
core, like those August days in Moscow. 
And it is episodes like a coup collapsing in 
Moscow or students camping out on 
Tiananmen Square that transform the in- 
stant images blasted around the world via 
satellite into both a chronicler of events and 
a catalyst. 

There are plenty of governments chary 
of this instant, anything-goes news from 
satellites. Prime Minister Datuk Seri 
Mahathir Mohamad of Malaysia, for one, 
says in the multiracial country he leads 
there are times when the pursuit of free- 
dom of the press can jeopardise stability; 
he believes stability comes first. Singa- 
pore's erstwhile prime minister and now 
senior minister, Lee Kuan Yew, has long 
insisted that the press freedom of foreign 
journalists in that country does not include 
delving into domestic politics. 

Explaining why the time is not right to 
let Malaysians own dishes, Information 
Minister Datuk Mohamed Rahmat says: 
"Already there is unhappiness in Europe 
with violence and sex raining from the air. 
Here in Malaysia, communalism and 
communism is still a danger for us. With 
satellites, I don't rule out the possibility of 
clandestine TV. It could be very dangerous 
for a multiracial society." But, he adds, 
Malaysians want to keep up — with both 
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CNN апа the BBC. "In order to allow 
Malaysians to catch up with the latest de- 
velopments, l've had an idea for a sub- 
scription news service." 

Into this landscape the satellite boosters 
from HutchVision, the BBC and CNN say 
their signals will — perhaps more slowly 
than they care to admit — find a way. 
Technology, they say, and a hunger for 
more choice (that the average Asian has 
only 2.4 channels to choose from is their 
mantra) is on their side. 

Meanwhile, a half-way house of 
a solution has emerged that may 
ease the reception even in places 
like Singapore and Malaysia: cable 
systems. They serve as an on-the- 
ground distribution network; they 
can at least be licensed and moni- 
tored by wary bureaucrats. Or the 
government, as in Malaysia, can 
start its own cable service. Satellite 
television will ride on the back of 
cable systems to success, the indus- 
try optimists say, for it also makes 
sense for viewers, especially in cit- 
ies 
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To pick up signals from AsiaSat 
I or Palapa (communications satel- 
lites using the medium or C-band 
frequency) you need a huge C-band 
dish, measuring anywhere from 
2.5-m to 8-m-wide depending on 
where you sit in the footprint. In 
Hongkong one will cost you about 
US$2,500. With a cable system, a whole city 
can be wired up with just a few dishes re- 
ceiving the signals, which are then redis- 
tributed by coaxial or fibre optic cables or 
even by microwave systems. 

Signs that cable systems are catching 
fire around the region may also spell a so- 
lution to the "free or fee" debate. Cable 
operators, rather than a single dish owner, 
are more likely to acquire two dishes — 
one pointed at Palapa for CNN and one 
pointed at AsiaSat for the BBC — and in- 
clude them both in the menu of program- 
ming for sale. 

HutchVision cut its deal with the BBC 
after CNN baulked at the terms: becoming 
part of a HutchVision subsidiary and a 
profit-sharing arrangement. World Service 
TV is brand new and while it can draw on 
the vast network of BBC's radio bureaus 
and on existing BBC television pro- 
grammes, it has no budget of its own but 
what HutchVision gives it as an advance 
against future earnings. No one will say 
how much HutchVision is putting into 
World Television; Richard Li will only say 
that US$300 million is being spent on the 
entire STAR TV network over its first five 
years. A lot of this will go to paying for 
distribution rights for the programming. 

Meanwhile, in Tokyo, the coming of the 
BBC and CNN has brought into focus Ja- 
pan's split personality over regional satel- 
lite television. One side is all for pursuing 
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the idea of a GNN, despite the unceremo- 
nious departure of the godfather of the 
plan, NHK’s former chairman, Keiji Shima 
(after a romantic rendezvous of his became 
an issue in parliament). The theory behind 
GNN is that news is essentially diverse and 
the idea would be to provide a global 
platform for diverse versions of the news 
especially from Asian broadcasters. 

What exactly a news-as-diversity net- 
work would look like remains unclear, but 
this is not the only problem. Those on the 
other side contend that Japan should steer 
clear of plans to send television around the 
region for it will only provoke new protests 
of “cultural invasion.” This split is part of a 
broader, national debate over internation- 
alist vs insular Japan. 

From the newsroom in the imposing 
NHK tower in the Shibuya section of Tokyo, 
Matsuhisa Takeshima, director general of 
NHK’s news department, says whether or 
not GNN's grandiose scheme works, a 
smaller, slower version of it is inevitable. 
One of the lessons of the Gulf War, he says, 
is this: "We need a diversification of 
views." 

In its original form, GNN was to be a 
US$1 billion global network with NHK as 
the Asian partner buttressed by an Ameri- 
can partner and a European partner. But 
there seems to be no takers. Instead, 
Takeshima sees NHK leading an Asian 
news pool, drawing on the resources of 
national or independent broadcasters to 
make more Asian coverage available. "We 
are interested in beaming out Japanese 
news and Asian news to the rest of the 
world," he says. 

Tomoyuki Kanagawa, director of inter- 
national development for NHK, has just 
drafted a new version of GNN and also 
believes it will take hold. “CNN is edited by 
Americans and their views are forced on 
us. Asian editors should edit and produce 
Asian news,” he says. 

Takeshima says the success of an Asian 
satellite news pool depends on the quality 
of news in it. “There will be more competi- 
tion for government broadcasters; if they 
want their versions used, they will have to 
compete.” 

It may turn out that viewers in the re- 
gion turn to the BBC or CNN for the big in- 
ternational story, but otherwise what's 
happening closer to home may seem more 
interesting. It is when the coverage is lousy 
or censored that alternatives seem so im- 
portant. What happens in Southern China 
exemplifies this: for those who live close to 
Hongkong, and there are millions, watch- 
ing Hongkong television is a cherished 
perk. Party cadres try and fail to make 
people flip back to China's national televi- 
sion. With satellite television, living close 
to Hongkong is no longer necessary; the 
beams cover China. Richard Li may find 
that his claim that the news will not stop is 
put to the test. " 
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Subcontinent soaks up the beams 


Cable-wallahs on a roll 


By Hamish McDonald in New Delhi 
The "cable-wallahs" are in 
@ business. In crowded bazaars 
like Delhi's Laj Patra or Bom- 
bay’s Lamington Road, 
shops are busy taking orders 
for indigenously made satellite dishes. 
Rolls of cable are piled on pavements. All 
around Indian cities, private cable televi- 
sion operators are stringing coaxial cables 
along roads and up light poles. 
For a Rs 600 (US$24) connection fee and 
Rs 100 a month, middle-class Indians 
watched the US Open tennis tournament 
live on 26 August. They were tuned in to 
the launch of Prime Sports on STAR TV's 
satellite network. In September, those 
hooked up to STAR TV began receiving 
MTV Asia, and in October it was a Man- 
darin channel with drama, comedies and 
financial news designed for the overseas 
Chinese scattered among the 38 countries 
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and 2.7 billion people under AsiaSat I's 
footprints. When the BBC's World Service 
Television opened its 24-hour news chan- 
nel on 15 November, including a 4-minute 
Asian news segment every hour, the effects 
began to reach beyond entertainment. The 
news channel presents a profound chal- 
lenge to the monopoly of the state televi- 
sion network, Doordarshan, and thus the 
government's control of broadcast news — 
important in a country where the literacy 
rate is just over 50%. 

“It’s going to come like a flash flood in 
six to eight months," predicts Amit 
Khanna, head of the Bombay-based Para- 
digm Media which produces monthly 
current affairs cassettes including Business 
Plus. "It's going to blow away a lot of 
myths. For the first time, Indians have a 
choice." 

The impact of daily television news 
from the BBC will be dramatic since the 
national television channels tend to act as 
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the news arm of the government of the 
day. In Islamabad, for example, Pakistan 
Television assigns one of its three camera 
crews permanently to the president's office, 
another to the prime minister's office, 
leaving only one for general news cover- 
age. Indian television news tends to be 
taken up with footage of ministers receiv- 
ing guests, officials making announce- 
ments to press conferences, and opening 
ceremonies. When Sri Lankan President 
Premadasa appeared in parliament during 
the recent impeachment controversy, the 
national television station halted its live 
coverage when heckling started. 

BBC coverage of events in, say, one of 
the countries of the Subcontinent may 
present events in a context far different to 
the one government's try to project — one 
possibility is showing that more progress 
has been made in development elsewhere. 
It will acquaint viewers with different 
styles of government, and different eco- 
nomic systems. It will give a platform to 
leaders from opposition parties, the private 
sector and disadvantaged social groups. 

More than newspapers, the national 
television channels also follow codes which 
suppress overt references to problems like 
ethnic, religious or caste conflict. When 
there is a clash between Hindus and Mus- 
lims, for example, Doordarshan will only 
talk of an attack by "a certain community" 
on "another community." For better or 
worse, foreign television will be far more 
explicit in order to explain the situation to 
diverse audiences. 

The Gulf War had Indians flocking to 
hotels and clubs where CNN was hooked 
up, but it is STAR TV that is the first to pro- 
vide the programming for a widely based 
satellite audience. An estimated 4 million 
Indian homes are already hooked up to 
thousands of local cable networks, which 
besides STAR TV, pump out a stream of for- 
eign and local movies — without paying 
royalties. Potentially, the audience runs 
into tens of millions among the urbanised 
middle class. India's reception offers a case 
study of how cable operators are capitalis- 
ing on the free programming now avail- 
able via satellite. 

The video-cassette player created a pre- 
cursor to the satellite revolution. India was 
the wellspring for a unique medium: 
household-to-household distribution of 
current affairs cassettes like Business Plus, 
which were sold by the thousands every 
month and more were pirated. Then video 
shop proprietors and others got the idea of 
linking up apartment blocks or neighbour- 
hoods to a central programme facility, so 
that even a video player became redun- 
dant (REVIEW, 14 Маг.). 

Now the latest device has arrived: 
cheap satellite dishes. Local producers go 
to Taiwan, bring back a model and reverse 
engineer it in two weeks. Dishes capable of 
picking up STAR TV in northern India cost 
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revolutionary 

Arthur C. Clarke, the fa- 
Ф mous writer of fact and 

fiction about space travel, 

also is the British scientist 

who first developed the 
theory of geo-stationary communica- 
tions satellites while working on radar 
systems in World War II. For the past 
30 years he has lived in Sri Lanka, 
where the REVIEW’s Hamish McDonald 
recently called on Clarke at his Co- 
lombo home and asked him about the 
impact of satellite television on politics. 
Excerpts: 
What will be the impact of satellites 
like Asiasat I on countries like India 
where governments maintain broad- 
casting monopolies? 

The governments cannot maintain 
those monopolies. In Singapore they 
tried to ban satellite dishes; they had to 
give up. [Banks and financial institu- 
tions, but not residents, can now apply 
for a dish in Singapore.] As dishes be- 
come smaller and smaller — they're 
now down to about a foot across — 
they can be hidden anywhere, they can 
be put in the roof. With these flat plates 
coming through, there's no way gov- 
ernments can prevent people from ac- 
cessing them. Of course, one problem is 





Wiring up a nation. 


about Rs 35,000, slightly more in southern 
India where the signal is weaker and the 
dishes must be larger. 

An early victim of all this is the Indian 
film industry. The Hindi film industry in 
"Bollywood" (Bombay) staged a one-day 
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scrambling, but there'll soon be an 
enormous amount of free news broad- 
casts which will cross all borders. 


Can you describe your new book, How 
the World Was One? 

This is the sort of epitomy of my 
thoughts on communications. It goes 
back further than that, to the beginning 
of long-distance communications. The 
bicentennial of the telegraph is this year: 
about 1791 the French instituted the first 
semaphore system which was rapidly 
superceded by electrical systems. Then 
it leads up to the invention of the tele- 
graph, the laying of the transatlantic 
cables which could transmit about one 
word a minute at first, and then the 
transatlantic telephone, radio and fi- 
nally satellites — and the extrao 
comeback of cables through fibre oj 

While I was writing [the book] the 
Gulf War happened and that enabled 
me to emphasise the theme of one 
world and the enormous value of com- 
munications. Now in the second Rus- 
sian Revolution we've seen it even more 
dramatically — in an even shorter pe- 
riod of time and thankfully with much 
less bloodshed — the impact of com- 
munications satellites and communica- 
tions generally on politics. As Alastair 
Cooke said on the BBC, what broke the 
coup was something new in the world: 
satellite broadcasting. Unlike in 1917, 
when nobody in Russia knew what was 
happening and Lenin and his col- 
leagues had control of the information, 
now this time the world could see the 
conspirators and see the way the Rus- 
sian people were rallying against them. 
They could see Boris Yeltsin standing 
on a tank and defying them. Even if 
they could not see it directly they я 
hear the news. 


stopwork and protest march in August to 
demand a clampdown on cable operators. 

New Delhi has been in a state of paraly- 
sis for the past year as it looks for an an- 
swer to the challenge of these new choices. 
Even the law enacted in 1990 after years of 
discussion to turn Doordarshan into an 
autonomous body on BBC lines, to be called 
Prasar Bharati, has not yet been gazetted. 
Sections of Doordarshan's heavily 
bureaucratised staff are fighting tooth-and- 
nail against being turned into something 
less than full civil servants. Indian politi- 
cians have not got used to the idea that 
state television can air anything less than 
the official version of the truth: a passing 
critical reference to an independence-era 
politician in a commissioned programme 
sparked storms of indignation in parlia- 
ment in September. 
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The only law applying to cable systems 
at present is the 19th-century Indian Tele- 
graph Act which bars the unauthorised 
laying of communications cables across 
roadways or public land. But this has been 
impossible to police. And as the price of 
satellite dishes goes down, individual 
ownership is coming more and more into 
reach. A committee set up by the Informa- 
tion and Broadcasting Ministry suggested 
earlier this year that cable networks be li- 
censed, prevented from receiving pro- 
gramming other than domestic television 
channels and required to carry Indian news 
programmes. Some analysts think such a 
move could run into constitutional prob- 
lems; it would run into problems with the 
middle-class constituency. 

Ministry officials have taken the line 
that after experimenting with foreign pro- 
grammes, Indian viewers will gravitate 
back to Doordarshan because it is more in 
tune with them culturally. The Department 
of Communications, which administers the 
Telegraph Act, is also looking at how to 
license cable systems. 

The options before the government are 
several. It could do nothing and ignore 
what is happening. It could attempt some 
form of licensing, knowing that any re- 
striction on satellite reception will be 
flouted, but collect the fees anyway. It 
could open broadcast channels on Door- 
darshan’s transmitters to outsiders. 

A combination of all three seems to be 
happening. One proposal is for some form 
of consortium to provide a full alternative 
channel nationwide alongside Doordar- 
shan’s two existing channels. Video in- 
dustry people expect this to be heavily re- 
stricted in its news service, perhaps fol- 
lowing Indonesia’s solution which requires 
its private broadcaster, RCTI, to run the 
news programme produced by the gov- 
ernment broadcaster. 

An alternative approach, which might 
establish a better independent economic 
base, would be regional television stations 
based in places like Calcutta, Bombay, 
Madras or Bangalore. 

“There are global issues like the Gulf 


__ War or the Soviet coup attempt, or events 


like sports tournaments and the Oscars 
where the global audience runs into bil- 
lions. But people want to know more about 
their own region, their own ethnic group." 
For governments in large, ethnically di- 
verse countries this is fraught with dan- 
gers, real or perceived. 

The possibility of a satellite-based 
Hindi/Urdu television channel intrigues 
many Indian producers. New satellites 
offer even more options to play around 
with different audience combinations. 
While the government contemplates 
whether or not to approve an alternative to 
Doordarshan, the Subcontinent may wind 
up with a Hindi rival beaming down from 


` the skies. " 
Е. 





TELEVISION 3 


Deregulation lures Japanese companies 


Global village ahead 
Ф 


Sometime in 1995, when two 
new satellites appear in the 
skies over Asia, today’s use 
of satellites to beam televi- 
sion around the region will 
seem like the telegraph before the tel- 
ephone. The first one to go up, in early 
1994, is called Orbx-2, part of the world’s 
first private satellite system designed to 
envelop the globe. Then, in 1995, AsiaSat 
П, the heir of Asia's first private regional 
satellite and inheritor of technological ad- 
vances, is supposed to blast up to its geo- 
stationary orbit slot over the Maldives. 

Between AsiaSat II and Orbx-2, if all 
goes according to plan, Asia will be rigged 
into a brave new world of global television 
that, according to those backing these in- 
novations, will render satellite television 
into something akin to shortwave radio — 
out there in abundance for anyone who 
wants to pick it up (for a fee). More than 
time stands in the way of the possibilities 
promised by these new satellites: their suc- 
cess depends on who wins the skirmishes 
for the deregulation of space, which, in- 
creasingly, pit entrepreneurs against gov- 
ernments. 

What happens in this deregulation bat- 
tle — being waged nation by nation and 
internationally — has a bearing on how 
quickly already available regional televi- 
sion via satellite will blaze through existing 
national structures regulating television. 
Beyond the immediate, the pace of de- 
regulation will be crucial in determining 
the uses of AsiaSat II and Orbx-2, and, per- 
haps more significantly for what the future 
holds for Asia, will help determine what 
role several large Japanese companies will 
play in global satellite television. 

Those imagining the capabilities of 
AsiaSat П and Orbx-2 took their cue from 
what has come before: these satellites blend 
the huge footprints possible with medium 
frequency communications satellites with 
the intense spot beams of a higher fre- 
quency direct broadcast satellite. This mar- 
riage begets two offspring: first is the enor- 
mous coverage area appealing to a STAR TV 
and other would-be regional satellite net- 
works. And second is a signal powerful 
enough to be picked up by a tiny, 50-cm- 
wide Ku-band dish instead of the clunky 
3.5-m-wide (or wider) C-band dishes ne- 
cessary these days. 

All this means a whole lot more people 
will be watching a whole lot more pro- 
gramming. It is as if, so far, satellites have 
delivered two (CNN and now the BBC) glo- 


_ FAR EASTERN ECONOMIC REVIEW 


bal newspapers beyond the reach of gov- 
ernment control. But in the not-too-distant 
future, watching satellite television will be 
something like going to a well-stocked 
newsstand; there will be newspapers from 
all over and racks upon racks of magazines 
for every niche market imaginable. 

But there is a rub: the international rules 
of the game have lagged behind the tech- 
nology. UN convention, devised after the 
launching of the Sputnik in 1957, still has it 
that communications satellites are not to 
be used for general television reception but 
for long-distance telephones or as courier 
systems either to cable operators or na- 
tional broadcasters. Satellite television is by 
convention supposed to be the sole domain 
of Ku-band broadcasting satellites, which, 
in turn, are to tailor their footprints to a 
specific nation and avoid crossborder 
transmissions. 

The EC, recognising that changes in sat- 
ellite technology have run roughshod over 
these rules, is coming up with a white pa- 
per updating the guidelines. But in Asia, 
where crossborder issues are very much 
alive, no one is talking about following suit. 

And that's just the beginning: another 
set of rules has it that each country's minis- 
try of post and telecommunications — 
dubbed рттѕ for short — control the do- 
mestic comings and goings of satellite sig- 
nals. Then, a designated international car- 
rier system, called Intelsat, controls the in- 
ternational traffic. But the arrival of AsiaSat 
I and now Palapa as hosts of supranational 
networks presents the prrs with a chal- 
lenge. As satellites become the regular way 
television signals move, broadcasters and 
cable operators want to uplink and 
downlink directly — cutting out the PTTS, 
which charge for the service — from the 
satellite they want, when they want. 

The deregulation skirmishes have be- 
gun. “I hold the national PTTs responsible; 
they are the ones who stand in the way of 
the free flow of information," says 
Christopher Irwin, chief executive of the 
BBC's World Service Television. "The real 
breakthrough will occur when the Prrs' 
monopoly is broken." 

The biggest battle will be in Japan. For 
nowhere quite like Japan have the rules of 
the game exerted as much influence on the 
development of the satellite television in- 
dustry. Japanese companies have jumped 
headlong into the domestic satellite busi- 
ness but have not ventured outside Japan. 
The reason: the government insists that 
crossborder television is still against the 
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rules. (Spillover from Japanese satellites 
into South Korea and Taiwan is unavoid- 
able, the government says, but recently the 
footprint of NHK’s satellite was tightened to 
try to curb it.) Similarly, television signals 
from non-Japanese satellites — STAR TV off 
AsiaSat I — cannot be picked up directly 
by cable operators in Japan. The reason: 
Japan's PTT says it is against the rules. 

Isao Kawasaki, vice-president of NHK's 
JOHO satellite network, explains the restric- 
tions as “part of a conservative tradition 
that wants to protect Japan from foreign 
invaders. Just look at our food policy and 
you will know the problem. It has both 
political and commercial reasons,” he says. 

In January, for instance, when CNN fi- 
nally enters the Japanese market on a 24- 
hour basis (NHK’s domestic satellite chan- 
nel broadcasts CNN news digests), this is 
how it will be done: CNN’s signal will be 
beamed from Intelsat to the state-licensed 
telecom, KDD, which has a monopoly on 
international video traffic. Then KDD will 
beam the signal up to a new Japanese do- 
mestic satellite, known as the 
Superbird, which will then send it 
back down for distribution by Japan 
Cable Television Ltd, CNN's partner 
in Japan. (Irwin says he has not yet 
come up with a strategy for beaming 
the World Service Television chan- 
nel into Japan.) 

Takeshi Kobayashi, head of Ja- 
pan Cable, says this is the only route 
for CNN because of the rule that ca- 
ble operators can receive signals 
only from Japanese satellites. This, 
he says, “is a commercial question 
not a legal one. Every year, the 
world becomes borderless but not 
Japan.” 

Mitsuhiro Wada, director-general of 
NHK's satellite broadcasting division, pre- 
dicts this will change, but not too soon. 

But that may be too long a wait for 
companies like C. Itoh & Co., the largest of 
Japan’s nine major trading houses, who are 
already slamming up against these rules 
for they see new technology creating new 
demand and they want to be there to meet 
it. That's where the next generation of sat- 
ellites enter the picture. For the Hongkong- 
based company devising AsiaSat П and a 
US-based company called Alpha Lyracom 
that is devising Orbx-2 are planning to 
blast right through the rules. And a 
number of Japanese companies are quietly 
positioning themselves to be in on this new 
phase of the satellite era. 

Already, a consortium of Japanese com- 
panies, including C. Itoh, is considering 
investing US$70 million in Orbx-2. Its foot- 
print will stretch from the west coast of the 
US, over Japan and then spread over 
Southeast Asia. It will have 24 C-band 
transponders as well as spot beams di- 
rected at Asia’s major capitals that will 
carry another 24 Ku-band transponders. 
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Orbx-2 is one part of what will be the 
four-satellite private Orbx system which 
will span the globe by 1995. The Orbx 
system, which will cost about US$500 mil- 
lion, is the brainchild of Rene Anselmo, 
chairman of Alpha Lyracom of Greenwich, 
Conn. In 1988, his company launched 
PanAmSat, the first private satellite for in- 
ternational communications. It was de- 
signed to compete with Intelsat, and 
Anselmo hopes to raise the stakes with the 
Orbx system, creating competition on a 
global scale. 

“Japanese companies are very nervous 
because the Japanese Government is very 
nervous about how they will be received 
by the rest of Asia,” says one of the prime- 
movers in the consortium. “It worries the 
government if we say we want to go out- 
side the country with satellite Tv. They are 
afraid any move will be interpreted as 
‘cultural invasion.’ So we are cautious.” 
Because of this caution, those involved will 
not speak for attribution. 

Meanwhile, AsiaSat I's trio of owners 





Japan's one-way traffic to the skies. 


— the Hongkong conglomerate Hutchison 
Whampoa; Cable & Wireless of Britain; 
and Citic Technology Corp., a subsidiary 
of the China International Trust and In- 
vestment Corp. (Citic) — is expected to 
give approval for its descendant, AsiaSat 
IL, within the next three months. Terry 
Seddon, chief executive of AsiaSat, the 
company that manages AsiaSat I and is 
designing its heir, says it will cost US$180- 
200 million. Plans for the new satellite call 
for 28 C-band transponders and one Ku- 
band spot beam with six transponders. It 
will stretch from Berlin to Japan, and from 
Russia to Indonesia — taking in 71% of the 
world's population. 

And there will be others. On 12 No- 
vember, a Malaysian company, Binariang 
Sdn. Bhd., announced yet another private 
communications satellite will enter the 
skies sometime in 1994. Although the 
Malaysian Government wants to keep out 
free-to-home satellite television, the Tele- 
communications Ministry and the cabinet 
have lined up behind the idea of a Malay- 
sia East Asia Satellite. 

Once these new satellites sit in their or- 
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bital spots, industry mavens predict a 
fundamental, step-by-step transformation 
of television in the region. First, tiny dishes 
and a flood of new programming — soft- 
ware in the argot of the industry — will 
popularise satellite television. 

Second, the most extraordinary and far- 
reaching innovation will be introduced 
with these new satellites: video compres- 
sion. Compression technology will trans- 
form not only satellite television but also 
the field of telecommunications and com- 
puters. US-based companies, such as Gen- 
eral Instrument, are leading the research 
which rests on the idea that much of the 
visual information in a video image re- 
mains the same from one second to the 
next. By only retaining the moving parts of 
an image, and deleting the rest, much more 
video can be compressed and transmitted 
in a shorter amount of time. Compression 
expands the capacity of one transponder 
from, say, one 24-hour channel to four 24- 
hour channels. 

With all this added capacity, software 
will become king. Who owns it, who 
has rights for it and who produces it 
will be crucial in determining the 
lords of the global village-in-the- 
making. And companies like Time- 
Warner, MCA Inc. and Sony's Co- 
lumbia Pictures Entertainment Inc. 
will be looking for private, world- 
wide distribution systems. Enter the 
Orbx system. 

It is no accident that in October 
Toshiba Corp. and C. Itoh invested 
US$1 billion in Time-Warner Inc. for 
a combined stake of 12.5% in a new 
company which includes Time 
Warner's Warner Brothers film 
business, Home Box Office pay tele- 
vision and its cable television business. For 
companies like C. Itoh to enter the regional 
satellite business, they need software. Ja- 
pan hardly produces enough and what it 
does produce holds little appeal to viewers 
outside Japan. Hence the interest in Holly- 
wood and Time Warner's vast stock of 
movies and television. 

“We are going to jointly develop this 
new industry and create a new world dis- 
tribution network; world distribution in 
Japan as well as in Asia," says a member of 
C. Itoh's satellite and communications 
business division. “We have a voice now 
because we are one of the owners. If condi- 
tions are favourable, we will get the distri- 
bution rights. But we do not want to cause 
conflict with Time Warner's existing distri- 
bution arrangements." 

Orbx and other satellites that can de- 
liver to the world open up new possibili- 
ties of saturating consumers with images 
from the skies. Entertaining us seems to be 
most important to companies like C. Itoh. 
One industry insider talks of creating an 
Asian theatre network — from Hollywood 
to your home. m Margaret Scott 
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Put your hand over 


aame and say: 
"Fdo notaeed BP 


fire safe insulation? 


Anyone who has experienced a fire first hand 
will know this only too well. 

Flames can spread in seconds and the resulting 
smoke and fumes can prove even more deadly. 

That's why we have developed a phenolic foam 
insulation which is highly resistant to flame. What 
is more, it will only emit small amounts of smoke 
even when subjected to intense fire, giving you vital 
breathing space to make good your escape. 

And because nowhere is immune to fire, we've 
perfected systems which allow this foam to be used 
in all types of construction; from immense projects 
like the Channel Tunnel to retirement homes. 

The horrors of fire hardly bear thinking about. 

Better, however, to consider them sooner rather 
than later. 

Helping to create a safer environment is one of 


the things BP is doing today for all our tomorrows. 


For all our tomorrows. 






















.. RARELY HAS THE dichotomy кайду, short-term and long-term in- 
-vestment prospects been Despite the current economic 
. gloom pervading some o Pes iier: biggest economies, long- 
` term investors should take immense comfort from the way the 
. world is turning. The decline of communism; the renewed surge 
- of privatisations among developing countries; the enlargement of 
. Europe's unified market: all these factors point to a rosy future, 
ED arly for global equities. 
The latest marvel was the Middle East peace conference in 
Madrid at which there was (admittedly loose) talk about the 
p sibility of setting up a regional common market. Stranger 
ings are happening. 
E Óf similar long-term importance, at least from the viewpoint of 
Asian investors, is the likelihood that a real bond market will 


i Japanese Government securities. Two straws in the mid-Novem- 
| ber wind were the launch of a two-year Hongkong Government 
| bond market and a US$300 million issue of Asian Development 
Bank "dragon" bonds for simultaneous listing in Taipei, Hong- 
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The long and the short | 


MONEY = 


kong and Singapore. Both have attracted a great deal of interest 
from investors. : 

But there is likely to be more to come. ic aerei ied firms may well 
find it difficult to issue more equities an over the 
next couple of years. Their need for external finance ure well 
prompt the government to reform Japan's straight-bond market. 
Taiwan is planning to finance much of its US$300 billion infra- 
structure e through bond sales. Even China is getting 
its government-bond act together. 

A dramatic expansion of Asian bond markets has to be good 
news, not least in helping to spur participants in the region's 
equity markets to improve the way they are run. If they do not, 
they risk losing institutional interest (in the first instance) and, 
later perhaps, individuals as well. 

So much for the long view. In the short term, investor senti- 
ment is rightly depressed by the slow recovery of the US and 
British economies and by the sharp slowdown in Japan. The pri- 
mary reason for the slu ess of the US economy remains 
huge amount of debt that is burdening both the private and the 
public sector. 
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Japan's OTC market goes hi-tech and awaits the next upsurge 


Bring on the bulls 


HE ARRIVAL OF COMPUTERISED 

trading on Tokyo’s over-the- 

counter (OTC) securities market in 

mid-October did not spark an 
immediate rise in trading volume, but it 
will allow the system to cope with the next 
upsurge in demand for stocks. Some ana- 
lysts are predicting that a market revival is 
only a few months away. 

Currently capitalised at nearly ¥17 tril- 
lion (US$130 billion), the OTC market is 
bigger than the second section of the Tokyo 
Stock Exchange (TSE) and is one of the 
largest markets in Asia — ahead of the 
Sydney exchange, for instance. But during 
the boom days of 1989 and 1990, according 
to Miyoshi Takeuchi of Jardine Fleming in 
Tokyo, investors had to wait up to 30 
minutes to know if an order could be 
executed. 

The orC was essentially a low-tech 
market with members of Japan OTC Bro- 
kers communicating orders by telephone. 
On really busy days, such as one earlier 
this year when trading volume hit 19.4 
million shares, the system often came close 
to seizing up. 

The solution was to devise a system 
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By Anthony Rowley in Tokyo 


whereby the ОТС market's central price- 
matching broker, Nihon Tento Shoken, 
would quote real-time prices for listed 
stocks. The new system, designed by 
Hitachi at a cost of more than ¥10 billion, 
automatically matches buy and sell orders 
and provides on-line data on transactions 
and listed companies to market partici- 
pants. 

This system is similar to (though much 
smaller than) that employed by Nasdaq in 
the US. Brokers can call up on their screens 
the highest bid and lowest offer prices for 
any OTC stocks. This, too, should make for 
a more efficient market. 

Even with its antiquated telephone sys- 
tem, the OTC market was early this year 
averaging around 15 million trades a day. 
Now, despite the OTC's entry into the 
computer age, volume is down to 3-5 mil- 
lion trades, mirroring the general slump in 
interest in Japan's equity markets. 

The Japan Nikkei OTC Average 
plunged in the second half of this year af- 
ter a heady rise during the first six months. 
One reason for the decline is that many 
individual investors have had to liquidate 
OTC holdings in order to top up margin 
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positions on Tokyo's main market. 

Taking their cue from foreign investors, 
Japanese individuals also appear to have 
shifted their interest temporarily from the 
OTC market to the big boards. They expect 
earnings of the bigger corporations to ben- 
efit most from current reductions in inter- 
est rates. 

The 420-odd companies listed on the 
OTC market — which are likely to be joined 
before the end of the year by another 31 
firms — tend to be much less diversified 
than stocks listed on the big board of the 
TSE. As a whole, they tend to suffer more 
during an economic downturn in Japan as 
they do not have the hedge of a broad 
range of revenue streams. For example, 
former market darling THK, a manufac- 
turer of linear motor bearings, is a hostage 
to the recession-hit machine-tool and 
semiconductor industries. 

And the bankruptcy in September of 
condominium builder Maruko — an OTC 
stock — has hardly enhanced the image of 
that sector in the eyes of investors. 

But some OTC companies have cornered 
niche markets that should allow for con- 
tinued earnings growth. OK Food, to cite 
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President George Bush’s plea to the banks to lower their inter- 
est rates on credit cards smacks of political desperation (it is 
similar, in this regard, to Bush's recent decision to postpone his 
trip to Asia, in order to avoid appearing to neglect domestic eco- 
nomic problems). The last thing that US consumers need is more 
debt. And such statements do nothing to calm jittery financial 
markets. 

The fact is that the decline of US interest rates to historically 
low levels is doing less and less to stimulate consumption and 
investment. And until there is a stronger recovery, the US dollar 
will remain weak. Some economists in the US are now talking 
about ^a nice little bit of inflation" to boost producer confidence, 
since neither monetary nor fiscal policy seems able to stimulate 
the economy. If heeded by policymakers in 1992, an election year 
in the US, this would be bad for US bonds and ultimately equities. 

Not so in Hongkong, where the admission in early November 
by the colonial administration that it intends to do little about 
property inflation has triggered a spurt on the stockmarket. A 
liquidity-fuelled surge of Hongkong equities may be good for a 
few months, but not for long. 

Malaysia is another country whose government is taking the 
soft option with regard to inflation. The recent budget stores up 
problems for the future by doing next to nothing to restrain ex- 
cessively rapid economic growth. The equities market has risen, 
but may soon begin to discount the prospect of a tighter monetary 
policy. By contrast, Indonesian stocks may well have hit bottom; 
recovery, though, will be slow. 


Growth and inflation 
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clines. This, too, may have little effect on the economy, but its 
fiscal position is so much stronger than the US that it has weapons 
in reserve to stimulate business activity. 

The trouble is that the equities market has failed to respond to 
cheaper credit and a rise in foreign investment. Foreign fund 
managers continue to push Japan as “undervalued,” but this 
should be taken with a pinch of salt. Most stocks that are sensitive 
to interest-rate movements should be avoided. Japanese banks 
and property firms have too many problems to be worth a second 


Like the US, Japan is cutting its interest rates as inflation de- 


an example, has succeeded in making a 
profitable business out of producing tofu 
for Japan's fast-growing take-away foods 
industry. Nihon Kansai, which provides 
maintenance and security services for 
buildings on long-term contract, also seems 
relatively immune to the economic down- 
turn. 

OTC construction stocks look attractive 
in the medium term, but the current fi- 
nancial year looks less promising as their 
earnings will be hit by bad-weather con- 
tractual stipulations, according to Alan 
Acosta at Baring Securities in Tokyo. 

In the first three months of 1992, when 
Acosta believes the economic downturn 





OTC stocks poised for an upturn 


will have bottomed out, a number of OTC 
construction stocks should benefit from the 
expected boost in fiscal spending and pub- 
lic works contracts in Japan. Many analysts 
put Tenox, a maker of pile drivers and 
other construction equipment, at the top of 
their list for this sector. Construction ma- 
chinery maker Maeda Seisakusho and Iseki 
Polytech, a builder of small tunnels, are 
also favoured. 

The recent fall in the Orc market has 
brought down average price-earnings ra- 
tios from a peak of around 100 to a some- 
what more reasonable 51, which is never- 
theless still expensive by international 
standards. Such multiples are partly ex- 
plained by the fact that the 
free float of OTC shares is 
small and restricted, not as a 
result of Japan’s unique 
system of corporate cross- 
holdings (as is the case on the 
TSE), but by the fact that 
companies typically list only 
a small proportion of their 
stocks. 

Once volumes do pick up 
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again, the OTC market should 
be able to cope speedily and 
efficiently with the extra 
business. This should be of 
equal benefit to individual 
investors — foreign and do- 
mestic — and to the numer- 
ous Japanese small company 
funds set up inside and out- 

side the country to invest in 
EES the OTC E al 
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look at the moment. 


m Nigel Holloway 


TAIWAN BONDS 


Cash and 
carry 


By Julian Baum in Taipei 
HE TAIWAN GOVERNMENT opened 

і the tap on its much-awaited bond 
issues on 18 November, with 
NT$24.5 billion (US$940 million) being di- 
rectly placed in the hands of retail market- 
makers. The issue is the first step in ex- 
panding the secondary market in fixed-in- 
come instruments and it will provide easier 
access for smaller investors. 

Officially, there are no rules against 
foreigners purchasing the government's 
latest paper, which are bearer bonds with a 
five-year maturity and a 9% coupon. Se- 
curities houses which have been authorised 
as primary dealers on the issue say that 
anyone who can put down the cash is à 
welcome customer. 

But foreign participation in the market 
is limited by the US$3 million ceiling on 
annual remittances and the availability of 
the paper on the fledgling retail market. 
The easiest access will be for the 16 foreign 
institutions now approved for investing in 
Taiwan markets and local residents with 
cash reserves. 

Bankers say that the 9% coupon was set 
after consultation between the Central 
Bank of China and the primary dealers and 
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by reference to interest rates for three-year 
certificates of deposit which range between 
9-9.75%. Future issues could carry a lower 
coupon if the central bank follows the US 
lead and further cuts interest rates. 

The new bonds are the first in Taiwan 
with a regular coupon and a lump sum 
payment on maturity, which makes them 
easier to trade or to use as collateral. Previ- 
ous issues carried early partial redemptions 
which made it difficult to calculate yields 
and to price the bonds on the secondary 
market. 

Some bond dealers say demand among 
financial institutions for the issue was high 
and supply will be tight until future auc- 
tions. Analysts say that the debate over 
Taiwan independence and nervousness in 
the equities market in the run-up to the 
December elections for the national assem- 
bly will keep the equities market quiet until 
the end of the year, drawing investors’ in- 
terest to bonds. 

But some dealers criticised the govern- 
ment for being in a rush to pump up bond 
sales to finance last year’s budget deficit 
and current infrastructure development 
projects. The central bank expects to issue 
an additional NT$40 billion worth of bonds 
in December and to hold auc- 
tions on a regular monthly ba- 
sis next year, with the exception 
of the traditionally illiquid pe- 
riod around Chinese New Year. 

In addition to 22 commercial 
banks and trust companies, the 
country’s largest holder of as- 
sets, the Postal Savings Bank, 
has been allowed to buy bonds 
for the first time. Seven securi- 
ties houses have also been de- 
signated as primary dealers: 
Asia Securities, Ting Kong In- 
ternational Securities, National 
Securities Corp., China Securi- 
ties, Grand Cathay Securities, 
Taiwan International Securities and 
Masterlink Securities. 

Investors who acquire the paper may 
not find it easy to trade. Analysts say the 
secondary bond market remains stunted 
by the lack of a centralised brokering sys- 
tem which makes it difficult to bid effi- 
ciently without making several dozen tele- 
phone calls to active dealers. 

But there is a lively repurchase market 
for short-term lending which can increase 
effective yields by several percentage 
points. Dealers say the government paper 
is highly valued as collateral. For short- 
term loans, the bonds can secure funds at 
an even lower interest than Taipei's 
interbank rate which is now slightly above 
5%. 

In the first tranche, the largest denomi- 
nation bond was NT$1 million and the 
smallest NT$100,000; the government 
hopes that such small denominations will 
attract more investors. ч 
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Mobile telephone user: growth for small companies. 
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STOCKS 


betting on the beep 


By Michael Westlake in Hongkong 
HE GOOD NEWS ABOUT telecommu- 
nications scrip is that technology is 


T changing so fast that new opportu- 


nities for expansion abound. The bad news 
for investors has been that to date the 
choice has been limited to major equip- 
ment manufacturers, the listed local 
telecoms operator and its British relative 
Cable & Wireless. 

But two of Hongkong's largest paging 
companies, Star Paging (International 
Holdings) and ABC Communications 
(Holdings), recently obtained listings on 
the local stockmarket. Growth opportuni- 
ties in telecommunications rest with such 
small companies in the "value-added" 
sector, providing mobile telephone, paging, 
data and facsimile services. 

Further, both Star Paging and ABC are 
involved in the forthcoming four-way fight 
for local market share with CT2 — the new 


2 
u 


generation of mobile telephones. 

Hutchison Telecommunications (HT) is 
by far the largest player in the Hongkong 
paging market, with a 45-50% share. But 
the hope of benefiting directly from HT’s 
prospects is too remote, as it is part of the 
Hutchison Whampoa conglomerate. Star 
Paging, which listed in July, has about 20% 
of the local market, while ABC, which listed 
on 9 October, has about 14%. The rest of 
the market is split among unlisted firms. 

Investing in either Star-Paging or ABC 
should be weighed against the prospects 
of the Hongkong paging market being 
saturated in the short-to-medium term. But 
two developments in the industry indicate 
that the long-term prospects for the pager 
industry are sound. 

The first is the advent next year of CT2, 
which is a short-range but more mobile 
version of the ordinary cordless telephone 
long available for home use. CT2 will only 
be able to transmit calls, making a pager a 
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necessary part of the kit to alert the user to 
an attempt at contact. The pager may or 
may not be part of the CT2 hand-held unit. 

At least some customers who so far 
have not bothered with pagers in their own 
right will be attracted to CT2 and the at- 
tendant pager. One reason is the ease of 
being able to identify and reply to inbound 
calls. Users of stand-alone pagers have to 
hunt for a telephone after being “beeped” 
outside the office or home. 

But the second (and main) reason for 
touting paging stocks is the price of the 
underlying product. CT2 handsets will be 
about a quarter of the price of the current 
generation of cellular mobile telephones, 
while the cost of subscriptions and use will 
be about one third less than current prices. 
The product will be affordable, and thus 
more popular, in a market already ena- 
moured of mobile phones. 

Plus, new software for paging systems 
has made them smarter. Data on stock and 
commodity prices, share indices or betting 
odds is available in various forms. 

Pagers have thus become part of the 
whole range of “designer communica- 
tions.” The major caveat for investors to 
consider, however, is that while the ex- 
panding range and choice of services open 
up new markets, pagers are as subject to 
transitory fads as the world of fashion. 

If these new retail markets are added to 
the existing rate of penetration in the busi- 
ness field, then predictions of double-digit 
growth through to 1994-95 for the paging 
industry are not far fetched. 

Not that every paging company and/or 
CT2 consortium will automatically make 
money. Given the front-end costs of setting 
up radio-transmitter/receiver bases and 
sub-stations all over Hongkong, a large 
critical mass of subscribers is needed to 
make such systems profitable. 

Some consolidation among the smaller 
operators, then, is almost inevitable. In- 
deed, this was the route that HT took to 
obtain market share, buying up several 
smaller concerns. Both ABC and Star, how- 
ever, hold strategic stakes in non-Hong- 
kong paging companies and are well- 
placed to look beyond the saturation point 
of the domestic market. 

Both companies have successful track 
records — ABC since 1971 and Star since 
1978 — and both are worthy of close ex- 
amination by investors who want to climb 
aboard the telecommunications band- 
wagon in Asia. Even so, both have failed 
to perform in line with the recent Hong- 
kong rally. в 
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ASIAN BEER 


EQUITIES 


Acquired tastes 


By Carl Goldstein in Hongkong 


EER CONSUMPTION in the Asia-Pa- 
B cific region is taking off by leaps 

and bounds, but picking brewing 
shares that will benefit is not an easy mat- 
ter. Punters will be frustrated by the small 
free float of some of the more desirable 
stocks and the debt problems of others. 

Even in the high-growth areas, the ris- 
ing consumption rates do not necessarily 
translate into good returns for investors. In 
Malaysia, the market float of leading brew- 
ers Carlsberg Brewery Malaysia and Guin- 
ness Anchor is little more than 22% for 
each, while Thailand’s Boonrawd Brewer- 
ies, maker of Singha Beer, is privately held. 
And in Taiwan, the dominant brewer is 
the state beer, wine and tobacco monopoly. 

Still, the possibilities are bright enough 
to arouse investor interest. In Hongkong, 
San Miguel Brewery, an affiliate of the gi- 
ant Philippine beer, food and agribusiness 
conglomerate, has a 70% share of the local 
market. But trading in the share on the 
Hongkong Stock Exchange is extremely 
thin, as parent company San Miguel Corp. 
of the Philippines holds 60%, Hongkong- 
based Sun Hung Kai Industries holds 
13.5%, and the directors hold a bit more. 

Moreover, sales have been hard hit by 
the sluggish Hongkong economy and for- 
eign imports, which are slowly eroding San 
Miguel's market share. Net profits fell by 
10% for the first eight months of this year, 
to HK$54 million (US$6.9 million). 

But punters looking for a south China 
play might think of San Miguel, which is 
placing its hopes on a major expansion into 
the prosperous Pearl River delta. 

Parent company San Miguel Corp. is 
the Philippines' largest and most diversi- 
fied conglomerate, accounting for some 4% 
of GDP. Beer remains the largest contribu- 
tor to turnover with 41% of the company's 
1990 sales of P43.8 billion (US$1.6 billion). 
The company has a dominating 90% share 
of the home market. 

Baring Securities is forecasting that net 
profits adjusted for extraordinary items 
will rise to P2.3 billion in 1991, compared 
with just P1.3 billion last year, and will in- 
crease to P2.8 billion in 1992. Earnings per 
share should rise in line with profits, fol- 
lowing a disappointing drop in 1990. 

In Singapore, Asia Pacific Breweries 
(APB) is making a drive to break out of its 
home market, where its three brands — 
Tiger, Anchor and Heineken — account for 
83% of the market. But investors will not 
have much luck buying into it, as the com- 
pany is 42% owned by Dutch brewing gi- 
ant Heineken NV and 38% by Singapore 
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Bottling in Thailand: rising consumption. 


food group Fraser & Neave. 

APB'S immediate prospects have also 
been blunted by its expansion into the New 
Zealand/Australia market, where it re- 
cently bought 27% of Magnum Corp. for 
$$250 million (US$148 million) in shares 
and cash. The Auckland-based Magnum 
has a 46% share of the kiwi beer market, 
but recession Down Under will harm the 
company’s prospects, at least in the short 
term. In September, Magnum reported a 
sharply lower profit for the year to 30 June 
of NZ$26 million (US$14.7 million), down 
from NZ$58 million the previous year. 


Investors would also be advised to steer 
clear of Fosters Brewing Group, despite its 
status as Australia’s biggest brewer and the 
fourth largest in the world. Fosters is cur- 
rently trying to divest itself of the remain- 
ing non-brewing interests. The company’s 
performance has been dragged down by 
some A$3 billion (US$2.4 billion) of under- 


x rforming assets. The acquisition of the 
pe 8 1 


brewing assets of Britain’s Grand Metro- 
politan made it No. 2 in that brewing mar- 
ket, but will have a negative impact on cash 
flow for at least two years. 

Investors who bought Japanese brew- 
ing stocks at the beginning of the year 
would not have had much joy either. Share 
prices of the three listed brewers — Kirin, 
Asahi and Sapporo, ranked by market 
share — have under-performed Tokyo's 
Nikkei index, which itself has had a pretty 
rocky time this year. Kirin's share price on 
13 November stood at Y1,430 (US$11.00), 
Y20 below its year-opening price. Asahi's 
share has risen a slim 5% to ¥1,300 during 
the year to date, while Sapporo's share 
price has slid 5% to Y1,290. 

Asahi appears to have stumbled in its 
attempt to re-live its stunning success of 
four years ago, when it introduced Super 
Dry beer and increased its market share in 
Japan from 20% to 25%. Its highly publi- 
cised launch of Z Beer earlier this year has 
not created the sort of sustained buying 
interest the company had hoped for. 

In South Korea, beer stocks are a popu- 
lar election play and will undoubtedly 
benefit in next year's polls. The two local 
brewers, Oriental Brewery and Chosun 
Brewery, control 67% and 33% of the mar- 
ket, respectively. But both suffer from ris- 
ing labour and material costs and slightly 
declining beer consumption. L] 
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Bedside manna 


By Paul Handley in Bangkok 


HE INABILITY OF Thailand’s public- 

sector hospitals to meet rising de- 

mand has led to the rapid growth 
of private hospital care, catering to the na- 
tion’s burgeoning middle class and 
wealthy foreign patients. Listed hospitals 
on the Stock Exchange of Thailand (SET) are 
consequently riding the crest of the nation’s 
recent economic boom. 

International investors from countries 
with extensive government-controlled na- 
tional health services are confused by the 
concept of hospital scrip, say market ana- 
lysts in Bangkok. But the profits earned by 
the six hospitals quoted on the sET should 
confuse no one, as they offer Thais cleaner, 
hi-tech health care without the long waits 
that are usual at government institutions. 

Patients at private hospitals pay Baht 
150-500 (US$6-20) in doctors’ initial consul- 
tation fees, compared to nothing at all in 
government hospitals. They also pay five 
times more for overnight stays and higher 
still for the exceedingly expensive imported 
medicines that private hospitals dole out in 


ISRAELI 


By Peter Enav in Tel Aviv 





PEACE DIVIDENDS could be reaped on the 
Israeli stockmarket in the coming year for 
investors prepared to wait until the 
bourse is passed its correction phase. Ris- 
ing economic woes will likely drop the 
local bourse in the short term — which 
the contrarian may view as a chance to 
punt on the continuing Arab-Israeli peace 
talks. 

The time to buy, however, could be a 
few months away, as the Tel Aviv Stock 
Exchange has had a good year. In US dol- 
lar terms, the shares of the 265 firms 
which make up its index have increased 
in value by some 70%, and daily turnover 
has almost tripled to US$42 million, from 
US$15 million at the end of 1990. 

But with economic growth prospects 
quickly eroding, and with a sharp rise in 
local interest rates apparently on the 
cards, the immediate future does not look 
so bright. Barring any dramatic news 
from the peace talks, some local brokers 
expect the bourse to drop as much as 20% 


bulk. 

As one Bangkok analyst put it: “This is 
about the only Thai industry which can 
raise its prices now.” The market niche of 
the six listed hospitals ranges from factory- 
worker oriented Samrong to Samitivej, 
which caters to the wealthy elite and for- 
eigners. 

For the sector as a whole, broker W. I. 
Carr reports that in the first half of 1991 
sales were up an average of 32%, while 





Listed hospitals doing well on the SET. 


EQUITIES 


Profits from peace 


over the next several months. 

The two most significant medium-term 
factors in the stockmarket are the pros- 
pects of rising interest rates and falling 
numbers of Jewish immigrants from the 
Soviet Union. For overseas investors, the 
latter trend is perhaps the most troubling 
as the nation's future economic growth is 
heavily dependent on rising immigration. 

Bright GDP growth projections were 
made on the assumption that in 1991 
alone there would be as many as 300,000 
Soviet arrivals, many of whom would be 
bringing with them desperately needed 
new skills. But influenced by entirely jus- 
tified reports of housing and job shortages 
in Israel, potential immigrants are staying 
away in droves. Immigration figures have 
been scaled back by a third or more, and 
along with it per capita GDP growth pro- 
jections, which for 1991 will be close to 
zero. 

Local interest-rate trends point to a 
downturn in the bourse as well. Over the 
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nearly all other stockmarket sectors sagged. 
In the same period, the listed hospitals saw 
gross profits rise 39% over the year-earlier 
period and net income leap by 47%. 

The hospitals are cash cows, too, keep- 
ing less than three weeks' worth of inven- 
tory and taking up to 45 days to pay off 
suppliers. Samitivej Hospital in fact has a 
negative working capital load. 

Underlining these hospitals' earnings 
potential is the growing role of health in- 
surance. Over the past three years Thailand 
has been one of the world's fastest growing 
insurance markets (albeit starting from a 
low base). Some analysts are predicting 
profit growth of around 20% next year, 
pointing to the fact that several hospitals 
have recently raised service and supply 
prices with no visible resistance from con- 
sumers. 

Others, however, believe that these 
hospitals hit the peak of their growth cycle 
in fiscal 1991, which ended on 30 Septem- 
ber. And indeed, the sector has fallen out 
of favour with Thai speculators. 

Still, the resultant price drop has left the 
stocks on a 1992 prospective price-earnings 
ratio of 14 times, above the market average 
of 11-12 times. W. I. Carr argues that the 
price is right, especially given the strong 
defensive nature of the investment. The 
broker believes that the sector's "high rat- 
ings are justified by the growth prospects 


past year, the Bank of Israel, the central 
bank, has been attempting to pump prime 
the economy by maintaining extremely 
low local interest rates. For the average 
Israeli investor, who until early Novem- 
ber was barred from directly holding for- 
eign securities, this has been a powerful 
incentive for stockmarket activity. 

A significant round of interest-rate 
rises, however, now seem inevitable — 
the catalyst being renewed inflationary 
pressures. Chief among the culprits are 
the anticipated budget deficit of 6% of 
GDP, and the unexpected delay in grant- 
ing of some US$2 billion in US loan guar- 
antees for immigrant absorption, which 
means that the funds will have to be 
borrowed or printed by the government. 
The annual inflation rate is now around 
20%, which in Israel passes for commend- 
able fiscal probity after annual rates in the 
range of 400% in the mid-1980s. 

In the long term, however, the pros- 
pects for the Israeli economy, and with it, 
the Tel Aviv Stock Exchange, are rather 
bullish. Many local companies have 
streamlined their operations over the past 
several years, which should aid future 
earnings growth, while the arrival of 
some highly skilled technical personnel 
from the Soviet Union must be regarded 
as an important economic plus. Above all, 
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and the quality of earnings.” 
Analysts favour the two largest 
counters by market capitalisation, 
Bamrungrad and Samitivej. Located 
in the well-to-do Sukhumvit Road 
corridor, both tap wealthy and up- 
per-middle-class Thai patients as 


ospital stocks in Thailand 
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less well-known Ramkhamhaeng - 
Hospital and Bangkok-Dusit Medi- - 
cal Service focus on the middle-in- 
come sector. 


well as the foreign market. Bamrun- Sukhumvit 199 ит 120 25 force a tightening of margins. Be- 
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owner of Bangkok Bank, and main- 
tains a strong client base through the 
bank's employee health scheme. The 
hospital is adding 150 beds to its 
existing 220 and plans to build hos- 
pitals in Rayong, on the eastern seaboard, 
and Khon Kaen, in the northeast, over the 
next two years to fill an untapped market 
niche in those areas. 

Samitivej Hospital, however, has the 
cachet of the top-ranked institution, and 
charges a premium for it. Its owners in- 
clude the Lamsam family, owner of Thai 
Farmers Bank. The company is expanding 
the number of rooms at its present site and 
is building a new hospital in the rapidly 
growing Bangkok suburb along Srinakarin 
Road. 


Krungdhon Hospital taps the middle- 
income market in densely populated 
Thonburi, just across the river from the 


a rally in the stockmarket will result if 
the present Middle East peace process 
gathers steam. 

Overseas investors should limit their 
punts to the exchange's blue chips. The 
recently partially privatised Bezek Com- 
munications Corp., potash-exporting 
Dead Sea Works, and the Teva Pharma- 
ceuticals Corp. may be the most inter- 
esting plays. 

For Asian investors, however, the 
logistics of investing in Tel Aviv are for- 
midable, and basically require a trip to 
Israel, Europe or the US to open an ac- 
count. Basically, punters must travel to 
Israel, the US or Europe to open ac- 
counts on the Tel Aviv market. A total 
of 11 Israeli blue chips, however, are 
listed on the US NASDAQ market; their 
performance in the US generally mir- 
rors that of the Tel Aviv market. 

Another notable local factor in Tel 
Aviv is the market's relative dominance 
by some 150 bank-managed unit trusts. 
At the end of 1990, these funds' total 
assets exceeded US$4 billion, represent- 
ing 34.3% of total bank share volume 
on the exchange, and 11.5% of all share 
investment. Individual investors are fre- 
quently caught unawares when this 
herd of fund managers moves the mar- 
ket in one direction or the other. = 
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centre of Bangkok. The company is ex- 
panding its facility from 130 beds to 330, to 
be finished next year. 

Samrong General, meanwhile, focuses 
on the lower end of the market in the in- 
dustrial Bangkok suburb of Samut Prakan, 
and boasts a 170-bed facility. The hospital 
thrives on higher volume to compensate 
for its lower margins. And it has a de- 
pendable clientele, as a large portion of its 
patients are referred through company 
hospital-coverage schemes. 

Smarong General is constructing a sec- 
ond, more upmarket hospital on Srinakarin 
Road, and plans to build another at the 
unserviced Theparak industrial estate. The 
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be built. 

Secondly, personnel shortages, 
from specialist doctors to medical 
aides, could hamper the industry's 
growth. Hospitals that do not offer doctors 
equity or profit-sharing schemes could lose 
them to other institutions. Indeed, many of 
the newly planned hospitals are being built 
by groups of doctors. That is one reason 
why Bamrungrad and Samitivej are fa- 


voured: their status promises continued | 
high fees, which attracts good doctors in - 


pursuit of those fees. 
Finally, analysts foresee capital in- 
creases by most of the listed hospitals to 
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There are some doubts, however, _ 
about the future for the industry. - 
First, growing competition could . 


new hospitals, however, may never _ 
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fund expansion projects and reduce debt. 3 


As the Bangkok market already is reeling 
after having weathered too many cash 
calls, the upside potential of the stocks 
could be limited. " 
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MALAYSIAN 


EQUITIES 


Japanese punts 


By Doug Tsuruoka in Kuala Lumpur 


UYING ON WEAKNESS is a well-worn 
B cliche, especially when share prices 
are stagnating. So too is the hack- 
neyed assumption that investing in Japa- 
nese companies is a good bet because of 
their allegedly superior business practices. 

In Malaysia, however, these abused 
market themes provide investors with a 
window of opportunity. Local companies 
with sizeable Japanese equity participation 
are out-performing their local rivals on the 
profit front, yet the share prices of nearly 
all listed companies have suffered in the 
current stockmarket downturn. 

More than half a dozen companies with 
important Japanese links are currently 
listed on the Kuala Lumpur Stock Ex- 
change (KLSE). They include: Matsushita 
Electric Co. (Malaysia), a maker of house- 
hold appliances and electrical products; 
Sanyo Industries (Malaysia), a 
maker of electric fans and rice cook- 
ers; Malex Industries, a maker of ce- 
ment-fibre products; Maruichi Ma- 
laysia Steel Tubes, a producer of 
steel pipes and sheets; and 
Ajinomoto, a scion of the Japanese 
food and biotechnology giant. 

All have mixed Japanese and 
bumiputra (indigenous Malay) eq- 
uity holders, and all serve the do- 
mestic and export markets. Until the 
recent market slump, many of these 
counters surged to record highs in 


NEW ZEALAND 


Bottom 
pickings 

NEW ZEALAND, SAYS Finance Minister 
Ruth Richardson, is like a “coiled 
spring,” ready to unwind into dramatic 
growth. On that analysis, just about any- 
thing ought to be good for a flutter. 
Trouble is, say Richardson's critics, the 
spring has rusted up. 

Notwithstanding the doomsayers’ 
view, the outlook for corporate profits in 
1992 is looking slightly rosier. New Zea- 
land’s recession, which is expected to 
continue for another six months, is being 
offset by tight cost controls and improv- 
ing export performance prospects. 

On 8 November, the Stock Exchange 
Top 40 index was up 100 points, or 13%, 
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1991 on the strength of their strong earn- 
ings potential and the huge amounts of 
Japanese capital entering the country. In 
1990, for instance, the total value of ap- 
proved direct investment from Japan to 
Malaysia hit M$4.2 billion (US$1.5 billion). 

Matsushita is expecting its pre-tax profit 
to double to M$88 million in fiscal 1991, 
which ends on 31 December. Its share 
price more than doubled to M$38 by late 
May, from M$17.50 on 2 January, but it fell 
back to M$31.50 by mid-November. 

Sanyo, which erased columns of red ink 
by posting a pre-tax profit of M$5.7 million 
in its latest year-end financial report, saw 
its share price climb from M$6.35 on 30 
April to M$9.25 on 24 May. Ajinomoto 
similarly saw the value of its shares shoot 
up from about M$3.40 each in late April to 
about M$6 in May. 





from a trough in late September, and 
niche-placed second-line stocks have 
done particularly well. Price-earnings ra- 
tios could average around 12 in 1992-93, 
but the gains have probably already been 
discounted for most stocks. The message 
is: either stay away from equities or pick 
the export performers (for example, 
Goodman Fielder Wattie, Sanfords and 
Fortex) or the recession-proof local util- 
ity, Telecom. 

Flotations and cash issues, which 
have done well this year in a market thin 
on substantial stocks, may offer the 
brightest opportunities. The success of 
the Telecom float in July may encourage 
a government facing high levels of ma- 
turing debt to sell a small slice of its 
biggest remaining asset, the Electricity 
Corp. Demand would be high. 

Bonds have just about had their run. 
Almost every economist agrees that 
yields will rise over the next six months, 
through a combination of international 
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But these stocks, too, have suffered 
price declines in line with the decline of 
the KLSE index, which has slipped 12%, to 
555.85, from a high of 635.02 on 29 May 
1991. Sanyo closed at M$8.95 and 
Ajinomoto at M$4.88 on 13 November. 
Some analysts believe these Japan-linked 


shares will drop further — in tandem with 
the market's bearish slant — creating even 
better bargains. 


The beauty of investing in Japan-related 
stocks is their relatively sound fundamen- 
tals. Although the impact of Japanese par- 
ticipation — in the form of expatriate man- 
agers and computerised production lines 
— may be exaggerated, these companies 
do enjoy advantages over their domestic 
counterparts. Greater Japanese stress on 
cost-effectiveness, for instance, is enabling 
Matsushita and Sanyo to operate with 
comparatively low capital bases. 

Over the long run, this suggests higher 
profits, and in turn higher share prices. Just 
how high remains to be seen, but the pros- 
pect should appeal to foreign fund 
managers who have often criticised the 
Malaysian market's lack of stocks driven 
by fundamentals, rather than by politi- 
cal factors. Japanese financial sup- 
port also suggests that these listed 
companies will better withstand 
future rough spots in the 
Malaysian and international 
economies than domestic compa- 
nies. 

Optimists are predicting a 
stockmarket rally by mid-December. 
If this comes to pass, the current 
bargains in Japan-flavoured stocks 
may melt away — leaving only less- 
alluring buy opportunities for those 
who wait. a 


movements, a big government refinanc- 
ing programme and an expected wors- 
ening in the budget deficit outlook for 
the next two years. At a current yield of 
around 8.5% and no capital gain in 
prospect, they no longer represent the 
bargain of the past five years. 

A small chorus is tuning up again on 
the theme that property is over the 
worst, citing some successful sales by the 
crashed merchant bank DFC New Zea- 
land and the fact that some major cor- 
porations are downsizing their holdings. 

But this optimistic refrain is not con- 
vincing. Vacancies remain high as most 
institutions are averse to rebuilding 
property portfolios when a 10% yield is 
exceptional. As an indicator of the state 
of the market, the shares of Robt Jones 
Investments, the country's biggest prop- 
erty company, were trading at 40 NZ 
cents (22.5 US cents) on 8 November, 
compared with net tangible asset back- 
ing of 67 NZ cents. п Colin James 
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Stockmarket, bond and currency trends 
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TRADE 


Japan takes steps to buy more from abroad to blunt foreign criticism 


A buyer's market? 





| By Anth Anthony Rowley in 1 Tokyo 


s Japan's trade surplus soars, the 

government in Tokyo is resorting 

to import-boosting measures to 

try and placate trading partners 
in the US and Europe. But even though 
Japan now has a larger surplus with the 
region than with either the US or Europe, 
Asia is likely to receive less attention. 

In fact, Asia has this year overtaken the 
US as Japar's chief trading partner. In the 
first nine months of 1991, Japan's trade 
surplus with the four Asian NICs — South 
Korea, Taiwan, Hongkong and Singapore 
— exceeded its surplus with the US. Even 
Japan's traditional deficit with Asean has 
turned into a surplus in recent months. 

On 13 November, the Ministry of In- 
ternational Trade and Industry (Miti) 
disclosed its latest package of import- 
boosting measures. This occurred on the 
same day that figures were published 
showing that Japan's customs-cleared trade 
surplus for October more than doubled to 
US$7.3 billion compared with a year pre- 
viously. 

A day later, the Bank of Japan an- 
nounced a cut of half a percentage point to 
5% in its official discount rate, a measure 
designed partly to revive flagging business 
confidence in Japan but aimed also at 
stimulating domestic demand and boost- 
ing imports. Japan's new prime minister, 
Kiichi Miyazawa, is going to come under 
increasing international pressure to use fis- 
cal, as well as monetary, measures to speed 
up economic growth. 

The latest trade figures continue a re- 

. cent trend that has seen the value of Ja- 
pan's exports rise and imports fall. The 
year-on-year rate of growth of Japanese 
exports has moderated to around 7% in the 
three months to November from 14.5% in 
the six months to March 1991. But imports 
dropped by 6% against a surge of 19% over 
the same period. 

According to Paul Summerville of 
Jardine Fleming Securities in Tokyo, this 
means that the Japanese surplus is likely to 
reach as much as US$90 billion this year 
and to go on rising at least until next April. 
This would be a record — the previous 
highest surplus was US$86 billion in 1986 
— and has been achieved when the US 
economy is in recession. 

When the US was in recession in 1982, 
the Japanese bilateral surplus reached only 


gs ot 


US$6.9 billion. This shows just how im- 
portant Asia and Europe have become as 
components of the Japanese trade sur- 
plus. 

The relative strength of the Japanese yen 
(which tends, in the short term, to boost 
the dollar value of exports and reduce im- 
ports) this year is only part of the expla- 
nation. Other factors include: lower oil 
prices in the wake of the Gulf War; greatly 
reduced Japanese imports of luxury goods 
and works of art from Europe; and a sharp 
decline in imports of cereals, metals and 
diamonds from the US. 

Another reason for the 39% surge to 
US$61.8 billion in the overall Japanese 


Japanese trade balance by region i 


trade surplus for the first 10 months of 1991 
is rising exports of goods such as semicon- 
ductors and motorcycles to the US. There 
has also been a big increase in sales of 
manufactures to Europe and a boom in 
capital-goods exports to Asia. 

All this has met with predictable and 
vocal outrage in the US and in Europe. US 
Secretary of State James Baker hinted 
strongly at the danger of protectionist re- 
sponses from Washington when he visited 
Japan in mid-November and US Trade 
Representative Carla Hills later reinforced 
the message. 

Meanwhile, the EC representative in 
Tokyo, Jean-Pierre Leng, called the Japan- 
ese deficit with Europe "very serious" and 
said Brussels would set a deadline for Ja- 
pan to liberalise trade with Europe. Ger- 
man Economics Minister Jurgen Moeler- 
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mann will reinforce these warnings when 
he visits Japan shortly. 

Responding to these pressures (and to 
the need to send a positive signal to the 
Gatt's Uruguay Round over the perenni- 
ally thorny issue of rice imports) Miti an- 
nounced a package aimed at stimulating 
imports of manufactured goods and at at- 
tracting foreign direct investment. In recent 
years, Miti has launched a large number of 
measures to boost imports. These include 
designating an "import month" every year 
and inviting top executives of Japanese 
companies to the ministry to ask them to 
buy more from abroad. 

Under Miti's latest scheme, the so-called 
Business Global Partnership Initiative, 
Japanese business will draw up and imple- 
ment "voluntary" plans to expand imports, 
to increase local purchases abroad and to 
"further cooperative working relationships 
with foreign firms." Forty major Japanese 
corporations have agreed to cooperate with 
Miti in boosting imports of foreign manu- 
factures and to expand local procurement 
for their operations overseas. 

Miti says that the Japanese firms con- 
cerned will not be forced to buy foreign 
goods where it would be to their commer- 
cial disadvantage, but claims that many 
Japanese companies are unaware of what 
is on offer from foreign suppliers. Miti's 
exercise is designed to prime the import 
pump. The three-year programme will su- 
persede a one-year scheme in which 315 
smaller Japanese companies participated. 
They were allowed to offset 5% of the in- 
cremental value of imports against income 
tax, a privilege which will be continued 
now for larger firms. 

Miti is urging the Finance Ministry to 
agree to increase depreciation allowances 
and to give longer periods to write off 
losses for foreign firms investing in Japan. 
Tax incentives are effective in raising im- 
ports, Miti claims. The earlier incentive 
plan covered ¥7.3 trillion (US$52 billion) of 
Japan's ¥17 trillion of manufactured-goods 
imports in the 1990 fiscal year (to March 
1991) and during that time the incentivised 
imports grew by nearly 18% in value while 
overall manufactured imports expanded 
by only 7%. 

Miti believes that the expanded import- 
promotion schemes will have a significant 
impact on Japan's trade over the next five 
years or so. Until now, the schemes have 
benefited mainly the US and Europe. Of 
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the ¥7.3 trillion of imports covered by tax 
concessions, ¥2.7 trillion came from the US, 
¥2.2 trillion from Europe, ¥1.1 trillion from 
the Asian NICs and the remainder from the 
rest of the world including Asia. 

Miti officials were unable to provide 
further details about the import increase 
from the Asian NICs though they were able 
to do so for the US and Europe. And it is 
unclear what proportion of expanded im- 
ports from Asia came from Japanese op- 
erations there. Japan apparently feels 
less pressured to assuage its Asian trading 
partners, though South Korean President 
Roh Tae Woo confronted visiting Japanese 
Foreign Minister Michio Watanabe recently 
on Japan's fast-growing surplus with South 
Korea. 

Japan's trade surplus with South Korea 
in fiscal 1990 totalled US$6.9 billion. This 
was a little over half the US$12 billion sur- 
plus Japan enjoyed with Hongkong during 
the same period, while it had a US$7.8 
billion surplus with Singapore. Taiwan 
suffered a US$7.3 deficit with Japan and 
Thailand a US$5.3 billion deficit. 

Due in part to its weak bargaining 
power, Asia is having to bear the brunt of 
the Japanese export boom. Despite the de- 
nials of the Japanese Government, the ex- 
port expansion appears to be tacitly ac- 
cepted as a means to offset flagging do- 
mestic demand and slowing economic 
growth in Japan. 

Japan's trade surplus with the rest of 
Asia rose in October for the 20th consecu- 
tive month, showing a 49% increase for the 
month to US$2.6 billion. While imports 
from Asia fell by 1.5%, exports grew by 
8.5%, reflecting increased sales of capital 
goods and semiconductors. 

The surplus with the US grew by 4.7% 
in October to US$3.9 billion while the sur- 
plus with Europe shot up (for the 12th 
consecutive month) by 46% to US$2.3 bil- 
lion. The surplus with Asia has been in- 
creasing faster this year than the surplus 
with the US and Europe. 

According to C. H. Kwan of Nomura 
Research Institute, Japan now trades more 
with Asia than with the US in terms of 
both imports and exports. During the first 
nine months of 1991, Japanese exports to 
Asia increased by 23% over the corre- 
sponding period of 1990. 

At the same time, the share of Japanese 
exports accounted for by Asia rose to 34%, 
surpassing that of the US (30%) for the first 
time since 1980. The Asian NICs accounted 
for 21% of total Japanese exports. 

Rising Japanese exports of capital and 
intermediate goods to Asean in support 
of the country’s offshore production ac- 
tivities cut the grouping’s traditional sur- 
plus with Japan from US$9.4 billion in 1985 
to US$2.2 billion in 1990. And Japan moved 
into a sizeable surplus with Asean during 
the first seven months of the current fiscal 
year. ш 
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Hongkong merchant bank revived 


Rescue on the cards 





By Jonathan Friedland in Hongkong 


he Hongkong-based investment 
| bank Asian Oceanic Group (АОС) 
had it all; a slate of strong US, 
Japanese and Middle Eastern shareholders, 
a talented multinational staff drawn from 
high-powered financial institutions and a 
string of offices that stretched from New 
York to Jakarta. But by the time it was 
bought out by Malaysia’s MBf Holdings in 
mid-October, the 10-year-old bank effec- 
tively had gone bust. 

While a number of Hongkong invest- 
ment banks and brokerages are feeling 
pain after the deal-making frenzy of the 
1980s, AOG went wrong in an unusual way. 

Perhaps fittingly, it is also being revived 
in an unlikely manner, be- 
ing recast largely as a re- 
gional consumer finance 
company by MBf, Malay- 
sia’s dominant issuer of 
credit cards. 

Despite a “mission 
statement” at the fore of its 
annual reports stressing its 
concentration on Asia, the 
deals that brought AOG 
(US$233 million in assets) 
to its knees had nothing to 
do with the region. Ac- 
cording to its new chief 
executive Leslie Merszei, 
AOG's cashflow woes were 
the result of two transac- 
tions in the US. 

The first was a US$20 
million investment made 
in 1986 in the develop- 
ment rights to the 120-acre Charlestown 
Naval Shipyard in Boston. The second 
was a US$20 million involvement in 
1989 in a management buy-out of a Min- 
nesota-based leasing firm, Lend-Lease 
Trucks. 

Both were concocted by AOG’s New 
York office, which was established in 
1984 mainly to put US companies to- 
gether with Asian buyers, and was staffed 
by expensive executives from Merrill 
Lynch, Smith Barney and other Wall Street 
houses. 

AOG backed the highly leveraged buy- 
out of Lend-Lease, the fourth-largest 
truck-leasing firm in the US, with US$15 
million in loans and US$5 million in 
equity. It ended up turning all of its expo- 
sure into 95% control of the firm after the 
management failed to meet interest pay- 
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Loy: conservative. 


ments on its loans. 

In the case of the Charlestown shipyard, — 
AOG and its partners, Merrill Lynch and - 
Saudi Arabia's Olayan Group, were hit by 
the steep downturn in New England real- _ 
estate prices. 

Both investments were written down 
heavily in AOG's 1990 accounts, which have 
not yet been made public, and will be 
written down further in 1991, according to 
Merszei. ; 

In 1989, AOG made net profits of US$5.1 
million on revenues of US$32.4 million. Its — 
provisions for long-term diminution of - 
value іп 1989 amounted to a modest . 
US$716,000. 

Prior to the write-down, the two in- — 
vestments alone accounted for two thirds - 

of AOG's shareholders’ | 

equity of US$60 million 
é and put an unsustainable 
$ strain on the company's 
balance sheet. 

In order to revive AOG, 


MBf is swapping US$50 
million worth of (or 
49.9% of the equity) in the 


Sydney-based MBf Card © 
Services — a credit-card 
operation which will pro- — 
vide a source of guaranteed _ 
income — for a 70% stake — 
in AOG's enlarged capital - 
base. It is also committed 
to raising US$30 million in 
working capital. 

MBf managing director 
Datuk Loy Hean Heong 
wants to use AOG to pro- 
vide a bigger, regional 
stage for its new parent, which has a big 
share of the Malaysian market in credit 
cards, factoring, leasing and school loans. 
AOG, which picks up offices in Bangkok 
and Kuala Lumpur as a result of the MBf 
tie-up, will turn its focus back to Asia and 
will concentrate its efforts on middle-mar- 
ket consumer finance, as well as on more 
traditional investment banking. 

“We don't want to do any big 
leveraging acts," says Merszei, a Canadian 
banker recruited by Loy. "We will be much 
more conservative in the percentage of 
equity we are willing to commit." 

Whether this strategy turns out to be 
any more coherent or successful than that 
pursued by former AOG chairman and 
American Express Bank president Richard 
Bliss and his executives is questionable, say 
bankers. They add, however, that the al- 
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ternative of appointing receivers to AOG at 
this point is worse. 

Borrowings guaranteed or owed di- 
rectly by AOG amounted to US$187 million 
at the time of its last annual report. By the 
time the MBf buy-out is completed, AOG's 

. debts will stand at around US$160 million 
against equity of US$65 million. 

Merszei defends the marriage of a con- 
sumer finance business — the success of 
which is predicated on volume — with a 
high value-added business like investment 
banking as a way to prevent the kind of 
cash crunch which almost ruined AOG. The 
firm will benefit strongly from the recur- 

rent, predictable earnings created out of 
credit cards and leasing, he says. 

МВ! has already taken steps to interna- 
tionalise its MasterCard franchise, so far 
concentrating on countries where others 
have feared to tread. 

MBf Card Services has formed a joint 
venture with the Shanghai-based Bank of 
Communications and has opened offices in 
Burma and Vietnam to service MasterCard 
customers. 

It is also exploring cooperation with 
Insular Life of the Philippines, a partner 

. in AOG's Manila office, and with Indone- 
sia’s Panin Bank, which has a leasing 
company with AOG and Dai-Ichi Kangyo 
Bank. 


The company's founding shareholders 

— which include US insurer Cigna Corp., 

. the Kuwait Foreign Contracting and In- 
vestment Co., and Japanese firms Nissho 
Iwai and Orix — are all keen on Loy's 
gambit. Further, says a former AOG execu- 
live, AOG's owners were impressed enough 
with MBf's plan to turn down a cash offer 

. made by a consortium close to the firm's 

_ biggest merchant banking client, Semi- 
Tech Global. AOG advised Semi-Tech in its 
US$290 million buy-out of the Singer Co. 
in 1989, 

This group, which included Macau 
gambling magnate Stanley Ho, chairman 
of Semi-Tech, and Ernst and Young 
Hongkong partner Christopher Ho, of- 
fered to buy only AOG's Asian offices, 
while leaving the other shareholders 
with the distressed US investments. 
Cigna, whose stake in AOG is being cut 
from 40% to around 6%, "saw more po- 

_ tential in what Loy offered," says the 
. former executive. 
| Still, observers in the merchant banking 
. community are hard-pressed to explain the 
advantages to MBf of buying AOG rather 
. than starting a new company to handle its 
offshore push. 
=~ "| am not sure that you can bring to- 
gether two such disparate businesses suc- 
_ cessfully without watering down your 
strengths," says one Hongkong financial 
: t. 

"Loy takes the long view on what is 

going on," says Merszei. "We think there 
 arehugeopportunities іп the геріоп” ш 


ECONOMIC MONITOR: 


SOUTH KOREA 


On the tightrope 


outh Korean economic officials are 

about to attempt a dangerous 

highwire act. They must balance 

the need for slower economic 
growth — in order to reduce inflation and 
the trade deficit — with the ruling party’s 
imperative of ensuring victories in next 
year's local and national elections. 

The financial sector is too underdeve- 
loped to allow an effective monetary re- 
sponse to the problems of economic over- 
heating, because interest rates and many 
loans mandated by the government. So 
officials are trying to engineer a soft land- 
ing for the economy by using administra- 
tive controls to slow demand. They have 
slammed the brakes on new residential 
construction activity and they are trying to 
browbeat consumers into spending less. 


South Korea’s highwire act 


Tight credit has caused a liquidity 
squeeze among relatively well-run com- 
panies without doing much to solve the 
underlying causes of inflation: a tight la- 
bour market, depreciation of the South 
Korean currency and rising food prices. 

The construction sector has been the 
principal target of government initiatives 
to cool the economy. A virtual freeze on 
the building of apartments was imposed in 
a two-step policy announced in May and 
July. Feverish construction activity helped 
impel the economy forwards during the 
past two years, but it also caused shortages 
of cement, steel and labour. 

Economic growth is expected to slow to 
8-8.5% during the second half of the year, 
after expanding at a 9% rate during the 
first six months. Technocrats believe the 
optimum rate is 7.5-8%. 

Estimates for next year's level of eco- 
nomic growth vary widely, though the 
general view is that expansion will be 6- 
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8%. Much depends on the strength of the 
world economy. If world (and especially 
US) growth remains weak, the South Ko- 
rean economy could decelerate more ra- 
pidly than expected, with growth coming 
down to as little as 5%. Moreover, if the 
Japanese yen were to weaken against other 
major currencies, this would dampen 
South Korean exports, many of which are 
price-sensitive goods competing against 
those of Japanese producers. 

Slower growth would help trim South 
Korea's widening trade and current-ac- 
count deficit. The trade deficit for this year 
is expected to be about US$11 billion, on a 
customs-clearance basis, and the current- 
account shortfall will be about US$8 bil- 
lion. Economic officials were disappointed 
in their expectations of a surge in exports 
during the second half of the year. 

Deputy Prime Minister Choi Gak Kyu 


' recently signalled official concern about 


inflationary pressures by calling fora wage 
freeze at large companies next year. How- 
ever, it is not certain that Seoul has the 
political courage to damp down the 
economy in any meaningful way. 

If growth slows dangerously in an elec- 
tion year, the administration is likely to be 
tempted to stoke the economy with heavier 
spending. The consolidated budget deficit 
will probably run about 1% of GDP this year 
and is unlikely to be less next year. The 
government has tabled a general budget 
calling for a 6.8% increase over last year's 
total spending (which included a supple- 
mentary budget. Although officials have 
vowed that there will be no supplemen- 
tary budget this year, this pledge is met 
with a good deal of scepticism. 

The budget excludes special accounts, 
most notably the grain management fund, 
which will record a deficit of about Won 
900 billion (US$1.2 billion). With fiscal 
policy a hostage to the rice farmers, the 
government has limited room for manoeu- 
vre on the spending side. 

In mid-November, the government re- 
leased its seventh five-year plan, which 
runs from 1992-96. Economic growth is 
forecast at 7.5% a year, and the pace is ex- 
pected to be set by fixed investments 
(projected to increase 8.3% a year in real 
terms) and rising exports (estimated to 
grow by 9% a year). Nominal per-capita 
GNP is expected to double to US$10,908 in 
1996. These rosy forecasts assume, how- 
ever, that global economic growth will 
average 3.2% a year and world trade 
volume will increase at an annual rate of 
4.9%. m Mark Clifford 
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THE RIGHT TIME 
TO MAKE THE RIGHT MOVE, AT THE RIGHT PLACE 


The present democratic Government, 
within a span of one year, has taken 
many bold steps to revolutionize the 
economy. 

To attract International Investors, the 
Government held "PAKISTAN 
INVESTMENT PROMOTION 
CONFERENCE" to help local and 
International Investors to find new 
avenues for progress and prosperity. 
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The Government of Pakistan 
with its liberal policies, offers 
the International Investors a 
package that includes: 


Substantial deregulation of foreign investment. 
Generous tax holidays 

Import concessions on machinery & raw 
material 

Reduction of credit & foreign exchange controls 
No control on remittance of principal & 
dividends 

Opportunity to invest in newly privatized 
enterprises 


OTHER ADVANTAGES: 


Well developed infrastructure. 

Ample manpower at reasonable wages. 
Abundant raw materials 

Pakistan's close proximity to Gulf region, South 
and West Asian countries and Central Asian 
republics 


For details please contact, 
Pakistan Embassy/High Commission/ 
Consulate/Trade Mission near you. 


Opera and earthquakes. In 1983 a strong tremor dangerously weakened the 160 year old Teatro Regio in Parma. A special res 
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stem, developed by Shell Chemicals, is binding old mortar and carefully reconsolidating Verdi's ‘Temple of Opera: 


À Shell Chemicals 
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ECONOMIES 


Thai resort shows how not to develop 


Wish you were here 





By Paul Handley in Bangkok 


in City or Forgotten City? Pattaya, 
S once Thailand's premier beach resort, 

is not sure these days. Increasingly 
bypassed by tourists deterred by its seedy 
image, it is nursing a glut of empty hotel 
rooms and apartments. Worse still, it is 
about to feel the full effects of an ill-timed 
real-estate binge. With an air of despera- 
tion, Pattaya businessmen have appealed 
to the central government for help: funds 
to upgrade the city’s groaning basic ser- 
vices and measures to dispel its reputation 
for sex and gangsterism. 

So far they have had a cool response. 
Prime Minister Anand Panyarachun, 
making an official visit in early October, 
agreed to unfreeze Baht 3.6 billion (US$140 
million) earmarked for roads, improve- 
ments in water quality and a new pier. But 
his reaction to most of the pleas was along 
the lines of “you broke it, you fix it.” 

Pattaya is paying the price for continu- 
ing to expand rapidly despite some clear 
warning signs of over-capacity. Builders’ 
confidence was partly encouraged by a 
government policy of developing industry 
along Thailand’s eastern seaboard. But 
coupled with the fall-off in visitors, the 
wild construction spree is now having its 
inevitable consequences. 

Average hotel occupancy is below 40% 
and buyers are being sought for about two 
dozen hotels. Thousands of apartments 
and shop-houses are also for sale, though 
advertised prices have not yet slumped to 
panic levels. 

From 1988-90, the supply of hotel rooms 
increased by 20% to more than 21,000 — 
even as the number of hotel guests was 
reaching a plateau. This year, nearly 4,000 
new rooms will be added. 

Besides this there are the still-swelling 
ranks of holiday apartments which rise by 
the towerful along the coast north 
and south of Pattaya. About 95% 
of those recently completed are 
empty. 

A key factor in Pattaya’s loss of 
visitors has been the inability of 
basic services to keep up with the 
city’s rapid growth. Water supplies 
have been one of the weakest links. 
A shortage 18 months ago left 
visitors without water for showers. 

Waste treatment has also been 
inadequate, with the result that 
swimming areas have become 
polluted. Even Jomtien Beach, 





stretching southwards from Pattaya, has 
lost its pristine look in just three years. And 
mounting traffic has doubled the journey 
time from Bangkok to four hours. 

Coupled with international reports of 
Pattaya’s seedy underside of sex, drugs 
and unsolved murders of foreigners, these 
breakdowns have induced many tourists, 
especially Europeans, to look elsewhere. 

The problems were exacerbated last 
year by the Gulf War, which slowed tour- 
ism in general. This year, the tourist trade 
is confronting the results of Europe's eco- 
nomic slowdown. 

The multiplicity of problems has left 
Pattaya struggling to clean up both its 
beaches and its image. Water supplies have 
been restored by a crash programme of 
pipe-laying, and Pattaya bay is beginning 
to show some benefits from the installation 
of water-treatment plants. 

Budget-tour groups from Hongkong, 
Taiwan and South Korea have helped fill 
the gaps left by stay-away Europeans. And 
Thailand's growing middle class is ventur- 
ing back. 

The city’s hoteliers and tour operators 
are nevertheless worried that compared 
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with southern resorts such as Phuket and 
Koh Samui, Pattaya has lost its shine in a 
market which constantly searches for 
something “new.” 

Where does Pattaya go from here? The 
one-time image of a tropical paradise is ir- 
recoverable, admits local Tourism Author- 
ity of Thailand official Pongsan Pitak- 
mahaketu, but the resort still has a future 
as Asia's family sports centre. All kinds of 
watersports, numerous golf courses and 
even a car and motorcycle racetrack are 
available in the area. 

Some observers also see Pattaya acquir- 
ing more of a domestic focus, offering holi- 
day homes (French Riviera-style) and short 
breaks for escapees from the capital, as well 
as housing and leisure facilities for workers 
brought by new industries along the east- 
ern seaboard. 

To promote their case, local business- 
men have mobilised Pattaya's once-aimless 
Business and Tourism Association. They 
point out that though the resort's tourism 
trade brings the government hundreds of 
millions of baht annually, central-govern- 
ment spending on the city is only in the 
tens of millions. This is largely because 
Bangkok bases its Pattaya budget on the 
official population figure of 40,000. The 
city's actual population is estimated to be 
250,000, even without the tourists. 

The businessmen also want local politi- 
cal changes to ensure that funds are spent 
efficiently and to help clean up Pattaya's 
sleaze. 

With an elected mayor and city council, 
and an all-powerful city manager, Pattaya 
is unique in Thailand. Locals, however, say 
the city manager and mayor each repre- 
sent rival mafia groups, one of which is 
related to surrounding Chonburi prov- 
ince's notorious "godfather" Somchai 
Khunpluem, aka Kamnan Poh. 

According to local sources, these groups 
have interfered with the city's clean-up at- 
tempts. Zoning and construction controls 
are stalled, sewage-treatment and road-re- 
surfacing projects have been delayed, and 
calls for the sex-oriented nightlife to be 
corralled in specific areas have been re- 
sisted. The mafia are able to ignore the eco- 
nomic damage they are doing, locals say, 
because they profit from busloads of East 
Asian package tourists whom they 
guide into their own establish- 
ments. 

While Anand's government is 
considering creating a develop- 
ment authority for the whole of the 
eastern seaboard, the prime minis- 
ter has declined the idea of Bang- 
kok taking over Pattaya's manage- 
ment. But he did respond more 
positively, though without gua- 
rantees, to calls for the Royal Thai 
Air Force airport at Utapao, 30 km 
south of Pattaya, to be opened to 
direct international flights. a 
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From uniforms to meals to service in First, Regency and Economy classes, 

you find the touch of perfection all the way to Seoul. We call it the Asiana touch. 
For a cozy, relaxing, rewarding flight, wing your way to Seoul 

on wings waiting for you: Asiana Airlines. 
The Asiana touch —touching the heart of Asia 


* For Reservations: 
BANGKOK: 66-2-260-7700 HONG KONG: 852-523-8585 LOS ANGELES: 1-213-365-2000 
SEQUI: R2-2-774-4000 SINGAPORE: 45-225 3RA^ TAIPFI- RRÁ-2-SOR-1114 TOKYO: 91.3.6472: «4.0 
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Luxury Apartments For Sale: at Patong Beach 
| E {Ж Phuket,Thailand 

NOW FOU ‘CAN’ OWNA#OUR DREAM HOME BY ' 
BEAUTIFUL PATONG BEACH OPEN ON MAY 1992 
AP REASONABLE PRICES.ONLY 2,000 US$ DOWN" 
d BANK FINANCE AVAILABLE 
Phuket Palace Condotel has all the amenities of a modern 
1 luxutg resort complex апа will be tun\as a first 
class N asgüring the owner offa high monthly 
A me when not in residence which 1S 
expected E exceed 800, $US per apartment. All 
unite, have a panoramic view of the lovely 
^Andafan|Sea: The price of these apartments 

— =. 


> 


will rise sharply once the new 
Phuket International 

Airport is completed 

October 1998&na 

flights arrive directly 

from all over 

the world. 
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аана 
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ДЕЛ ЛКК ОЛСО! Patong Beach, Phuket. Tel (076) 321-332 
for Inquiries И Mtn aC TPM ЛЕНЕҢ (06) 38-128771 Attention : Phuket Palace 
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This 84-page “Equa- 
tions for Change" 
brochure provides an 
overview of IMD's 
recent R&D activities. 


Vision, Strategy and 
Change — three key 
themes guide our 
multi-disciplinary 
research projects with 
our industry partners. 


Our current project 
portfolio includes: 


— Manufacturing 
2000 

— Management 
Development 
2000 

— World 
Competitiveness 
Report 

— Enhancing Cross- 
Functional 
Interaction 

— Managing External 
R&D 

— Competitive 
Dynamics 

— Corporate 
Governance 

— Society and 
Corporations 

— Family Businesses 

— Services 
Management 

— Managing 
the Environment 

¬ Central-Europe and 
the Soviet Union 


In addition, over 30 
faculty research 


projects arein progress. 


How we collaborate with 
industry to develop 
effective management 
programs that will work 


OF 


To be relevant, executive education 
cannot be developed in a vacuum. 
That's why IMD works with industry 
in researching the needs of inter- 
national management practice today 
and tomorrow. 


Our approach is one of close colla- 
boration. linking strategy with practice, 
boardrooms with classrooms, and 
functional expertise with general 
management. 

In 1990 alone, 150 senior executives 


from industry, IMD faculty and staff 
spent over 10.000 man-days on 
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research projects with direct impact 
on the quality of our programs and 
on management performance. 


Manufacturing 2000 and Services 
Management are two examples where 
companies from around the world 
commit to on-going research by 
contributing time, expertise and 
financial backing. 


At IMD, teaching is also learning. 
And learning is sharing. That's how 
management development works best, 
not only for you, but also for us. 


INTERNATIONAL 


LAUSANNE 


~ SWITZERLAND 


A New School of Thought 


For a copy of *Equations for Change" and our 1991/1992 Program Portfolio, write or call 
Anouk Mignot, Room 207 (direct line: ++4121618 03 37), 
International Institute for Management Development (IMD), 


PO. Box 915, 1001 Lausanne, Switzerland. Tel.: ++41 216180111. Fax: ++4] 21266725. T1x:455 871. 








POLICIES 


US is late entrant in VISA sweepstakes 


Green cards, to go 


Зу Jonathan Karp in Taipei and Hongkong - 


he McVisa race is on. Fast food has 

become the fast track to a US green 

card following Washington's move 
© grant immigrant status to entrepreneurs 
who bring cash into the country. And Asia 
s already feeling the effects as US fran- 
chises arrive hot-foot in pursuit of inves- 
‘ors. 

The Immigration Act 1990, which took 
affect on 1 October, opens the US’ doors 
wider to professionals who can contribute 
to the economy — and in so doing ups the 
stakes in an international contest for skills 
and capital. Under the new policy, Wash- 
ington will offer 10,000 new visas each year 
for businessmen who invest US$1 million 
and create 10 jobs. 

Even though some details of the new 
provisions are still unclear, US firms are 
flooding Taiwan and Hongkong — the 
most promising hunting grounds — with 
investment ideas ranging from manufac- 
turing to real-estate development. Top of 
their list, however, are fast-food franchises, 
which offer one of the simplest forms of 
entry to rich would-be immigrants. 

The new "investor-immigrant" category 
is a response to Canadian and Australian 
incentives that have lured capital and 
skilled immigrants — particularly from 
Asia — since the mid-1980s. Washington 
hopes that the new permits, known offi- 
tially as employment-creation visas, will 

enerate tens of thousands of jobs and 
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pump billions of dollars in foreign invest- 
ment into the US economy each year. 

“I think it's a shame and a tragedy that 
the US dropped the ball for so long," says 
Roy Delbyck, a Hongkong-based attorney 
with Baker & McKenzie who made two 
trips to Washington to lobby for key ele- 
ments of the new law. "The US now rec- 
ognises that there is an international com- 
petition, and we're finally in the race." 

However, Washington is stumbling out 
of the starting blocks. The government still 
has not approved the regulations that de- 
fine the law. As a result, the Immigration 
and Naturalisation Service (INS) has thus 
far received an underwhelming 100 invest- 
or-immigrant applications. 

The new provision will entitle a poten- 
tial immigrant and his family to obtain 
conditional green cards by investing US$1 
million in an active business that creates at 
least 10 jobs for US citizens or permanent 
residents. The investor must have a direc- 
torship or management position, though 
not necessarily a hands-on role, and the 
business must maintain 10 employees for a 
two-year period in order for the INS to lift 
the conditions and grant the applicant 
permanent residence. 

Beyond this the picture blurs. Some 
3,000 visas out of the total of 10,000 will be 
reserved for investments in rural and high- 
unemployment areas. In these cases, the 
minimum investment will be lowered to 
US$500,000, but how these schemes will be 
administered is not clear. 
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There is also no final word on a pro- 
posal that would let immigrants buy exist- 
ing companies if the investment would 
save jobs or expand the workforce. An- 
other critical grey area is how much of the 
investment may be financed by borrowing, 
and where such money could be raised. 

Frank Tsang, an immigration consult- 
ant in Taipei, says: "There are certainly a 
lot of people here who have the money 
and the desire, but they are confused and 
afraid to make a move until the regulations 
are published." 

Taiwan nevertheless has about 300 im- 
migration consultancies champing at the 
bit. Tsang is swamped with prospectuses. 
Colour brochures from Nevada tout hotels 
and casinos — pooled investments that 
may not even qualify. Another hawks 
Precision Tune Garage franchises: an in- 
vestment of US$1 million will yield 
US$200,000 after two years and US$900,000 
after four, the business plan claims. 

In September, 28 US firms attended a 
Taipei promotion, offering property deve- 
lopments and fast-food stores, from 
Wendy's and Burger King to Checker's 
drive-thru hamburgers and Kentucky Fried 
Chicken. (For homesick types, there are 
also Ho Lee Chow Chinese take-aways.) 

“It’s logical,” says Taipei lawyer Charles 
Jiang. "When you think US, you think 
franchises." Even so, some might wonder 
if this was the kind of wealth-creating in- 
vestment Washington had in mind. US at- 
torney Delbyck, however, notes that Con- 
gress could easily have set its investment 
threshold higher. "If a Burger King or 
Denny's employs people, what's wrong 
with that?" he adds. 

Several of the consultants working the 
field are capitalising on inside knowledge. 
Harold Ezell, a former INS commissioner 
for the western US, now promotes 
Wienerschnitzel hotdog restaurants, 
among other things, as head of his own 
consultancy. Bruce Morrison, a Connecti- 
cut congressman who helped draft the new 
law, has returned to private practice to 
steer immigrants through its intricacies — 
for a fee of US$25,000 a case, according to 
associates in Taipei. 

The dark side of the business is incom- 
petence and fraud. Lawyers and business- 
men say the new US law offers fertile 
ground for both. Newspapers in Taiwan 
and Hongkong are stuffed with adver- 
tisements for consultants promising US 
investor-immigrant visas "fast" — some 
within four months, a remarkable claim 
given that the rules have still to be defined. 
Some advisers do not even speak English, 
an obvious prerequisite for liaising with US 
lawyers and handling essential paperwork. 

Warning signs are not hard to find. A 
Taiwan advertisement guarantees quick 
green cards for the whole family — "And 
it’s legal." 

In another ad, a Florida real-estate bro- 
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ker offers green cards for in- 
vestment in “United States 
Corp.” bonds, guaranteed by 
US Treasury bonds. Lawyers 
doubt such a scheme will 
qualify under the US law. 

Offers like this have at- 
tracted the attention of Hong- 
kong’s investment regulators. 
“Real-estate limited partner- 
ships are questionable because 
there might not be enough ac- 
tive management or employ- 
ment creation,” says Deborah 
Glass, assistant director of the 
investment products depart- 
ment at the Securities and Fu- 
tures Commission (SFC). “This 
is one type of project we have 
seen and acted against,” adds Glass. 

Bombarded by queries about immigra- 
tion-linked investments in the US, the SFC 
in mid-November urged potential immi- 
grants to be careful. It also warned busi- 
nessmen to stop advertising programmes 
that are not authorised under Hongkong’s 
Protection of Investors Ordinance. 

The ordinance was enacted in 1990 to 
protect Hongkong businessmen who are 
prime targets for visa offers in the run-up 
to the colony’s handover to China in 1997. 
Designed to safeguard investors against 
bogus schemes, though not against busi- 
ness risks, it requires promoters of 
collective investment plans to disclose their 
terms and gain local authorisation before 
they can advertise or hold public seminars 
in Hongkong. The src has approved 15 
Canadian immigration programmes and 
prosecuted the promoters of four more. No 
US schemes have so far been authorised. 
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The SFC role is limited and does not in- 
clude rating or recommending investment 
programmes. Once the investor applies to 
immigrate he is on his own. 

"There is really no control at the US 
end," Glass says, noting that the substan- 
tive INS evaluation of an investment project 
comes two years after the money is put 
down. "There is tremendous potential for 
deception." 

Even legitimate projects are susceptible 
to fraud. Many potential immigrants are 
inclined towards passive investments in 
which a management company is hired to 
do everything from finding a building site 
to paying the monthly bills. 

“I think in the end fraud will be quite 
small," counters Andreas Fehervary, an as- 
sociate at Taipei's INS International Invest- 
ment Service. "People who are willing to 
invest that sort of money are not stupid. 
They will shop around before making a 
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choice." 

While shopping, however, 
they might choose another 
country. Canada and Australia 
offer more convenient terms 
and, some argue, a better qual- 
ity of life. A Canadian attorney 
in Taiwan notes: "Often people 
want to leave Taiwan because 
of the perception of the decline 
in social order. To move to Los 
Angeles or New York would be 
counter-productive." 

US consultants say they ex- 
pect Washington's offer to pre- 
vail in the long run in the main 
Asian markets. They cite immi- 
grants’ preference for the US 
and say that despite wide- 
spread fears of high taxation, US tax laws 
are more pliable than other developed 
countries’. “We can tweak the joints of the 
laws,” a Hongkong lawyer remarks. 

William Chu, trade and investment 
manager at California’s Hongkong office, 
exudes this confidence. The state has 
mounted an aggressive campaign for im- 
migrants. 

“These days, when I go to events like 
receptions, I start recruiting,” says Chu. “It 
takes time to build someone's trust. For 
example, I worked for four months with 
one investor. He had already applied to 
emigrate to Australia, but I won him 
away." 

One thing that these cocktail party 
converts are unlikely to share with past US 
immigrants, however, is a landfall at Ellis 
Island. The new settlers will have to ex- 
plain to their grandchildren that they ar- 
rived business class. a 


INH AXE 


Moving targets 


Psst! . . . Wanna buy a green card? Visas have become hot 
items, pitting governments against each other. 

Australia and Canada are buyers' markets: their business- 
men's visas are less expensive, less risky and have fewer 
strings. Until recently, Australia did not even require an in- 
vestment, merely a transfer of A$500,000 (US$390,000) to an 
Australian bank. "There was an understanding that immigrants 
would use their business skills and money [for investment]," 
says an Australian diplomat in Hongkong. 

Experience proved otherwise. Having accepted 30,000 busi- 
ness migrants and family members since 1981, Australia halted 
its programme in August after a parliamentary inquiry found 
that immigrants did not put their cash to productive use. In 
some cases, they lent their investment abroad once they had 
secured permanent residence. 

Canberra plans to resume business migration in February 
with new rules, yet to be disclosed, which will place greater 
emphasis on creating business and jobs. 

Canada launched its business migration programme in 
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1986. Within two year of arrival, "entrepreneurs" must start a 
business that employs one Canadian citizen or permanent resi- 
dent. "Investors," meanwhile, need put down as little as 
C$250,000 (US$220,000) for three years. In needy provinces 
such as Saskatchewan and Manitoba, C$150,000 will do. (Both 
minima will rise by C$100,000 next June.) 

Canada bars investment in residential property but imposes 
few other restrictions. Most investment is channelled through 
funds which diversify their holdings to reduce risk. The Royal 
Bank of Canada and Toronto Dominion Bank, for example, 
jointly announced in November an immigration fund in which 
30% would be invested in high quality debt instruments. Pro- 
vincial and federal governments police such funds and must 
approve collective investment schemes. 

US banks, venture-capital firms and state governments 
would dearly like to offer similar funds with guaranteed re- 
turns. But it is doubtful whether they will be allowed; the new 
US law requires that the money must be placed at risk. 

While the US has strict rules about how an immigrant in- 
vests his money, Washington cares less about how he got it. 
Unlike Australia and Canada, it does not ask investor-immi- 
grants to supply financial histories. As a result, an investment 
can be made in the name of a spouse who has fewer assets and 
thus less tax exposure. m Jonathan Karp 
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Doing Our Best....To Achieve the Best 


Working together at I/N ТЕК, tbe world s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 
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NIPPON STEEL 
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the leading edge of technology 
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INVESTMENT 


India’s reforms meet sceptical response overseas 


Outside the door 





` By Hamish McDonald in New Delhi 





eign direct investment under its new 

industrial policy, with US cereal pro- 
cessor Kelloggs the first to break the fast. 
But the expected investment feeding frenzy 
has yet to materialise. 

Japanese Ambassador Shunji Kobayashi 
describes the Japanese business communi- 
ty's reaction as one of “cautious interest,” 
while the Europeans are more sceptical. US 
companies are leading the way, urged on 
by Washington; which believes that a 
dearth of foreign direct investment will 
only encourage economic isolationist forces 
in India. 

The new policy, announced in July, has 
removed much of the industrial licensing, 
foreign exchange and anti-monopoly re- 
gimes that previously applied to domestic 
and foreign businesses alike. With some 
exceptions, automatic approval is prom- 
ised for joint ventures with up to 51% for- 
eign equity instead of the previous 40% — 
so long as they maintain a neutral foreign- 
exchange balance by covering imports of 
equipment, personnel and inputs and 
dividend remittances from export earnings 
and foreign equity. 

The automatic approval process, which 
is handled by the Reserve Bank of India 
(RBI, the central bank), had approved three 


I ndia is seeing the first trickle of for- 


| joint ventures, 51 technical collaboration 


deals and 16 mixed technical-financial 
ventures by the beginning of November. 
These had a total value of US$35 million, 
mostly taken up by three large joint ven- 
tures. Kelloggs will set up a breakfast 
cereal plant and float 49% of the equity 
in India. German automaker BMW will 
manufacture four-stroke motorcycle en- 
gines with Indian tractor firm Escorts. And 
Ford will make aluminium car radiators 
with Maruti, a joint venture of Japan's 
Suzuki and the Indian public sector. 

A further US$29.4 million worth of pro- 
posals were approved by government de- 
partments in the preceding three months 
on a case-by-case basis. These included a 
computer manufacturing and software tie- 
up between India’s Tata group and IBM. 

This US$65 million total is paltry by the 
yardstick of recent foreign investment in 
Southeast Asian countries. But the figure 
outstrips the US$48 million approved in 
the first half of 1991 before the new policy 
was implemented. 

But in nearly all cases, the ventures 
were not attracted by the new investment 


policy as most had been in formulation 
for the past two or three years. Those com- 
panies that did agree to previous restrictive 
conditions, such as Pepsi-Cola, are now 
seeking to amend their agreements. 

The true impact of the new policy will 
be seen after a procession of industrial 
missions due to visit India over coming 
months, among them business groups 
from Germany, Japan and South Korea. 
Indian officials hope to raise the inflow to 
around US$3 billion a year. There are over 
200 pending applications, among them 
proposals by Coca-Cola, General Motors 
and Matsushita. 

Unfortunately, New Delhi has chosen 
an inopportune time to seek such a rapid 
build-up. With the contraction in the in- 
dustrial economies and with global de- 
mands on capital, what matters to foreign 
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investors is “not what dramatic departure 
from past practices has been introduced by 
the new policy, but how the improved cli- 
mate compares with investment markets 
elsewhere,” notes Japanese ambassador 
Kobayashi. 

Indeed, Kobayashi raises several ques- 
tions about India’s attractiveness. The na- 
tion’s low wage levels might be offset by 
low productivity, while foreign investors 
might not be able to build up an export- 
earnings flow without first establishing a 
domestic market in India. 

Indian governments also have a record 
of overturning or reviewing the industrial 
policies of their predecessors, says Koba- 
yashi. Further, disinvestment is restricted 
and the sale price of equity virtually dictat- 
ed by the RBI. There are problems too with 
the local supply of components, poor in- 
frastructure and difficult living conditions. 
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A forum of European businessmen in 
New Delhi recently raised some other 
problem areas. They pointed to India’s 
weak protection regime for intellectual 
property rights, which inhibits some hi- 
tech investments, particularly in pharma- 
ceuticals. Maximum royalty payments 
(around US$500,000 in a one-time fee) are 
too low and, being fixed in rupees, are get- 
ting lower. 

They added that the corporate tax rate 
of 45-50% is too high, as are personal tax 
rates. Indian banking rules also are frus- 
trating, while some pointed to the deterio- 
rating security situation, with extremist 
groups starting to kidnap foreigners. 

The government's response is that it is 
willing to adjust policies where genuine 
problems are pointed out. "There's no 
point in making changes if it doesn't suit 
anybody," says one senior official. "We 
are still in a state of transition. We ask for- 
eign investors to look at the whole package 
as part of a process. It is not the final 
word." 

These officials argue that New Delhi 
plans to reform the banking system. And 
as the government weathers its current 
export payment and budgetary difficulties, 
it hopes to ease tax rates and move towards 
convertibility of the rupee. 

But a pervasive fear is that foreign in- 
vestors will be hog-tied in red tape by In- 
dia's interventionist-minded bureaucracy. 
Even during the automatic approval pro- 
cess, this tendency has been displayed, 
with middle-ranking officials trying to 
apply some of the restrictive rules that are 
still on the books. 

For example, bureaucrats are seeking 
to enforce a limit of US$500 a day, or 
US$50,000 a year, for each foreign techni- 
cian employed. Indian leaders say the an- 
swer is to call for top-level intervention 
immediately. In at least one case, RBI gov- 
ernor R. Venkitaramanan ironed out such 
a problem within an hour. 

But there is a succession of other, minor 
bureaucratic hurdles to clear: approvals for 
land acquisition, electricity and water con- 
nections, telephones, and "no-objection" 
certificates from local councils. "It's 2 
massive paper trail,” one foreign manage! 
says. 

The government's success in parlia- 
mentary by-elections on 16 November 
however, is likely to free the administratior 
to specify new policies, particularly touchy 
ones involving disinvestment. 

One symbolic step yet to be taken is tc 
give foreign investors freedom to use theii 
brandnames. Under current rules, neithe: 
the IBM or BMW name will appear on pro- 
ducts from their new joint ventures. This i: 
partly because of concerns about quality 
and control by the foreign parent, but alsc 
in line with New Delhi's policy, which re 
quires local or hybrid names such a: 
"Lehar-Pepsi." a 
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An exciting redevelopment 
opportunity in 
Edmonton, Alberta, Canada 


Request for Qualifications Submissions 


The Project 


The Government of Alberta is seeking qualifications 
submissions from interested parties to redevelop a 
major building in Edmonton. 


Strategically located in the government centre area of 
Edmonton’s downtown business district, this unique 
10-storey building contains a gross floor area of 
approximately 33,000 m of space and is situated 

on a 2.57 acre site. Qualified parties may be requested 
to submit a proposal under a long-term lease. 


The Location 

Edmonton isthe capital city of Alberta, where new 
investments are welcomed. Alberta benefits 
from the lowest overall tax levels and has 

the highest level of productivity per 

capita in Canada. 


Closing Time and Date: 
An information package in- 
cluding the qualifications 
submissions form is 
available from j! 
the address 


below. Qualifications submissions will be received 
until 2:00 p.m. MST on Thursday, January 30, 1992 
at the office of: 


The Manager, Tender Administration Branch 
Alberta Public Works, Supply and Services 
16th Floor, College Plaza һи 
8215 - 112 Street rs уч; 
Edmonton, Alberta, Canada T6G 549.2 
Ph: (403) 427-3962 Ó 
Fax: (403) 422-9686 


PUBLIC WORKS 
SUPPLY AND SERVICES 
CANADA Bell 
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ECONOMIES 1 


Cebus can-do business climate is alternative magnet to Manila 


The other Philippines 





By Rigoberto Tiglao in Cebu City 


or a time last year, it looked as 
though the southern Philippines’ 
greatest hope was out for the 
count. Cebu, struck by an off- 
course typhoon, was hit where it hurts 
most: the bridge that links Cebu City with 
Mactan international airport and its adja- 
cent export-processing zone. The tempo- 
rary closure of the damaged bridge, along 
with other devastation suffered in the 
storm, threatened to cripple the island’s 
buoyant tourism and export trade. 

A year on, it is evident that Cebu’s 
boom was restrained but not halted. The 
` typhoon's impact was registered by a dip 
in output for the first half, and physical 
scars can still be seen. But Cebu businesses 
are bouncing back. 

This is good news not only for 
Cebuanos, but also for their southern 
neighbours. Together, the southern prov- 
inces have long been the poor sisters of the 
north, whose economy has benefited from 
investment in the industrial belt around 
Manila. 

Cebu, whose tourism promoters once 
billed it simply as an “island in the Pa- 
cific,” is fast becoming the region’s leader. 
As a hub for shipping, air transport and a 
thriving commercial infrastructure, it is the 
gateway to a southern economy that shows 
signs of expanding rapidly. 

Growth in the Cebu-dominated Central 
Visayas region outstripped Metro Manila 
last year as a variety of setbacks — natural 
and man-made — depressed business ac- 
tivity in the north. And in the far south, 
Mindanao, the country’s second-largest 
land mass, is coming to life as its subsist- 
ence farmers join the cash economy. The 5 
November disaster in Leyte, to the east of 
Cebu, is unlikely to have a wider economic 
impact despite its toll in human lives. 

Both Manila-based companies and for- 
eign investors are waking up to the oppor- 
tunities in the south. Roughly half the com- 
panies operating in the Mactan export- 
processing zone (MEPZ) are Japanese 
owned, while a real-estate boom in Cebu 
has begun drawing property firms from 
the north. 

Cebu's exports (from the port and MEPZ 
combined) have grown by around 15% 
annually in the past three years. Manufac- 
tured exports were especially strong in 
1990, rising 35% to US$193 million. In the 








first half of this year, when the island was 
picking up the pieces from last November's 
typhoon, export growth was still a respect- 
able 5.8%, with manufactured exports up 
19%. 

Indeed, local officials appear confident 
that the island’s economy will soon regain 
its former vigour. 

Headed by its forceful governor, Emilio 
Osmena, Cebu's provincial administration 
is pressing ahead with efforts to upgrade 
the island's infrastructure. Pledges of P5 
billion (US$187 million) in development 
aid up to 1995 have been obtained from 
Japan's Overseas Economic Cooperation 
Fund and the Asian Development Bank. 
Priorities include new roads and a second 
Mactan bridge, construction of which is 
due to start next year. 

The provincial government has also be- 
come more sophisticated in its financing of 


Southern air routes 





projects. Earlier this year it sold the coun- 
try's first municipal bonds, and its strategy 
of mobilising resources by selling govern- 
ment land has largely been responsible for 
the surge in property prices. 

Cebu's emergence as the Philippine ar- 
chipelago's second centre of economic 
gravity is due to a number of factors: an 
entrepreneurial business community, dy- 
namic leadership in the form of Osmena (a 
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possible 1992 presidential candidate) and, 
not least, geography. 

The island is normally sheltered from 
the seasonal storms — up to 20 a year — 
which batter the Philippines’ eastern and 
northern provinces (the Leyte disaster in 
early November was a case in point; 
Cebu’s own direct hit in 1990 was the re- 
sult of a locally dubbed “super” typhoon 
which took an unusually southern track). 
This protected, central location makes 
Cebu an ideal base for shipping. Today it 
is the home for 85% of the country’s inter- 
island tonnage, and many of its companies 
specialise in trade and services, sourcing 
raw materials in Mindanao and the Visayas 
and distributing Manila-made consumer 
goods throughout the south. 

These advantages make Cebu City a 
catchment for the economic gains of its 
neighbours. Resource-rich Mindanao has 
become almost a colony of Cebu, with 
Cebuano as its lingua franca, except in 
Muslim areas. Mindanao’s own cities have 
been less of a force for integration of the 
island’s economy, instead developing their 
own niches — bananas in Davao, coconuts 
and Muslim trade in Zamboanga, pineap- 
ples and rice in General Santos. 

This is partly because the sea passage tc 
Cebu has been easier — and during the 
now-ended Muslim rebellion, safer — thar 
trying to cross Mindanao’s mountainous 
terrain. But it is also because Mindanac 
businessmen, most of them plantatior 
owners, have needed the kind of commer- 
cial skills shown by Cebu’s businessmen 
many of whom are Filipino-Chinese. 

Rises in transport costs during the oi 
crises of the 1970s further encouraged com: 
panies with Mindanao and Visayan inter- 
ests to turn to Cebu as a means of shorten: 
ing their lines of communication to Ma 
nila. 

Some of the firms who became estab- 
lished during this time are now among 
the Philippines’ corporate leaders: Gen 
eral Milling Corp., which started out witt 
small corn and flour mills in Lapu-Lapt 
City, part of metropolitan Cebu; tht 
Norkis group, which supplied motorcy 
cles suitable for Mindanao roads 
Shemberg Marketing Corp., now Asia's (ор 
producer of carrageenan, a food additive 
made from seaweed; and tycoon Johr 
Gokongwei. 

San Miguel Corp., meanwhile, was one 
of the first Manila-based companies to spo! 
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Cebu's potential as a centre from which to 
serve the embryonic consumer markets in 
the south. Its Cebu City brewery, opened 
in 1968, has expanded into a plant making 
most of San Miguel's product lines. 

As southern Filipinos increase their 
earnings, more Manila companies are ex- 
pected to tread the same path. Department- 
store magnate Henry Sy, who is building a 
“mega mall" in Cebu City, is one. Cebu's 
own Gaisano group is already looking fur- 
ther south, with a P1.2 billion programme 
to open new malls not only in Cebu but 
also in General Santos, Zamboanga and 
lligan City. 

The backbone of Cebu's commercial 
sector is made up of the "great consolida- 
tors”: traders who scour Mindanao and the 
Visayas for raw materials — from scrap 
metal to copra — for sale to processors in 
Cebu or Manila, or who warehouse Ma- 
nila-made goods for southern distribution. 

“In Cebu [there are] kings of all sorts,” 
says Trade and Industry Assistant Secre- 
‘агу Joel Yu, a central government official 
who is based in Cebu City. "There is the 
plywood king owning Katipunan Lumber, 
the biggest plywood producer in the city. 
There is the fertiliser king, Ong Kin King, 
the biggest supplier of fertilisers. There is 
»ven the scrap king, Ting Guan, who con- 
solidates iron scrap.” 

Cebu officials like to point out that the 
»rovince does not grow a single pole of 
rattan, yet it makes two thirds of the 
»ountry's rattan furniture. Other local 
sompanies who rely on raw materials from 
ther islands include coconut-oil exporter 
Lu Do & Lu Ym Corp.; Shemberg, whose 
seaweed comes from as far south as the 
3ulu Islands; and shrimp and tuna canners 
such as HJR International Corp. 

But there have been other develop- 
ments without which Cebu would have 
remained only a few notches above other 
southern trading ports. 

During the Vietnam War, the US up- 
graded Mactan's airstrip to a runway ca- 
pable of launching military jets. When the 
war ended, Cebu found itself with an in- 
ternational-class airport that today 
handles direct flights from Japan 
and Singapore. Now undergoing 
2xpansion, the airport was placed 
last year under a local management 
authority that is independent of 
Manila. 

The MEPZ, which has spear- 
headed Cebu's export growth, was 
set up on Mactan in 1979 to tap the 
airport's potential. Several compa- 
nies, including the biggest, US- 
owned watch maker TMX (Philip- 
pines), found refuge in the zone 
when a wave of labour unrest hit 
Manila in the 1980s. As of June, 36 
companies were operating in the 
MEPZ, and eight more were plan- 
ning to set up shop by year-end. 
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The zone employs about 11,500 people. 

Cebu's global orientation has also been 
enhanced by tourism, which developed 
strongly in the 1980s — when Cebu-based 
allies of the late president Ferdinand 
Marcos were given government loans for 
leisure projects such as beach resorts, the 
Casino Filipino and the Cebu Plaza hotel. 
Tourism now leads the Cebu investment 
league, with P2.7 billion registered in 1990 
— more than half the total investment for 
the year. 

Provincial governor Osmena, mean- 
while, has supplied a strong hand at the 
tiller. A builder of up-market residential 
villages such as Cebu City's Maria Luisa 
Park, Osmena first sought political office 
under the Marcos umbrella in 1978. He 
was unsuccessful. His comeback as gover- 
nor, however, has given Cebu a no-non- 
sense, business-oriented administration 
which contrasts with the air of paralysis 
hanging over Manila. 

Cebu's swift recovery from the 1990 
typhoon owed much to Osmena's refusal 
to await Manila's say-so before disbursing 
funds. He also quickly rallied the business 
community, marshalling temporary power 
supplies and dispensing with normal ten- 
dering procedures so that repairs to the vi- 


The strong hand of Osmena. 
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tal Mactan bridge could begin speedily. 
(Characteristically, Osmena was also one 
of the first outside officials to arrive in 
Ormoc, the Leyte city that suffered most of 
the recent storm deaths.) 

One of Osmena's initiatives, the sale of 
under-utilised government land, has sent 
property prices soaring in the metropolitan 
area. The tone was set by the auction of a 
45-ha golf course that had been leased 
since the 1960s to Club Filipino at a nomi- 
nal P800 a month. Manila-based Ayala 
Land won the bidding with an offer of 
P1,233 a m?, nearly three times the admin- 
istration’s floor price. 

“[That] opened the eyes of Cebuanos,” 
says Amay Ong Vano, senior vice-presi- 
dent of the Philippine Association of 
Realtor Boards. “We realised that we had 
been not only undervaluing our lands, but 
failing to put them to optimum use.” 

Buoyed by the sale and the entry of a 
blue-chip such as Ayala (which is redeve- 
loping the golf course into a business park), 
prices for choice plots have leaped to P10- 
15,000 a m? from P400-600 in 1986. A 
Mactan beach resort that changed hands 
for US$6.5 million in 1989 recently at- 
tracted an unsuccessful foreign bid of 
US$19 million, according to Ong Vano. 

Although the steep property-price rises 
have made life difficult for some low- and 
middle-income Cebuanos, they have 
spurred construction and rippled through 
the rest of the economy. Annual cement 
consumption jumped 173% between 1986 
and 1990. Grand Cement Corp., one of the 
companies benefiting from the surge, plans 
to ship in an entire cement-making plant 
from the US. And Manila-based property 
firms such as Santa Lucia Realty & Deve- 
lopment Corp., Fil-Estate Realty and 
Camella Homes have flocked to Cebu. 

The property bubble seems likely to 
change conservative attitudes to finance 
among Cebu businessmen, most of whom 
have relied on internally generated funds 
for expansion. (The Central Visayas, for 
example, accounts for only 4% of Philip- 
pine commercial-bank lending, while 
Metro Manila holds 83%.) Busi- 
nessmen who once looked at land 
purely as a physical asset are real- 
ising that its appreciating value can 
provide greater leverage for loans. 


self is leading the move towards 
financial sophistication. Earlier this 
year, it helped Mandaue City au- 
thorities to mount a P1.3 billion 
reclamation project that harnesses 


Mandaue Realty & Resources 
project, later turning over to the 
land as repayment for its develop- 
ment rights. A further innovation 


(for Cebu) is that 309; of Mandaue 
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private capital. Privately held + 
Corp. will undertake the 126-ha ~ 


city government 22% of the usable _ 
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Realty is owned by Philippine Orion Prop- 
erties, which funded its share through a 
Manila stockmarket flotation. 

However, the provincial government's 
most radical step to date has been the issue 
earlier this year of Cebu Equity Bond 
Units. The bonds pay annual interest of 
16% and are redeemable over three years 
for shares in Cebu Property Ventures & 
Development Corp. This is a Manila-listed 
vehicle owned 25% by Ayala Land and 
75% by the Cebu provincial government, 
which paid for its stake by providing three 
land parcels valued at P748 million. The 
biggest of the sites, the former Lahug air- 
port near Cebu City's Magellan Hotel, is to 
be turned into a commercial centre. 

Osmena's administration is now tack- 
ling potential bottlenecks in Cebu's infra- 
structure. Besides a second bridge to 
Mactan island, it is planning ring roads to 
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Cebu's entrepreneurs serve as a model 
of how the Philippine economy might 
develop if it were freed from its present 
bonds. 

Too many of its leading companies 
get their income from cosy cartels, rents 
from vast estates and protective barriers 
that defend the status quo. Businessmen 
in Cebu have for the most part had to 
survive on their mercantile instincts: in- 
novation, self-reliance and competitive- 
ness. 

Its success, according to Gov. Emilia 
Osmena, is due in large measure to the 
way Cebu society has assimilated its 
Chinese immigrant community. Many 
Chinese found Cebu a refuge from per- 
secution in Manila in the 19th century, 
and brought their commercial skills with 
them. They integrated well: Cebu has no 
Chinatown. 

Leading Cebu families such as the 
Gaisanos (retailers), the Dakays (car- 
rageenan exporters), the Ludos (coconut- 
oil producers), the Go Tongs (shipping 
managers) and the diversified Gokong- 
weis have nevertheless largely retained 
their Chinese stock. 

Unlike neighbouring Negros or cen- 
tral Luzon, which are home to vast plan- 
tations, Cebu has no sizeable landed 
gentry. This classlessness was a source 
of stability in the late 1970s and 1980s. 
For although Cebu's universities pro- 
duced many future communist cadres, 
the island did not provide fertile ground 
for the insurgency that wracked Negros, 
Samar and Leyte. 

As San Miguel executive Xavier 





skirt Cebu's congested city centre and 
wants to build a highway linking the city 
with Balamban, on the western coast. 

The highway has become another part 
of local Osmena folklore. Officials say that 
when he was told the road would take 
years to develop, Osmena planned it him- 
self. Less charitable observers claim the 
governor is keen on the road because it 
would raise the value of his family's 
landholdings, but Cebuanos seem to think 
that, even if true, the benefits outweigh 
the criticism. "If there is a law that no 
road can be built in Cebu that cuts into 
Osmena property, we'll never be allowed 
to build roads," one provincial board mem- 
ber says. 

Good roads would be the last bolt in 
the Cebu machine. Unlike the largely flat 
industrial belt around Manila, the island 
offers only thin strips of usable land on its 
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Ledesma, a native of 
Negros, points out: "In 
Bacolod, you have to 
have 'pedigree' to get 
business contacts. Here 
in Cebu, people don't 
care whether you're Chi- 
nese, Japanese or Ta- 
galog — whether you're 
from an elite family or 
not — just as long as 
you're bringing them 
business." As the eco- 
nomic partner of a region 
which is still largely 
primitive, Cebu has also 
acquired a frontier-town 
mentality. Doing busi- 
ness in up-country Min- 
danao or remote Visayan islands breeds 
a rugged, individualistic type of capital- 
ist. 

Norberto Quisumbing, founder of the 
Norkis group (the Philippines' biggest 
motorcycle assembler), was one of these 
pioneers. His first business venture, Pan 
Oriental Matches, overtook its Swedish- 
owned rival largely because Quisumbing 
succeeded in sourcing cheaper wood 
from Mindanao forests. 

Adaptability has also counted for a 
lot in the lives of Cebu businesses. 
Sugeco, for example, a company for- 
merly based in Manila, set up a network 
of southern sales outlets to supply in- 
dustrial gases. It used the same network, 
but in reverse, to buy shrimps for export 
when the Japanese market opened up in 
the 1980s. The Aboitiz group, one of 
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Flores: major exporter. 


coasts, divided by a spine of mountains. 
Road links and land reclamation are vital 
to overcome these limitations. 

Even so, Cebu will have a long way to 
go before it rivals the scale of Manila's 
economy. Metro Manila's share of GDP is 
five times that of the Central Visayas. It is 
true, too, that Cebu's celebrated business- 
government cooperation may merely be 
small-town clubishness. Local officials also 
frequently fail to acknowledge that around 
7% of the island's entire output, and 15% 
of its exports, come from one plant — cop- 
per producer Atlas Consolidated Mining, 
near Toledo. 

Yet Cebu's recent growth is clearly no 
flash in the pan. As investors wake up to 
the potential consumer markets and other 
opportunities in the southern Philippines, 
the city's fortunes can go only one way — 
up. a 


Cebu's biggest, went in the other 
direction; from beginnings as an abaca 
(hemp) trader, it moved into shipping to 
transport its products and later branched 
out into a wide range of industrial activi- 
ties. 

Quite a number of 
Cebu businessmen are 
themselves imports from 
the north. Typically, they 
arrived as buyers or 
salesmen for firms in 
Manila and quickly dis- 
covered, once they had 
found their way around, 
that with their northern 
contacts they could strike 
out on their own. 

Enrique Flores ar- 
rived in Cebu in the 
1970s, later becoming a 
vice-president of Manila- 
based Sarmiento Venture 
Capital Corp., owner of 
Cebu-based Mindanao 
Rattan. In 1988, he borrowed money to 
buy Asian Arts from its US owners; 
now he is one of Cebu's biggest export- 
ers of stone-inlaid furniture, a local 
specialty. 

Another convert, Luzon-born Ro- 
lando Manaloto, was sent to Cebu to 
scout for metal-fabrication orders. He 
was subsequently pirated by the Aboitiz 
group before setting up his own com- 
pany with the Mindanao-Visayas client 
list he had built up over the years. Now 
he runs five companies. 

The growth of such entrepreneurship 
is evident in both financial statistics, 
which show the capitalisation of new 
businesses jumping 14-fold in the past 
five years, and in the arrival of more 
Cebu names in Manila's business circles. 

m Rigoberto Tiglao 
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ANOTHER LATE NIGHT at THE OFFICE. 








э} There you are, 43,000ft above sea Hardly surprising then, that a growing 
level working your way through the latest number of key executives are sparing more 
episode of “The Never Ending Contract” saga than a thought for corporate travel. 

While you do, spare a thought for fm. To help you evaluate the advantages 
those business travellers who are f of owning and operating a business jet, 
working their way slowly towards we've launched the British Aerospace 
the check-in desk and a headache. The ones Guide to Corporate Travel 
who won't be catching a flight that's geared For your copy, simply send or fax your 
to suit their schedule. business card. 

The ones who have no control over the You'll find it makes compelling late 
shape, size and configuration of the seats night reading 
they'll be occupying - let alone the sort of BRITISH AEROSPACE Ñ у, 








company they'll be keeping. CORPORATE JETS 


Corporate Aircraft Sales (HTF 29). British Aerospace (Commerc ial Aircraft) Ltd, Comet Way, Hatfield ALIO 9TL, England. Fax: (0707) 253807. 
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A REVEALING LOOK AT OUR DESIGN PHILOSOPHY. 


A car, we believe, should move you as much emotionally as it does physically. This simple premise 
is what the engineers at Toyota use to produce one of the most acclaimed and respected marques in 
the world. And they achieve it by approaching every design as an integrated unit. In fact, whenever 
possible we let the features of a car refine and develop each other. An unprecedented idea, maybe. 

> cu But its the perfect example of the innovative 
new thinking that's driving today's Toyota. And it 
shows how, from the quality of our products to our 
consistently progressive attitude as a corporation, 


Toyota is setting the future in motion. 
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Project Finance: Diverse Solutions 
for Unique Financing. 


ADVICO YOUNG A oiinir ala 


To know 

one true expert 
is really 

all you need. 
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There's no shortage of projects in need 
of financing, but there is a shortage of 
banks which can provide the right financial 
solution. 

The Project Finance Team at UBS 
understands that project sponsors want 
their banks to offer unique financial solu- 
tions. Providing funding is not enough. 

UBS has been a financial advisor and 
lead bank for diverse projects such as oil 
and gas, waste-to energy, petrochemical, 


UBS. The bank of experts. 





mining, power generation, pulp and paper, 
and geothermal energy. This diversity of 
experience allows UBS to bring added 
expertise to each project. 

As the leading bank in Switzerland and 
one of the few AAA-rated banks in the 
world, UBS backs expertise with attention 


to detail. 





UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Beijing, Sydney, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 


Union Bank 
of Switzerland 
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Hongkong share-trading rules full of loopholes 


Lifting the veil 





ly Michael Taylor in Hongkong - 
D espite entrenched opposition from 





the business community, legisla- 

tion requiring disclosure of com- 
any directors’ share trading has finally 
rrived in Hongkong. But in the form en- 
cted, the law is unlikely to erode the terri- 
yry’s penchant for business secrecy and, 
erversely, will probably make life more 
xcrative for determined insider traders. 

Since the regulations came into effect on 
September, share dealings in their own 
ompanies by directors and substantial 
hareholders must be reported to the Stock 
xchange of Hongkong on a daily basis. 

Inappropriately, the complicated ordi- 
ance is modelled on British legislation. 
ut the aim of the British law is to protect 
1e management of listed companies, in 
articular by giving early 
varning of any potentially 
ostile bidder building up a 
take. In Hongkong, where di- 
sctors usually own a majority 
f the scrip, the need for disclo- 
are is more to protect share- 
olders from unscrupulous 
yanagement manipulating the 
лаге price. 

Moreover, the issue of in- 
ider trading has been compli- 
ated by the fact that a compa- 
y's directors and controlling 
hareholders are the primary 
appliers of scrip in the absence of market 
iakers. A director dealing actively in his 
wn shares can claim to be merely aiding 
1e market and his shareholders. 

Under the new legislation, shareholders 
olding more than 10% of a company’s 
apital must disclose any transaction which 
wolves the shareholding crossing a per- 
antage-point threshold. For example, if а 
hareholder owns, 10.5% of a company and 
uys a further 0.7% in the market, he must 
isclose the transaction, because the deal 
rill take his holding from 10-something to 
I-something. Conversely, if he buys 0.7% 
thile holding only 10.2%, no disclosure is 
ecessary. 

The requirements for directors and chief 
xecutives are more burdensome. They 
wust disclose every movement in their 
oldings of shares in the company and its 
ffiliates. There is one major loophole: 
ealings in associated companies incorpo- 
ited outside Hongkong — Bermuda, for 
xample — need not be disclosed. 

Although the penalties for non-disclo- 
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sure start at fines and escalate to imprison- 
ment, regulators at the Securities and Fu- 
tures Commission (SFC) lack the resources 
to mount an independent policing opera- 
tion. “In Britain, the whole thing is policed 
by the companies themselves, because it is 
in their interests," says Alan Mercer, of the 
src. "But here it's very different — the 
companies aren't going to be the ones to 
make complaints." He added: "If you are 
embarking on an illegal enterprise, then 
one can safely assume that disclosure is the 
last thing on your mind." 

There are at least four simple ways to 
avoid the need to disclose, the simplest of 
which is for the director or substantial 
shareholder to register the shares in the 
name of family members, though not a 
spouse or offspring. Second, stockbrokers 
are exempt from disclosing movements in 


The games Hongkong directors play 





discretionary funds, so a company’s sub- 
stantial shareholder (though not a director) 
could open a number of discretionary ac- 
counts with a broker, each containing a 
small amount of the company’s scrip, and 
trade with impunity. 

Third, discretionary trusts, purportedly 
independently managed by lawyers, fall 
under the disclosure regulations only if a 
sole beneficiary is named by the person 
setting up the fund. Finally, there is the 
traditional route of conducting dealings 
through offshore nominee companies. By 
routing transactions through a nominee 
company in, say, the British Virgin Islands 
or Panama, operations are removed from 
the scope of prying regulatory eyes. 

There are also grey areas, such as loans 
convertible into stock. Mercer describes the 
legislation covering this area as “very 
wishy washy, broadbrush stuff.” This 
ability to trade outside the scope of disclo- 
sure regulations perhaps partially explains 
Li Ka-shing’s recent spate of small stakes 
and convertibles deals. 
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The simplicity and legality of avoiding 
the regulations means that some of the — 
names most associated with an active in- — 
terest in the Hongkong stockmarket are — 
conspicuous by their absence from the dis- 
closures filed with the SFC. р 

Lee Ming Tee of the Allied Group is not 
mentioned, nor Joseph Lau of the Evergo 
Group. Li Ka-shing surfaces only once, 
offloading 1.2 million Hutchison Wham- 
poa shares at HK$14.64 (US$1.87) on 2 
September, leaving him interested in only — 
1.2 billion shares (marginally more than he 
held at 30 June 1991). 

The ease of avoiding disclosure could 
also be used by the more unscrupulous 
operators to double-bluff the market: a di- 
rector could depress the market by disclo- — 
sing share sales, while quietly using an 
overseas nominee company to accumulate ~ 
stock at the depressed price. v. 

Nevertheless, what disclosures have — 
been made are revealing about the extent 
to which directors dabble in their own 
stock. As an example, Ewen Cameron Watt 
of Warburg Securities has used the disclo- 
sures to demonstrate that directors’ pur- — 
chases accounted for the vast majority of . 
dealings in C. Р. Pokphand scrip (roughly — 

, 101.2 million out of 108 million 
* shares traded) between 1 July 
* and 6 September. * 

Some directors seem to be _ 
almost compulsive traders in _ 
their own stock. Barely a day — 
in October seemed to pass  . 
without Manuel Pangilinan _ 
and Ricardo Pascua making 
some adjustment to their hold- 
ings in First Pacific Bancshares. — — 
Lo Yuk-sui made repeated mi- 
nor reshuffles to his sprawling _ 
corporate empire; directors of 3 
the “new blue-chip” Citic Pa- — 
cific were active in their own stock; and, on — 
a smaller level, directors of Hsin Chong _ 
Holdings, Luks Industrial, Stelux and Hon 
Kwok Land pruned their portfolios regu- 
larly. 

жй of the disclosures аге puzzli 
particularly when the reports sudde 
cease. Directors’ trading in Citic Pacific 
good example. First, there is chairman | 
Larry Yung, who halved his holding from — 
80 million shares to 40.23 million shares — 
between 30 September and 3 October, for - 
an average price of about HK$2.125, and _ 
then disappeared completely from the - 
records. 

Then there are Robert Kuok's placemen 
on the Citic Pacific board, Kerry Trading's 
Kuok Khoon Chen, Kuok Khoon Loong _ 
and Lee Yong Sun, who are also listed as | 
being consistent sellers throughout most of — | 
October. Kerry Trading’s HK$150 million | 
Citic Pacific bond was converted on 11 | 
October, bringing the Kuok vehicle 96.8 | 
million new Citic Pacific shares at HK$1.55 — 
each, leaving it with a total holding of 148.7 
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million shares. 

From then until 28 October — during 
the run-up to Citic Pacific's international 
investment road-show — Kerry drip-fed 
small amounts of shares onto the market at 
prices ranging from HK$2.075 to HK$2.175. 
The final entry shows Kerry's men seizing 
a price of HK$2.05 on 28 October to re- 
stock, taking their position to 167.7 million. 
This could indicate that HK$2.05 has come 
to be seen as the support price for Citic 
Pacific scrip among its controller share- 
holders. 

The intentions of the Singapore/Ma- 
laysian Whang family towards the debt- 
strapped Lam Soon are also difficult to 
determine from the partial trading record. 
Between 10-12 September, Whang Tar 
Liang cut his stake from nearly 35 million 
to 12.4 million shares and Whang Tar 
Choung reduced his holding from 43 mil- 
lion shares to just 8 million. However, 
Whang Sun Tze upped his stake from 54 
million to 71 million shares, and both T. L. 
Whang and T. C. Whang partially rebuilt 
their holdings two weeks later. 

A director's decision to feed shares to 
the market does not necessarily suggest a 
lack of confidence in his company, because 
in Hongkong brokers with clients to service 
will often bid directors a price for their 
shares. 

The disclosures reveal few trades which 
seem suspicious beyond the most cursory 
glance. For example, despite the rampant 
speculation in Guoco Holdings immedi- 
ately prior to Cheung Kong subscribing on 
6 October to a convertible which could 
leave it holding 10.84% of the company, 
the disclosed trading pattern of Guoco 
managing director Werner Malkowski 
during September and October suggests 
the luck of a well-timed executive share 
option scheme rather than anything more 
sinister. 

But Eka Tjipta Widjaja was certainly 
lucky to buy nearly 90 million shares in 
Ruby Holdings on 30 September at 
HK$2.23 a share, 10 days before the an- 
nouncement that Hutchison Whampoa 
and Cavendish International would 
subscribe to a bond which is convertible 
into a 43.4% stake in the company at 
HK$2.80 a share. The news helped push 
Ruby’s price to its current level of about 
HK$2.82. 

Some of the trades are interesting be- 
cause of the personalities involved. For 
example, the records show Teddy Yip — 
bon viveur, motor-racing enthusiast and 
one of the four consortium partners in 
Stanley Ho's Sociedade de Turismo e 
Diversoes de Macau — sold his 10.5 
million share holding in Shun Tak Hold- 
ings on 4 October. Yip's shares appear to 
have been bought by Stanley Ho, who on 
the same day increased his holding from 
135.9 million shares (13.6%) to 148 million 
(15%). в 
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Hyundai heads for showdown with Seoul government 


Can't pay, won't pay 


By Mark Clifford in Seoul 


blistering salvo from Hyundai 
A founder Chung Ju Yung over a 

disputed tax bill has heightened 
tension between the South Korean Gov- 
ernment and the country’s second-largest 
business group. 

Chung told a raucous news conference 
on 18 November that Hyundai would not 
— and could not — pay a record Won 
136.1 billion (US$180 million) assessment 
made by tax authorities 
two days earlier. In a 
statement read at the news 
conference, the 76-year-old 
Chung lashed out at what 
he said was discrimination 
against Hyundai by the 
government, adding that 
the group would appeal 
against the tax decision. 

Chung did not directly 
accuse the government of 
political retribution. But, in 
answer to a question about 
political motives behind 
the case, he told reporters: 
"I don't know. Ask the 
politicians." 





Chung: discrimination. 


Chung contends that Hyundai has pai 
Won 26 billion since 1987 in connection 
with disputed stock transfers from th 
founder to his relatives, which form th: 
kernel of the government's case against thi 
group. “We cannot understand why th: 
government imposed the tax," Chung said 
“I don't have the money,” he added, "it's ¿ 
very difficult situation . .. Hyundai's situa 
tion is so bad we cannot pay." 

In a country where most problems be 
tween the government and business art 

settled quietly, Chung’: 
А statement was unprec 
* edented. A blunt peasant’: 
$ son who built up a busi 

ness empire with projectec 
sales of Won 36 trillion thi: 
year, up from Won 28 tril 
lion in 1990, Chung ha: 
been the most outspoker 
of South Korea's chaebo 
leaders. 

He has fallen foul of the 
government in the past 
most notably during the 
latter years of formei 
president Chun Doc 
Hwan's administration 
In early 1987, Chung 
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The rajahs' 
attics 


By Hamish McDonald in New Delhi 


As the Indian Government cajoles more 
black money back into the official 
economy through a variety of no-ques- 
tions-asked schemes, British auction 
house Sotheby’s has entered the scene 
with investments that offer speculation 
and social cachet in place of the illicit 
thrills of the havala (illegal) markets. 
Together with Indian office-equip- 
ment tycoon B. K. Modi, the auction 
house has set up Sotheby's India, which 
will conduct an annual three-day auction 
of collectibles in Bombay. An auctioneer 
will be flown in from London. Indian 
antiques and contemporary art are ex- 
pected to be the mainstay of the sales, 
though the free-spending rajahs and Bri- 
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tish traders of colonial times have left г 
stock of European art and curiosities ir 
the country as well. 

As India maintains а ban on the export 
of artworks and antiques older than 10€ 
years, the Sotheby's India auctions wil 
be mainly of interest to local collectors 
Director Suzanne Tory said the firm 
would work closely with the Archaeo- 
logical Survey of India, the authority 
which vets potential antique exports and 
maintains a registry. 

Sotheby’s will deal only in certified 
items, with catalogues noting whick 
items are exportable. Foreign bids may 
thus be confined largely to modern cate- 
gories, though selective bans will apply 
— for example, on motor cars made be- 
fore 1941. 

The pent-up demand in India for 
collectibles was revealed in 1989 wher 
Sotheby's and The Times of India newspa- 
per conducted a charity auction in Bom- 
bay. Only 500 bidders were expected, but 
in the event 1,500 people packed into the 
auction room. Sotheby's subsequently 
had six approaches to form a joint ven- 
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was forced to step down as the 
chairman of the Federation of Korean In- 
dustries the chief lobby group for large 
companies. 

There is probably no single reason why 
the government would want to punish 
Chung, though the businessman's blunt 
»pposition earlier this year to a US$10 bil- 
lion high-speed train line connecting Seoul 
ind Pusan surprised many people. Chung 
»pposed the project during the current 
fiscally austere climate, but others point out 
hat Hyundai happens to sell more cars 
han rolling stock. 

In addition, there are whispers that 
Hyundai supported former opposition 
eader Kim Young Sam, who is currently a 
contender for the ruling party's presiden- 
ial nomination. Chung's sons are also said 
0 have political ambitions. 

But a simple distaste of the power that 
chung has amassed may have been 
»nough to prompt some younger govern- 
nent officials to move against him. Ex- 
;xlaining the tough government attitude 
owards Chung, a senior government offi- 
tial said: "Many people were afraid that 
noney would colonise politics." 

If the tax assessment is upheld, it would 
е a heavy, though not fatal, burden for 
Tyundai. Indeed, over the past three years, 
“hung family members and Hyundai af- 
iliates chipped in Won 540 billion in equity 
о start up the group's latest venture, 
Tyundai Petrochemical. Hyundai has been 
old to pay roughly half of the Won 136 
villion tax bill by 30 November and the 
est by 10 December, or face fines of 
1p to 25% of the total amount. ГЫ 


ure, and eventually accepted Modi's 
"ro : 
Tory believes the Indian market will 
nclude those people prevented from 
‘ompeting for Indian collectibles in 
»verseas auctions because of foreign- 
change controls, or those inhibited by 
he lack of an open market in India. 
similarly, the setting of prices through 
iuction will encourage owners of 
nouldering treasures in the crumbling 
»ld houses of India to turn them over to 
ıew owners who can maintain and ap- 
»reciate them. 

The tax system puts question marks 
wer the success of auctions, however. 
Tory said Sotheby's is still exploring 
vhich taxes will apply. Tax officials and 
iccountants approached by the REVIEW 
ay that a 7% sales tax would apply, 
dong with a normal capital gains tax of 
0% after a Rs 5,000 (US$195) exemp- 
ion. 

Successful bidders will have no way 
о avoid taxes. "We can only take 
heques, no cash," said Tory. “In other 
vords, it will be white money." B 
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Singapore steel producer seeks new horizons 


Leisure beats metal 


By N. Balakrishnan 


s the only steel mill in Singapore, 
A NatSteel provided the basic build- 

ing ingredients necessary to trans- 
form the island republic from colonial 
backwater to modern metropolis. Now, in 
an effort to diversify away from its low- 
growth core business, NatSteel is helping 
to provide the capital and managerial ex- 
pertise to develop Singapore as a tropical 
resort. 

The company is turning its attention to 
the “leisure services sector,” as rising afflu- 
ence creates a burgeoning demand for golf 
clubs, marinas and other facilities. Ang 
Kong Hua, the managing director of 
NatSteel (formerly known as National Iron 
and Steel Mill), expects non-steel business 
to account for 50% of the company’s prof- 
its in the “medium term,” as against 15% 
in 1989. In 1990, the non-steel business 
contributed 39%, or 5528.9 million (US$17.2 
million), of the group's pre-tax operating 
profit of S$73.9 million, on total turnover 
of $$784.3 million. 

This change of corporate emphasis tal- 
lies neatly with the government's shift in 
macroeconomic priorities, which seems to 
include the phasing out of primary indus- 
tries in favour of more waterfront develop- 
ment and decentralisation. This conjunc- 
tion is not entirely surprising. NatSteel’s 
main shareholders are the government- 
controlled DBS Bank (with 17.6% of the 
equity) and the government holding com- 
pany Temasek Holdings (which had 18% 
at the end of last year). 

The showpieces of NatSteel's leisure di- 
vision will be the Raffles Marina, located 
in Tuas, and the Laguna golf course on the 
east coast of Singapore. Plans are also be- 
ing considered to construct waterfront 
holiday chalets on nearby Indonesian is- 
lands and in Malaysia. 

According to NatSteel, Raffles Marina 
will be the best-equipped facility of its kind 
in Southeast Asia when it is fully opera- 
tional next year. It has already sold 2,000 
memberships, at S$60,000 for individuals 
and S$90,000 for companies, and it aims to 
sell another 2,000 in the near future. 

Construction is expected to begin soon 
on the Laguna golf course, which will oc- 
cupy a 126-ha site, and should be com- 
pleted by 1993. Some analysts are uncer- 
tain how well the golf club will fare, given 
that nine new courses are scheduled to 
open by 1994 in the "growth triangle" 
which embraces Johor Baru in Malaysia 
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and Batam island in Indonesia, as well as 
Singapore. But Ang says that 800 member- 
ships have already been sold, out of an es- 
timated 2,500 to be made available. 

Because of its proximity to Changi air- 
port and the prosperous east coast, the 
Laguna will be better positioned than its 
rivals if oversupply becomes a problem. 
Analysts also say that golf is becoming a 
less elitist sport in Singapore and will offer 
a viable future to most of the new clubs — 
not to mention expatriate Japanese. 


The earnings flow from the golf club 


division is expected to be healthy. An en- 
trance fee of S$40,000 for local individual 
members and S$80,000 for local companies 
will be charged; members will also be 


A leisure play 


m. 


obliged to buy unsecured no-interest 30- 
year debentures from the club for 


5$120,000. In other words, NatSteel can _ 


employ the proceeds from these notes as 
capital for the construction of the club. 
NatSteel's diversification into the leisure 
sector will help give it a hedge against 
fluctuating steel prices and margins. The 


steel division, which mainly makes bars _ 
and wires used in construction, accounted _ 


for 61% of the company's profits in 1990, 
much lower than in the previous year, but 
it contributed 77% of earnings in the first 
half of 1991, mainly due to lower costs for 


raw materials and the continuing strength . 


of the construction sector. 

But this year, NatSteel twice felt forced 
to cut its steel prices, by about 10% in 
March and 4% in June, to protect its domi- 
nance of the Singapore market. It share has 
slipped from 90% a few years ago to about 
80% last year, in the face of competition 
from Brazil, China and Eastern Europe. 
Producer-countries often sell steel in open- 
market Singapore below their domestic 
prices to earn hard currency. 
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Operating margins have been under 
pressure in recent years, falling to 9.4% in 
1990 compared with 11.7% in 1989 and 
13.4% in 1988. But analyst Richard Jones of 
Baring Securities estimates that NatSteel's 
cost of producing a tonne of steel should 
show a decline from S$665 in 1990 to about 
S$588 a tonne in 1991, and should fall fur- 
ther to S$577 in 1992. That should help the 
company maintain or even increase its 
margins despite lower steel prices. 

Jones also says that NatSteel is able to 
sell its products for about 8% more than 
imported steel, à premium local companies 
are prepared to pay in return for lower 
transport and storage costs as well as for a 
more reliable supply. 

NatSteel produces its steel from scrap 
iron sourced locally as well as from neigh- 
bouring countries. This raw material ac- 
counts for nearly half of production costs. 
While prices around the world are said to 
have declined by about 10% last year, a 
construction boom among Singapore's 
neighbours has seen a smaller decline in 
the price of scrap iron. 

Although the local steel market gives 
the company a secure base, demand is ex- 
pected to grow faster in neighbouring 
countries such as Thailand and Malaysia, 
both of which are engaged in large infra- 
structure projects. 

In Malaysia, NatSteel has a joint ven- 
ture with Southern Iron and Steel Works to 
produce steel; and in Thailand it has en- 
tered into a joint venture with Bangkok 
Steel to operate a mini-mill. The Thai 
project, however, has been subject to de- 
lays and is not expected to start production 
at least until 1994. 

With these joint ventures, NatSteel is 
hoping to establish a foothold in fast- 
growing markets, as well as forestall any 
further protectionist pressures that may 
develop. NatSteel is also exploring the pos- 
sibility of setting up a mill in Indonesia. 
Through the construction of offshore mills, 
NatSteel has been able to market its steel- 
related services in the region, says Ang. 

In Singapore, the company is now in 
the process of adding another mill to its 
existing four plants, which should soon in- 
crease its production capacity from 700,000 
tonnes to about 900,000 tonnes, as well as 
allow it to produce some types of higher 
quality steel. Although the company ex- 
ports some of its Singapore-manufactured 
products to neighbouring countries, nearly 
two thirds of its output last year was ab- 
sorbed within the island republic. 

In a smaller way, NatSteel is also in- 
volved in chemicals, construction, engi- 
neering and venture-capital projects, some 
of them in steel-related businesses. In addi- 
tion, NatSteel has various investments, in- 
cluding a 12.8% stake in Singapore Petro- 
leum Co. and a 37% holding in National 
Oxygen. Last year it also paid $$53 million 
for 72.5% of US firm BJH Electronics. п 
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Stakhanov lives! 


The Hongkong Government's approval in principle of a 15-year extension (from 
1993) of the regulatory scheme governing electricity utility China Light and Pow- 
er (CLP) has set off a predictable tussle. Critics say the utility, which produces 75% 
of Hongkong’s electricity, makes too much money. Defenders argue that the utility 
(and the smaller Hongkong Electric) have reliably provided low-cost power. So 
why fix it when it ain't broke, they ask. 

Both sides are missing the point. The authorities are muffing a perfect opportu- 
nity to force Hongkong’s electricity producers to move with the times. They should 
start pushing energy conservation as energetically as they have traditionally pushed 
energy consumption. International concerns about the dangers of global warming 
are on the rise. So also is an understanding of the role played by carbon-dioxide 
emissions from power plants. 

The evidence is growing that major cuts in electricity consumption can be made 
without harming the standard of energy services provided. Utilities in the indus- 
trialised world are coming around to the notion that it costs less to save a unit of 
energy than it does to build new plants to produce it. 

In the US, state regulators two years ago accepted in principle new rules aimed 
at uncoupling utilities’ profits from sales. Under the new system the utility is 
compensated for revenues they would otherwise lose by selling less electricity. 
Pacific Gas & Electric, California's largest utility, for example, is allowed to keep 
15% of any money saved by certain new efficiency programmes, while consumers 


receive the rest. This involves a system of cash rebates 
Summer freeze 


for consumers who buy energy-efficient equipment 


ЮН AX 


Energy wastage such as improved electric motors, compact fluores- 
in Hongkong, 1989 cent light bulbs and better refrigerators. 
P. у In Hongkong, ће scheme of control which regu- 


lates the two electricity producers fixes their permit- 
ted rate of return to a percentage of fixed assets. In 
other words, their rewards come from building addi- 
tional capacity. Government and utilities in Hongkong 
celebrate the fact that electricity charges have declined 
by some 40% over the past 10 years in real terms. But 
this sends the wrong signal to consumers, who are 
encouraged to consume more electricity, according to 
local academic Peter Hills, the head of the Hongkong 
Government's newly appointed Energy Efficiency 
Advisory Committee. 

The government's Environmental Protection De- 
partment estimates that HK$4.9 billion (US$628 mil- 
lion) worth of energy was wasted in Hongkong in 
1989. Almost half of that amount was the result of excessive use of air conditioners. 

CLP is doing little to encourage conservation. It publishes leaflets, it holds occa- 
sional seminars and it has an industrial advisory centre to help companies improve 
their energy efficiency. But the ultimate responsibility for conservation is the indi- 
vidual, says CLP. 

The company's lack of interest in the subject is indicated by its inability to 
provide an estimate for how much is being spent on these conservation efforts. 
This tends to cast doubt on the government's contention that it is encouraging 
conservation by permitting CLP to count such expenditure under operating costs, 
which may be recovered in tariffs. 

Utility representatives and government officials in Hongkong are fond of point- 
ing out that Western practices may not be easily transferable to Hongkong. But the 
essential spur is the profit motive — not exactly a foreign notion in the colony. 

Experience elsewhere has shown that people will not use energy-efficiency 
equipment unless financial incentives are provided. This is what cash rebates and 
the like are all about. By paying people to save energy, everybody wins. The 
consumer pays lower electricity bills; the utility may improve its profitability even 
as it sells less power; and the environment is less polluted. п Carl Goldstein 
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l'aiwan Aerospace to buy 
WeDonnell Douglas stake 

* Taiwan Aerospace said on 20 
Vovember it has reached a preliminary 
greement to buy part of McDonnell 
Jouglas' commercial-jet operations for 
JS$2 billion. Under the agreement, the US 
ompany would spin off its commercial- 
ürcraft manufacturing division into a new 
ompany in which Taiwan Aerospace 
vould hold 40%. Work on McDonnell's 
4D-12 wide-body jet would be split 
etween the US and Taiwan. Only 

ecently set up, Taiwan Aerospace is a 
угіүаќе company, but it has strong 
rovernment backing as a result of Taipei's 
lecision to set up a local aerospace 
ndustry. US congressmen have said they 
vill investigate the national-security 
mplications of the deal. Critics in Taipei 
yave also questioned where Taiwan 
Serospace will get its funds. 


seoul frees interest rates 

»n some deposits, loans 

> South Korea freed some interest rates 
»n 21 November as part of its gradual 
inancial liberalisation. Rates on bank 
»verdrafts and overdue loans were 
iberalised, as were rates on most 
leposits over three years. The move 
affects about 10% of bank deposits and 
25% of loans. 


US to probe subsidies 

to China's fan makers 

> The US Commerce Department is to 
investigate a complaint that Chinese 
alectric-fan makers are receiving unfair 
state subsidies, making them subject to 
zountervailing duties under US trade law. 
A Texas fan maker claims Peking gives its 
manufacturers tax and exchange-rate 
benefits. The department had previously 
said it was impossible to quantify a 
subsidy in a non-market economy like 
China's. But now it says reforms are 
introducing market forces in some 
Chinese industries, opening the door to 
trade suits. It has also ruled that some 
Chinese suppliers are selling fans in the 
US at below fair-market value. If the US’ 
International Trade Commission finds that 
this is harming US firms, anti-dumping 
duties could be levied. 


OECD local-content rules 
are opposed by Tokyo 


Tokyo will oppose proposed new rules 
n local content on manufactured goods 
hich are being worked out by the OECD 
part of moves to liberalise direct 


NOVEMBER 1991 


investment among its members. The big 
three US automakers have urged 
Washington to press for 60-70% local 
content in Japanese and other foreign 
vehicles manufactured in the US. Canada 
is looking for at least 50%. Japan has most 
to lose from such rules because its 
overseas plants use many parts imported 
from Japan. Tokyo will put its case when 
the OECD convenes in Paris on 25 
November. 


Taiwan Government bonds 
heavily oversubscribed 

> The Taiwan Government's November 
bond issue was heavily oversubscribed, 
with competitive bidding on NT$14.5 
billion (US$556 million) of bonds and 
private placement of a further NT$10 
billion worth. The auctioned scrip was 
sold on 18 November at an average yield 
of 8.176%. Some 30 institutions took part 
in the bidding, with 26 successful bids out 
of 121 entries. Several large banks were 
reportedly outbid by local securities 
companies which were eligible to 
participate as primary dealers for the first 
time. 


"VT 


Chinese ship order 

falls under EC probe 

> Four container ships ordered by China 
from German shipyards have become the 
subject of an EC unfair-competition 
inquiry. Bonn says its financial assistance 
under the contract is development aid, 
but the EC Commission has questioned 
whether it breaches a ban on operating 
subsidies. The ships have been ordered by 
the Chinese Ocean Shipping Co. 


Japan announces measures 

to increase imports 

> Japan is to step up public procurement 
of foreign goods in an effort to defuse 
tensions over its trade surplus (see page 
48). A Tokyo official said on 19 November 
that the number of government-related 
bodies which conform to international 
bidding rules on public contracts will be 
increased to 99 from 71. In addition, the 
contract-value threshold at which foreign 
firms are allowed to bid will be cut to ¥17 
million (US$130,000) from ¥22 million. 
Foreign Ministry sources said the 
measures could double Japan's public 
purchases of foreign goods, which 


. amounted to Y70 billion in 1990. 


© Ruby Holdings to set up 





South Korean. Thai firms 

set up Burma ventures 

> Daewoo Corp. and Samwon 
Enterprise of South Korea have formed 
a joint venture with Burma's state- 
owned Myanmar Timber Enterprise to 
produce plywood and other wood 
conversions. The venture, Myanmar 
Korea Timber International, will have 
initial capital of Kyats 20 million (US$3.2 
million). Meanwhile, Thailand's Rice 
Engineering Supply Co. has teamed up 
with Myanmar Agricultural Produce 
Trading Co. in a US$3 million venture 
that will make rice-milling and other farm 
machinery. 
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bank in North Korea 

> Hongkong-based Ruby Holdings 
agreed on 14 November to set up an 
international commercial bank in North 
Korea, the country's first. Ruby's partner 
in the US$30 million joint venture will be 
state-owned Osandok General Trading 
Corp. The new bank, to be called United 
Development Bank (UDB), will be 49%- 
owned by Osandok and 51% by Ruby 
Holdings and will have a wholly owned 
subsidiary, Korea International Trust & 
Investment Corp. Ruby, a restaurant 
operator and uniform maker, is owned by 
Indonesia's Sinar Mas group and asset 
trader Oei Hong Leong. It has given 
China International Trust & Investment 
Corp. an option to buy 25.5% of Ruby's 
shares in UDB. 


Singapore Telecom unit 

joins Sri Lankan TV venture 

> Singapore Telecom International, a unit 
of Singapore Telecom, has formed a 
partnership with Sri Lankan conglomerate 
Maharajah Group to set up a commercial 
television station in Sri Lanka. The joint 
venture is expected to involve an 
investment by the partners of about Rs 
230 million (US$5.5 million). Sri Lanka 
currently has two television stations. 
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PRICES AND TRENDS 


Commodities 


Last sale to 18 Nov. Latest week ago ago 
God Londonê) 36070 35505 35810 37985 
Copper New York (3) 

Current delivery (Dec. ) 106.25 105.40 99.65 117.65 
een covery — 105.25 

Aluminium London (7) 

Current delivery (Nov.) ۴ 148000 1,153.00 1.28000 1,635.00 
Tin Kuala Lumpur (1) 14.65 14.82 15.15 16.19 
Cotton New York (3) 

Current delivery (Dec.) 57.72 58.52 64.12 7425 
Mar. delivery ў 59.56 р 

Rubber Kuala Lumpur (8) 

Current delivery (Dec.) 223,00 225.50 227.50 244 00 
Feb, delivery BULLET IT 224.00 АЁ 

Jute Dhaka (11) 380.00 380.00 380.00 410.00 
Palm Oil Kuala Lumpur (4) 

Current delivery (Dec.) 850.00 882.00 862.00 825.00 
Feb. delivery а Lg 857.00 

Sugar New York (3) 

Current delivery (Mar.) 8.32 8.65 832 10.07 
May delivery =! __ 831 

Pepper Singapore (9) 

Sarawak Asta bik 100% 21250 215.00 21250 E 302.50 
Wheat Chicago (5) 

Current delivery (Dec.) 350.20 351.00 298.00 250.20 
Mar. delivery IRAE ROR 

Maize Chicago (6) 

Current delivery (Dec.) 239.60 245.00 247 40 225.00 
Mar. delivery > 250.20 5 

Rice Bangkok (7) 

5% white fob _ x 29700 29700 30700 27000 
Soyabeans Chicago (5) 

Current delivery (Nov.) 554.60 554.00 548.00 566.60 
Jan. delivery 554.40 ча 
Сосоа New York (7) 

Current delivery (Оес.) 1,208.00 1,197.00 1,004.00 1,312.00 
Mar. delivery S |. 127300 

eed New York (3j 

Current delivery (Dec.) 78.65 78.70 79.05 81.35 
Mar deen r ИШИ; 

Petroleum 

Sumatran light Tokyo (10) 20.90 20.90 19.10 32.90 
Brent London (10) 2127 2143 2050 31.55 


(1) M$ akg (2) US$ an oz (3) USc a lb (4) MS a tonne (5) USc a 60 Ib bushel 
(6) USc a 56 Ib bushel (7) US$ a tonne (8) PSS1, Ме akg (9) S$ а 100 kg (10) US$ a barrel 
(11) ВМО, Chittagong;Mongla, US$ a tonne Source: Telerate, International Jute Organisation 


Currencies | 





Spot Previous 3 months Year 











18 Nov. ratet weekt agot agot 
Australia _ dola — — 12732 — 12718 1284 — 1 13072 
Bangladesh’ taka 3765 __ 37.65 36258 3585 
Britain рош — 0.5585 0.5648 0.6156 050697 
Brunei _ dollar _ 1.667 16785 — 10738 — 1709 
Burma’ a —— 850058 -— — 8205 EON BNL 
Canada _ . dollar 1126 _ 11308 — — 1.1433 1.163. 
France - fanc — ^1 55075 5.599 617755 4%6% 
Germany mark 16102 1.6395 1.8235 — 14738 
Hongkong dolar _ 7.756 7.761 _ 7768 7.7933 
india rupee 2580391 258131 257136. 18.0489 
Indonesia rupiah 1980.00 1.98000 1.96400 1,876.00 _ 
Japan — yen — — 12940 129-93 138.30 128.85 - 
Macau" _ pataca E Еа 808577 si See 
Malaysia dollar 27357 2.7435 2768. 256919 
Nepal _ tpee — $4370 à—à1 4260 4270 &——2900 
New Zealand dolar — 1.7687 17816 17400 16391 
Pakistan - rupee 2459 — 2859 _ 24605 _21.8281 
Рариа М.б. kna _ 0.9425 09443 0,95238 09407 
Philippines peso _ 26.70 2670. 28797 27.944 
Singapore dollar 1660 7 16785 .— 1738 — 1709 
South Korea won — 75250 — 75210 — 73400 742 
Sri Lanka - npe — 1 340158 à 41% . 41665 &à—& 4001 
Switzerland алс. 14295 1.4495 . 15505 — 1.2465 
Taiwan NT dollar — — 259445 26.08 — 267375 5 
Thailand baht 2547 . 9550 à 2581 . 25085 


Communist countries: China US$-Rmb 5.382 HKS-Rmb 0.69425 
Soviet Union US$-Rouble 0.5782 Laos US$=Kip 705.00 
Vietnam US$=Dong 12,880.00 Cambodia USS-Riel 1,000.00 


Other: SDR1=US$1.39194 ECU1«US$1.27439 S$-M$1.64265 
*Olficialrate tMiddle rate Source: Telerate lor spot rates, Dao Heng Bank Ltd for officia! rates 


Currency deposit and bond yields 


10 year govt 
18 Nov. month months months months bonds yield 
uss ___ 48125 500  — 4935. 5.0625 7% 
Sterling _ 10.4375 104375 — 103125. 10.3125. 960 
Yen — 53105 __ 621875 5.96875 565 5% 
Swiss Fr. 74375 7875 78125 - ا‎ 
ENS | 940625 93125 9:375 _ 820 
AS .800 75 T8 — 785 305 5998 
cs 7685 74375 74375 _ 74375 — 842 
ECU 9.625 975 9.75 . 9685 900 


TOffered tate Source: Telerate, Salomon Brothers 


Economic indicators, selected Asian countries 


Economic Growth % (real) (1) 

1990 М 5 23 
199 t foe 2 “ч 6 еу ^ 34 
International Reserves (5) 

Latest US$16.25b (Sept) US$38.58b (Jul) na. 
Year earlier US$15.18b —— US$2546b - | — * 


— India - Indonesia — = Japan Malaysia 
404) 7 56 98 
3544) a Sum 38 — 86 





US$1.91b (Sept) 0558.470 (Aug) US$69.86b (Sept) US$9.88b (Apr) 
US$2 99b US$568b — _US$76.34 à US$774b —— 





Latest 3 months +US$0.82b Ju-Sept) «USS2.61b(JukSept) ^ «US$0.66b [Ju-Sept) —-US$0.59b (May-Ju) «US$1.09b(8) (Jun-Aug) — «US$22.206 (Jul-Sept) -US$0. x (May-Jul) 
. Previous 3 months +US$1,46b +US$1.42b :US$1.46b -US$0.54b -US$0.15b +US$17.75b -US$1.2 

Year earlier -USS$0.31b +US$2.35b +05$0 850 -US$0.80b +US$0.21b +US$15,77b -US$0. ts ED 

Exports (6) 

Latest 3 months US$10.98b US$19.08b 05826.66 US$3.79b US$7 42b(8) 05578.98 US$8.62b 

% change previous 3 months +2.0 +11.8 +123 -19.9 413.8 +69 +146 

% change year earlier - +109 +212 +218 123 +30.9 +96 3234 

Imports (7) 

Latest 3 months US$10.16b US$16.47b US$26.00b US$4.39b = 33b(8) 05556,78 US$9.40 

% change previous 3 months +98 +52 +32 -16.8 412 +73 

% change year earlier 07 +229 +236 444 К «0.9 «325 

Consumer Prices 

Base Jul 80-Jun 81«100 Aug 1990=100 Oct84-Sept85-100(2) 19824100 Apr 88-Mar 89-100 1990-100 1990-100 

Latest 3 months index average 251.7 (Jul-Sept) 104.9(11) (Aug) 161.3 (Jul-Sept) 213.3 (Jun-Aug) 125.2 (Jul-Sept} - 1 (Jun-Aug) 104.8 (Jun-Aug) 

% change previous 3 months +06 na. +15 +54 +36 +11 

% change year earlier +33 +49 +123 +135 +91 3 A +51 

Money Supply 3) 

Latest A$20507b[S)(Sept) Ат 1,561.86b (Jan-Mar) NN 62b (Sept) i : 80t/9) (Aug) а 90.481 (Jul) 504.00: (Jul) "d 85b (Apr) 

% change previous month +09 +6.4(10) +04 

% change year earlier +4.0 +30.6 kn 169 ids е +34 a 





(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore {fob (ої 
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= a a New York dips sharply а a а Tokyo holds its nerve m a a Hongkong 
continues on bull run a а a Straits bourses stumble а а а Seoul slides further пип 
Bangkok rallies as political fears ease in week ended 19 November а а а 









































































































































Kuala Lumpur Average daily І Мапі 
Hongkong | KLSE Composite turnover US$43,1m eo 
4,000 Hang Seng Index, 4,261.23 36.000 | | 580 index, (0 scale) 1,500 | | 1,150 Average daily 
E | 535.64 turnover 
| US$10.9m 
| 3,600 33,000 | | 500 1400 || 1000 — 
y 
New York (1:7 so | BSE Sensitive 
3,200 Dow Jones industrials, 2,931.57 30,000 | | 420 Singapore 1.300 850 Index, 1,911.00 
| Average daily turnover US$7 4b T ~~ Siraiis Times Inder, | =: 
1,439.95 
Average daily | | 
2,800 27,000 | 340 turnover US$84.4m 1,200 | | 700 
T o | | 
240 M | Tomy 24,000 | | 260 1 1,100 || 550 
Nikkei Stock | Jakarta Composite Index, 243.51 (Lett scale 
Average, 23,326.86 | | Average daily turnover US$12.9m | Pn „Г 
2.000 Ne 2b 21.000 | | 180 г j uw . 1,000 | 400 А VM ТЕ Аы f | 800 
| BF WAN J JA SIO N DJIFMAMJJASON | DJFMAMJJASON 
: 2 
AMM Blue Chip Index* 
Bangkok Australia | find scale 
950 SET Index. 678.62 11,000 1.600 _All-Ordinaries index, 1, 2,500 | | 95 S Ea 580 
Average daily Average daily turnover 
turnover US$118.0m M AMM 
800 Sled 9000 || 1,500 ^^ 2200 || 90 Index* 
| 91.53 
| Left scai 
| 650 7.000 | | 1,400 1.900 | | 85 
| New Zealand 
NZSE-40 Capital Index, 
| 800 5,000 | | 1,300 1,495.57 1,600 80 
Taipei 
350 Weighted Index, 4,480.94 3,000 1.200 1.300 || 75 M.S. Capital Int'l 
Average daily Average daily turnover Е Мона Index! 514.9 
turnover US$756.9m | 05514 3m | 
| 200 الل 1 ا ا د .11 21 70 | 1,000 _‚ اال الى | ,| 1100 | 1,000 الال‎ 
DJFMAMJ4JA SON DJFMAMJJASON | DJFMAMJJASON | 














*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990=100 161991 Morgan Stanley Capital International | 
*An unweighted index composed of over 200 blue chip Asian stocks excluding Japan | 


Interest rates (%) | 











Prime Interbank Interbank Interbank 
hilippines Singapore South Korea Taiwan — Thailand 18 Nov. lending 1month? 3 months? 6 monthst 
5 83 9 51 10 Australia 1325 375 26563 1875 
525 657 ERE As ee 7585 ¥ LE 2285 $ Ss 
Britain 1050 1043/5 104375 103125 
S82 43b (Sept) US$29.77b (Jul) US$13.86b (Sept) US$73.89 (Jul) US$17.03b (Sept) 3 SETA ES m 
551.00 a US$2479b -  US$i5890b  US$65.94b — 5812640 Hongkong 850 3885 43125 4875 





JSS071b(MayJu)  -US$i79b(Jun-Aug) 0551.8 (Aug-Oct) 4USS3BAb(AugOct) 0932.34 (Jul-Sept) indonesia — 2500 00 2050 250 &— 
255090 1095173 0992380 



































+055501 0550.656 Ў 
2550958 095000 Бә) +A +50075 е T 
"0 — 635 825 600 

$82.23 05515216 0551777 0551980 0557.480 ——-——-— -—— 
63 450 42 48 +142 Malaysia 825 790 79 816 
82 +185 63 4129 4068 — — — 
b j g n i Мем Zealand 1275 825 815 810 — 
552.95 ussi7. 0% US$19.66b US$15 96b 05598 
12 50 4 +29 Philippines 2200 1855 185625 — 173125 
27 a س‎ AS : = у= - ес alge 
978=100 Sept 87-Aug 88=100 1985=100 1986-100 1986-100 South Korea 1117.90 - Е -= 
979 (Jul-Sep) 110.2 (Jun-Aug) 144,6 (Jul-Sep!) 115.8 (Ju-Sept) 127.4 (Aug-Oct) M -- —- 
30 407 +20 322 45 Taiwan (00 – ie a 
189 39 491 424 459 niin e РШЕ: AN ——— ж 

: T е а = Thailand 1450 1200 1250 <. 
17829 Uu $67 090 (u Won 16301 Set NTS. (бер) Baht 187 b (Aug) us тю їз вин М 
| Ee | УШР. V co Woo Lu |” Ls MT ‘Long term "Short term Monetary Stabilisation Bond (1 year] 
Ê) Including petroleum (3) M3 (10) % change over past 3 months (11) One month Source: Official statistics Offered rate Source: Telerate and Review Data 
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SHROFF 


Paper houses 


here there is a will, there is a 

way — at least four of them, 

when it comes to financing 

flat purchases in Hongkong, 
now that the colony’s banks are providing 
a mortgage for only 70% of the value of 
unfinished flats. 

First, you can pay cash. Second, you can 
get a standard mortgage. Third, under a 
form of deferred payment, you can put 
20% down, pay another 5% over the next 
six months, and then polish off the balance. 

Then there is the fourth way, the devel- 
opers’ way. In this permutation, a buyer 
deposits his 20% with the developer, and 
during the 18 months or so it takes for his 
flat to be finished, the developer provides 
a bridging loan for the balance, on which 
| interest is paid at a cost of a percentage 
point or two over the rate for a standard 
20-year mortgage. When the flat is finished, 
the would-be buyer either obtains the 805; 
financing available on completed new flats 
from a bank, or gets a slightly more ex- 
pensive mortgage from the developer itself. 

This method is said to have accounted 
for as much as 90% of the financing on two 
recent pre-sales of big developments. 

If so, it raises questions over the quality 
| of the developers' mammoth profits. After 
| all, when is a sale not a sale? As far as one 
can tell, while all the major property de- 
velopers have subsidiaries which can, or 
have, offered mortgages to buyers of their 
own properties, the contingent liabilities 
| these mortgages represent are accounted 
for by none of them. 

While this kind of mortgage-kiting is all 
well and good in a rising market, it is also 
the kind of thing one would expect in the 
terminal stages of a speculative boom, and 
| just the kind of thing that could spring 
| Some vicious surprises in the property de- 

velopers' books if the bubble bursts. 


Conspiracy, cock-up, or just slipshod 
draughtsmanship — whatever the reason, 
the smothering pillow which the Hong- 
kong Government is taking to tax-driven 
leveraged leasing could also be about to 
murder the predictability of Hongkong's 
tax regime, and squeeze the life out of a 
major source of financing for Guangdong’s 
industrial investment. 

The offending amendment is to Section 
39E1(b)(i), announced in the recently pub- 
lished Tax Ordinance Amendment Bill. In 
this section, the sly change of an "and" to 
an "or" removes depreciation allowances 
not merely from firms writing leveraged 
leases, but also from those writing straight- 
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forward leases on equipment which hap- 
pens to find its way out of the territory — 
to, say, Guangdong. 

What this means is that any piece of 
industrial equipment which has been 
leased to a Hongkong-based manufacturer 
that subsequently transfers the machinery 
to its China-based factories cannot be de- 
preciated against the lessor's tax bill. 

The effect will be felt first by Hong- 
kong's banks, finance houses and industri- 
alists with factories outside the territory. 
But the longer-term effects will be the more 
damaging, since the legislation is intended 
to be retrospective to November 1990, the 
date at which the government called 
"time" on leveraged leasing. 

Since no government functionary has 
ever announced the intention of wiping out 
leasing as a means of financing for Hong- 
kong's industrialists, this is an arbitrary 
and unpredictably predatory proposal by 
government. On the substance of the mat- 
ter, Shroff believes the government has 
only the vaguest notion of what it is about. 

m Michael Taylor 


South Korean prosecutors have taken a rare 
slap at stock ramping by imposing a Won 


Km 


20 million (US$26,000) fine on the so-called 
Bear of Kwanghwamun, Ko Song Il, one of 
the celebrated "big hands" of the Seoul 
stockmarket. Shroff applauds the decision, 
but questions the motives behind it. 
Prosecutors issued the judgment against 
Ko on 6 November, charging that he 
ramped shares of the Hanbo group as the 
company teetered on the edge of bank- 
ruptcy in late February and early March. 
The company at the time was at the centre 
of the biggest scandal of President Roh Tae 
Woo's administration, after its chairman 
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was arrested for handing out clandestine 
political donations. 

It would be premature, however, t 
celebrate the case as evidence of a new 
found interest in cleaning up the Seou 
market, where ramping was widespreac 
during the 1986-88 boom. Curiously, pros 
ecutors say that Ko made Won 63 millior 
in profits from manipulating the price o 
Hanbo shares. Yet they are asking for only 
Won 20 million in fines, and are not going 
to impose any other sanctions. 

A prosecutor working on the case said 
rather enigmatically, that it was up to hi: 
office how big a fine to impose. Given Ko’s 
prominence as à stock trader, Won 20 mil- 
lion would seem to be small change. Loca! 
observers claim he has a personal stake ir 
the market of Won 30 billion. 

More importantly, it appears that the 
Bear of Kwanghwamun is being punished 
for ramping the shares of a company that 
was in the headlines, but not for the act of 
ramping itself. The lesson is not that stock 
manipulators will be punished, but that 
those who invest in politically sensitive 
stocks might be. m Mark Clifford 


Turnover at the Philippine bourse quadru- 
pled on 14 November, with the listing of 
14% of the stock of Far East Bank and Trust 
Co. (FEBTC), one of the top five banks in 
Manila. On the surface, that would seem 
to be another step towards developing 
both the country's capital market and 
broadening the ownership of Manila's 
banks. 

The reality is different. The Philippine 
stock exchange has functioned as the least 
expensive way, from a tax point of view, 
of transferring ownership of shares to sib- 
lings, or to other parties. The tax rate on 
stock transactions not traded through the 
exchange is 20% for gains over P100,000 
(US$3,750). In contrast, the rate on such 
transactions conducted through the bourse 
is only a quarter of 1%. This is the reason 
why only about 20 out of the 160 listed 
firms are actively traded. 

FEBTC's listing appears to be a means tc 
skirt inheritance tax. Some 70% of the 
shares belonged to the Trans Philippines 
Investments Corp., a conglomerate headed 
by Roberto Villanueva. The other block of 
shares sold belonged to members of the 
Tuazon family, a member of the old elite 
which owns vast tracts of urban land, 
Buyers of the shares have not been dis- 
closed yet, but it would not be surprising if 
they were business allies of the Villanuevas 
and the Tuazons. m Rigoberto Tiglao 
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Same objective. Different approaches. 
Call on Commerzbank for the right one. 


Finding the optimal solution to 
a problem often depends upon 
the perspective you take in ap- 
proaching it. Especially when 
it comes to complex projects call- 
ing for the creative skills of invest- 
ment bankers. 


Which is why more and more 
corporations, banks, government 
entities, and institutional investors 
around the world are turning to 
Commerzbank. 


Headquarters: Frankfurt Commerzbank in Asia: Branches: Hong Kong 


350243 71/75, # 3508-7545 - Osaka 


# 3502-6264 - Commerzbank (South East Asia) Ltd., Singapore. 
5004959, # 5003161 - 
723-3142/3145, 4 723-3921 - Affiliated Bank: Korea International Merchant Bank, Seoul 


# 254-4505 - Beijing 


At Commerzbank, you benefit 
from the strong placing power, 
financial engineering knowhow, 
and global reach of one of Ger- 
many's major players in invest- 
ment banking. 


We offer a comprehensive 
choice of investment banking ser- 
vices. Ranging from fund-raising 
operations and M&A to asset 
management and broker/dealer 
services. 


In addition to the bank's head- 
quarters in Frankfurt, you also 
have access to our international 
network of specialized investment 
banking units. In key centers such 
as New York, London, Zurich, 
Luxembourg, Paris, Amsterdam, 
Tokyo, Singapore, and Seoul. 


For an individual approach to 
your investment banking needs, 
call on Commerzbank. 


COMMERZBANK 


German knowhow in global finance 


8429666, # 8681414 - Singapore 5 
2021235/6. 4 202-1230 - Subsidiaries: Commerz Securities (Japan) Co.Ltd.. Току 
2234855, # 2253943 - Representative Offices: Bangkok 








Bombay 221133, 231886/72 


# 20403 2! 
753-42 44, # 





- Jakarta 710231/34, 4 7 


752-1659 





CLASSIFIED ADVERTISEMENTS 


Property 





TW G2HA PRIME 


aad AUSTRALIAN 
CAPITAL CITY 


SEE THE POTENTIAL. 
REAP THE REWARD. 


Limitless development 

potential at Queensport 

Quays for the imaginative 

investor. 

* 8km to City Centre 

* Easy arterial road access 
KANBAROO * Close to railway 
POINT 


* Large ship river access 
* Near International/ 
Domestic 


Richard Ellis 


PROPERTY CONSULTANTS 
| International Property Consultants | | International Property Consultants | Consultants 


Phil Ainsworth on Greg Reddaway on 
61 7 891 6000 (Fax 6178915384) 617 833 9833 (Fax 61 7 832 1326) 


ADENTITY KIN3862 





Business Courses 


THE RICHMOND MBA 


IN LONDON Column Width: 
FOR THE INTERNATIONAL MANAGER 1 column 41 mm 
2 columns 88 mm 
@ An American MBA in London 3 columns 133 mm 
© Flexible 10 and 15 month programmes 4 columns 183 mm 


9 Credit for professional qualifications 
€ Work experience with International Companies 


Standard Units: 








FOR NEGOTIATED 
SALE 


Located Manila 
COMPLETE INTEGRATED 
TEXTILE MILL 
Offers invited for 
-Complete Mill with 55 Acre Site 
or 
-Complete Mill for Removal 
or 
-Substantial Portions of the Mill 
For further details, Quote ret. PH/911 


HENRY BUTCHER & CO. 
(PHILS.), MG 


ÊN Verruta !. 120 Amorsolo t 





Review 
Classified Sections 


The classifications available in 
this sectionare as follows; when 
booking, please state your re- 
quirements: 


Appointments 

Business Equipment 
Business Opportunities 
Business Services 
Conferences & Exhibitions 
Courses & Seminars 
Education 

Fellowships 

Hotels & Accommodation 
Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 

Residential Schools 
Universities 


REVIEW CLASSIFIED ADVERTISEMENTS 


Cost: US$ 64 per column centimeter 


Column Depth: minimum 30 mm, maximum 230 mm 


RICHMOND ® Effectiveness for the global market 





: x 4 1/4 (v) page (230 x 41 mm US$ 1472 

COLLEGE @ US and UK accredited and recognised 1/4 м, зьн (120 х 88 ihe US$ 1536 
Write or phone for your free 32 page brochure: 1/2 (v) page (230 x 88 mm) US$ 2944 

MBA Program Office, Dept FER, 16 Young Street, London W8 6EH. UK. 1/2 (h) page (120 x 183 mm) US$ 3072 
Telephone: 071 938 1804. Fax: 0719383037. Full page (240 x 183 mm) US$ 6144 





For QUALITY response... 
advertise in this section 





For more information please contact the classified advertisement 
manager, Far Eastern Economic Review, 4th Floor, Centre Point 
Building, 181 Gloucester Road, Hong Kong, Tel: 8328473, Fax: 
8346051 










ILASSIFIED ADVERTISEMENTS 


Publication К Property 



















` COPYRIGHT 
` REPRINTS 


. The combined efforts of 
the Far Eastern Eco- 
nomic Review's large 
and highly skilled edito- 
rial team have made it 
the premier source of in- 
formation for those who 
do business, or have an 
interest, in or with Asia. 
As a testimony to the 
-publication's editorial 
quality, many Review 
articles have, over the 
“years, been reprinted in 
newspapers, magazines, 
educational textbooks, 
newsletters etc through- 
out the world. 





m Sor Суй сө 


Commonwealth Funds Management Ltd announces - 
the disposition of its interest in a major 
Australian Regional Shopping Centre. 


INVESTMENT OPPORTUNI 


50% Ownership - 
Westfield 
Shoppingtown 


Belconnen, А.СТ. Australia 









Should you as an editor, 
publisher ог оп behalf of 
an organisation, educa- 
tional establishment etc 
wish to inquire about our 
reprint and copyright 
charges, please address 
your correspondence to: 


Major Australian City 50% net income approx. $8m - 


Managed by Westfield Seven key tenants, 
General Manager 173 specialty shops 


Review Publishing Strong growth catchment area 


Company Limited : 4,800m? land for 
GPO Box 160, Site Area 70,000m* future development 
Hong Kong 
Tel: 8328381 NLA 64,000m? Parking for 2,900 cars 
Fax: 8345571 
Telex: 75297 7, : ; o ae . 
ECWER HS All enquiries should be directed to the sole exclave agents: 


We welcome inquiries 
from all interested par- 
ties and assure you of our 
prompt, individual at- 
tention. 


Richard Ellis 


255 George St, Sydney 2000 225 George St, Sydney 2000 


(61 2) 251 3333 (61 2) 251 5888 








To place your classified ad, fax: Hong Kong (852) 8346051 or call: | 
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Ancient and modern scourge 


eprosy. The very word has reso- 
nated through the ages with a spe- 
cial horror. References to the dis- 
ease may be found in Indian lit- 
erature dating from 600 BC and in the an- 


| cient Chinese medical tome The Yellow Em- 


peror's Classic of Internal Medicine, written 
in 400 BC. 
Then, as now, families in some parts of 


| the world hid afflicted loved ones out of a 


sense of shame; even today, sufferers may 
be packed off to isolated colonies. Supersti- 
tions abound. The manifestations of the 


| disease — sufferers’ hands and feet become 





| keting” 


gnarled and gradually shrivel up, while 
disfiguring blotches may appear — are 
sometimes thought to reflect an inner, 
moral corruption. 

The stigma of leprosy, a disease that 
cripples but does not kill, militates against 
patients coming forward for treatment, 
making it peculiarly difficult to control. A 
pilot project now under way in Indonesia 
appears to offer an example of how to com- 
bat the disease. 

With funding and technical as- 
sistance from a European pharma- 
ceutical company, health officials in 
the Kuningan district of West Java 
launched in 1988 an innovative pro- 
gramme combining the best avail- 
able drug therapies and “social mar- 
techniques. This latter 
phrase is used by its proponents to 
describe a variety of measures 
aimed at eliminating the stigma at- 
tached to leprosy. 

Included in the programme are 
educational campaigns in local 
schools, advertisements in the me- 
dia, and show-and-tell wagons tour- 
ing isolated villages in the district, 
which has a population of 920,000. Another 
component of the scheme is to help cured 
leprosy patients find jobs. At the same 
time, the health service holds special clin- 
ics to treat sufferers who have been 
identified through surveys in schools 
and through contacts with village head- 
men. 

On the medical front, a special focus of 
the programme is to popularise the appli- 
cation of so-called multi-drug therapy, 
which uses three drugs in combination, 
rather than the traditional mono-drug 
treatment that was previously adminis- 
tered to a few patients in the area. 

In Indonesia, as elsewhere, overuse of 
dapsone, the medicine used in mono-drug 
therapy, had led to the spread of drug-re- 
sistant strains of the leprosy bacteria. Al- 
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though the UN World Health Organisation 
(WHO) recommended the use of multi-drug 
therapy in 1981, actual adoption of this 
regimen has been slow. 

The Kuningan programme appears to 
have yielded rapid results. By January 
1991, 87% of the 2,887 leprosy sufferers in 
the area who had been identified had re- 
ceived treatment, and 1,499 of them had 
been discharged. Prevalence of the disease 
in Kuningan dropped from 1.2% in 1988 to 
0.3% last year. 

Thus, Kuningan has already achieved 
the level held out as the goal for the whole 
of Indonesia, to be achieved by 1994, ac- 
cording to Dr Kunandar Saiman, head of 
the district health service. He said the na- 
tional average is currently at 0.7%. 

Local officials talk of expanding the pro- 
gramme throughout Java and into 
Sulawesi and Irian Jaya, where the disease 
is much more common, for reasons un- 
known. A more troubling problem is the 
low priority assigned to the disease by the 
Indonesian Government. The leprosy sub- 





The disease that cripples, but doesn't kill. 


directorate of the Ministry of Health has 
five officers for the entire country. 

Worldwide, efforts to control leprosy 
suffer from the perception that it is a 
“Third World disease,” according to M. 
Rangaraj, a Paris-based medical consultant 
to the WHO and European drug companies. 
Perhaps in consequence, he says, what lit- 
tle independent research is carried out con- 
sists mainly of seeing whether drugs de- 
veloped to combat tuberculosis, to which 
the leprosy bacteria is related, have a wider 
application. 

One of the three drugs most commonly 
used to combat the disease — clofazimine 
— was developed by Swiss chemicals 
manufacturer C iba-Geigy as a red dye for 
colouring textile fibres. It was only inciden- 
tally discovered to be effective in control- 
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ling leprosy. 
It is still not known why the disease уй 
tually disappeared from Europe more tha: 
300 years ago. Today there are thought t 
be 12-13 million people in the work 
stricken with the disease, with some 509 
of these in India and China. Indonesia ha 
92,000 registered sufferers, but the actuz 
number is much higher. 

Other bacterial, infectious diseases suc! 
as tuberculosis and malaria kill far mor 
people than leprosy. Studies have show: 
that in cases where one partner in a coupl 
develops leprosy, the spouse will becom 
infected only in 2-5% of cases. 

The two main types of the disease ar 
multi- and pauci-bacillus leprosy. Som 
80% of all leprosy patients have the latte 
type, which is not infectious and is easil 
treatable. The vast majority of the remain 
ing 20% will cease to be infectious after si: 
months of treatment. 

Most people in leprosy-endemic area 
develop resistance to the disease. But fo 
reasons unclear, some 1-5% of the popula 
tion will develop the disease. On 
group has limited resistance, bu 
will still fall prey to the disease; i 
second has no resistance whatso 
ever. Of the former group, some 40 

% will heal naturally, while mos 
of the rest can expect to be cure 
after a six-month treatment pro 
gramme. 

Those unfortunate enough to fa] 
into the more seriously affectec 
group will require a 24-month treat 
ment period. The first sign of lep 
rosy will be the appearance o 
roughened patches on the skin, anc 
a thickening of the forehead anc 
earlobes. Then comes a gradual los 
of sensation, particularly in the hands anc 
feet. This is followed internally by a thick 
ening of the nerves in the affected areas. 

Because leprosy results in deformity 
particularly to the hands and feet, it be 
comes almost impossible for sufferers t« 
lead normal lives. Even after the disease 
has been cured, the damage remains anc 
holding down a job becomes difficult if no 
impossible. 

The Kuningan programme also aims te 
rehabilitate cured sufferers. One approacl 
to the problem has been to give 200 peopl« 
four goats each to be raised for sale. An 
other approach is to provide supplies of г 
malleable gripping agent which, when at 
tached to tools or household implements 
may allow a person with deformed hand 
to remain functional. п Carl Goldstein 
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With China Airlines, 
you’ve got the whole world 
buttoned up. 


China Airlines flies to twenty-six 
cities all over the world. 
So when it comes time to travel, 
button down your travel plans 
with a call to China Airlines. 


We treasure each encounter. 


CHINA AIRLINES 


TAIPEI, TAIWAN, ROC 
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Does your corporate bank 
act as a link or an anchor ? 


LTCB links you to 
a world of financial possibilities. 


We go beyond traditional boundaries to answer your needs. Our 
innovative ideas and competitive terms deliver the most efficient 
financial solutions—wherever in the world they may be found. 


Money isnt everything...especially in finance. Sometimes you 
need a stronger link, too. 


(QTc 


The Long-Term Credit Bank of Japan, Limited 
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CELEBRATE A NEW CENTURY 






A new era of comfort and con- 
venience has come to Asia with the 
opening of Century International 


Hotels in Hong Kong and Jakarta. 





The Century Hong Kong Hotel is a 


gleaming new 500 room tower in 
the heart of Wanchai close to 
shopping, entertainment, and the 
Convention & 
Exhibition Centre. 


Hong Kong 
Features in- 
clude a fitness centre, outdoor 
swimming pool, and 'Royal Club' 
executive floors. 

In Jakarta, the 630-room Hotel 
Atlet Century Park is near the 
Convention Centre and golfing 
facilities. You'll be able to take 
advantage of an executive floor, 


business centre, an outdoor 


swimming pool, tennis court and 


fitness centre. 


Reservations: 
Utell International Worldwide 
Delton Reservation System 
Aviation & Tourism International 


CENTURY 
INTERNATIONAL 
HOTELS 


Century Hong Kong Hotel 
238 Jaffe Road, Wanchai, Hong Kong. 
Tel: (852) 598-8888 Fax: (852) 598-8866. 
Hotel Atlet Century Park 


J1. Pintu Satu Senayan, Jakarta, Indonesia. 
Tel: 62-21-5712041 Fax: 62.21 -5712191 


Century International Hotels 
Hong Kong * Jakarta * Sydney 
Tokyo (1992) * London (1992) 

Bangkok (1994) * Jakarta (Royal: 1994) 
Phuket (1995) * Bali (1995) 


НОМС КОМ№С AND JAKARTA 





































LETTERS 


Linguistic quibble 

John Lee's letter [28 Nov.] complaining 
about Denise Chai's use of the word "Cho" 
[China's Chosen people, 7 Nov.] is quixo- 
tic in the extreme. He claims that Chosen is 
an "anachronistic and, frankly offending 
usage." Offending to whom? The article 


| dealt with Koreans in the North — specifi- 


cally those along the border of North Ko- 
rea and China. Cho sen, Cho som and 
Bukhan are used, informally, to describe 
North Korea. When referring to North 


| Korea, Cho sor is the term preferred by the 


older generation of South Koreans — sim- 
ply pronounced Cho sen in Japanese. 
Bukhan is used exclusively by South Ko- 
reans, especially the younger generation. 
Choson saram may weil be a North Korean 
construction. The Japanese refer to South 
Korea, again informally, as Kankoku while 
South Koreans refer to themselves as 
Hankuk saram. 

Korean is not English and its 10 vowels 
and many diphthongs cannot be tran- 
scribed with orthographical precision. 
Given the highly individualistic nature of 
both Koreans and their renderings of Ko- 
rean into Roman script — the family name 
Lee, for example, can be rendered Li, Yi, 
Yee, Rhee and E; Choi and Chae are pro- 
nounced the same way but “spelt” differ- 
ently in Korean; Rho, Ro, No and Noh are all 
the same Korean name as are Gum, Kum, 
Gim and Kim — the difference between 


| Cho sen and Cho son is trivial. 


DALE BAY 


Tokyo 





Urban transport priorities 

Lee Rogers was on target in his comment 
on urban transport for the future, [LETTERS, 
17 Oct.]. Aeromovel technology suits flat 
mega-cities like Jakarta, Manila, Shanghai, 
Peking, Tianjin, Calcutta, Dhaka and New 


| Delhi, but probably not Seoul or Bombay, 


and only part of Taipei. I was told that 
Bangkok did not seriously consider it be- 
fore settling last month upon the compet- 
ing technology from the 1970s. The main 
thing consultants have against aeromovel 
is that it was invented in the Third World. 
All of these cities need birth control for 
automobiles to prevent total paralysis. The 
alternatives to gridlock are cycleway sys- 
tems and something like aeromovel. These 
two fit the next stage of the Asian urban 
economy, but they absolutely need high- 
status images tacked onto them, before 
they can be accepted. 
Berkeley, California 


RICHARD L. MEIER 


Energy panel head 

I enjoyed Carl Goldstein's timely piece on 
the need for a more serious approach to 
energy conservation in Hongkong 
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[Stakhanov lives!, 28 Nov.]. Just one small 

point: I am not the head of the Energy Effi- 

ciency Advisory Committee. The commit- 

tee is chaired by Graham Barnes, 

for planning, environment and lands. 

PETER HILLS 

Acting Director 

Centre of Urban Planning and 


Hongkong Environmental Management 





Picking on the NICs 

I note from your LETTERS column [24 Oct.] 
that a couple of your Australian readers 
have been touched to the quick by your 10 
October COVER STORY, and one of them has 
started hurling dirt at the NICs. 

Since the NICs have only recently come 
of age, compared to Australia's long and 
hoary traditions of equal opportunity and 
civil liberties, perhaps they may be for- 
given for humbly querying the nature of 
civil rights handed out to the aboriginals in 
Australia over the past two centuries. Not 
to mention the "White Australia" policy 
which kept the race Down Under pure for 
so long. 

One of your correspondents has also 
castigated the punch-ups in the Taiwan 
parliament and the "swindles in Tokyo's 
Diet." May I remind him that the language 
used in the hallowed halls of Canberra is 
hardly parliamentary. 

As for swindles, your correspondent 
should check with a few banks as to their 
perception of business or government eth- 
ics in Oz. But, as it was put at the trial of 
that apotheosis of Australian Government/ 
civil libertarian/ “businessman” rolled into 
one, Sir Joh Bjelke-Petersen: “Good on yer, 
Joh, stick it to the commies"!! Ned Kelly is 
dead, long live Ned Kelly. 
Singapore S. RAJAN 





Property market woes 

In the past nine months, there has been a 
boom in the Hongkong property market. 
The price of private residential flats has in- 
creased by 50%. Like some Hongkong resi- 
dents, I am quite disappointed by the role 
played by the government in the matter. 

The polarisation of society has been in- 
tensified by speculation in the local prop- 
erty market which allows the accumula- 
tion of wealth in the hands of people who 
hoard private residential flats for specula- 
tion. 

While we cannot expect the developers 
and speculators to have any sense of social 
responsibility, will it be too demanding for 
us to expect the government to assume 
more social responsibility in this respect? 

In addition, we should note some peo- 
ple who like to distinguish themselves 
from others by wearing gloves and flock- 
ing together to queue up in the sales of- 
fices erected at the sites of the large private 
housing projects. It is obvious that they are 
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WE DIDN'T 
INVENT LIGHT, 
BUT FOR 100 
YEARS WE'VE 


BEEN BRINGING 
INNOVATIONS 
IN LIGHTING 

TO LIFE 
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First drawn wire tungsten lamp 


1932 





First low-pressure sodium lamp 
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First OL induction lamp 





W. a century of achievement, 


our track record in electric lighting is one of 
the longest. Whether measured in terms 
of research into light generation and lamp 
manufacturing processes. Or in terms of en- 
hanced quality of light, higher outputs, higher 
efficacy ratings and excellence of design. 
Translated into more than 3000 patented 
lighting inventions to our name. In short, 
superior fitness for purpose, whatever the 
application. 

Major innovations are credited to 
us. Such as low-pressure sodium lamps, 
with the highest luminous efficacy available 
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today. Compact fluorescent (energy-saving) 
lamps that offer unmatched economy. 
And the QL induction lamp for some 
60.000 hours of practically maintenance- 
free lighting. 

Bringing light to life. 

For 100 years, Philips Lighting has led 
the way in research, technology and under- 
standing the needs of our professional and 
consumer customers, for one reason only = 
because we want you to have the very best 
lighting solutions. 

For a better way to work and a better 
quality of life. But then light is our life! 
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Aerospace 


Britain's leading exporter of manufactured goods. 


British Aerospace expertise can be found across five 
continents and six oceans. 

To serve the world it takes more than professional 
engineering and marketing skills. It requires formidable 
resources, 

British Aerospace continues to reinforce its position 
in four key sectors, defence, commercial aircraft, auto- 
motive and construction and property development. 

Each one provides a perfectly balanced portfolio 
of engineering disciplines for solo, or collaborative 
ventures, 


MOTOR VEHICLES - SPACE 








Recent achievements include the world's quietest 
airliner, Britain's largest ever export order, Asia's 
longest bridge, the world's most powerful civil 
communications satellite and the manufacture of 
prizewinning cars. 

Whatever the activity, British Aerospace is recog- 
nised for its technical excellence and commitment to 
customer service. 


BRITISH AEROSPACE 


British Aerospace Plc, 11 Strand, London wc2N srt 


AND COMMUNICATIONS 


PROPERTY DEVELOPMENT AND CONSTRUCTION. 


ffiliated with people of special back- 


round and can generate huge profits from 
his. 

While the government is encouraging 
esidents, especially youths, to participate 
ctively in community affairs, some volun- 
ary helpers of the voluntary agencies are 
vithdrawing from the social service they 
re serving. They have to earn more by 
aking up part-time jobs so as to cope with 
he ever-rising living cost directly or indi- 
ectly linked to the rise in the price of 
esidential flats. 

While the government is advocating 
aat emigrants should return to work in 
longkong, many cannot because of the 
igh price of flats. What is the point of re- 
arning to Hongkong and taking up a job 
rhen half of your income goes to accom- 
todation alone? 
longkong STEVEN KAN 


‘egret for ‘stray’ incident 

he REVIEW's coverage of the East 
imor incident has ignored facts and 
reated a confused assumption about East 
imor. 

On 12 November, a riot started after a 
athering at the cemetery of Santa Cruz in 
ili. Protesters marched towards the gov- 
rnor's office to stage a demonstration. As 
зе protesters were armed with weapons 
nd hand-grenades, clashes could not be 
voided. 

The remnants of Fretilin, led by Xanana 
usmao, who indulged in criminal acts, 
te responsible for the repeated acts of 
rowing violence against innocent men. At 
ıe instigation of Portugal, Fretilin (a small 
2paratist group) committed an outrage 
zainst the people. Their outrage reflected 
nti-decolonisation of the Southeast Asian 
Jony that Lisbon left 15 years ago. After 
te stray incident, the people have kept 
im and ignored the Fretilin's instiga- 
on. 

The Indonesian Government pro- 
undly regrets the events and has prom- 
ed a full investigation. Reports from wit- 
esses spoke of 19 deaths and upwards of 
і injuries among the rioters, when they 
tacked security men on duty and injured 
ome of them, including the deputy com- 
iander of the battalion. 

Timor was integrated in accordance 
ith the wishes of the people of East 
imor. Thus, it is unfair to allege that the 
ortuguese territory was annexed by Indo- 
asia in 1976. The process of decolonisation 
| East Timor was not an occupation or 
inexation. 

Indeed, Lisbon is not the possessor and 
as no claim over East Timor. It belongs to 
; indigenous people who have chosen to 
erge with Indonesia. Its integration has 
геп under the accepted principles of in- 
rnational law. 

East Timor's integration could not be 
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separated from а 


tice. 


collapse of Portuguese colonialism and 
imperialism in the world. 

SAUT MARULI SIRECAR 

Press Attache, 

New Delhi Indonesian Embassy | 


Expected, but disappointing 

One does not always agree with the an- 
nual decisions of the Nobel Peace Prize 
committee. But its decision to award the 
Peace Prize this year to Burmese leader | 
Aung San Suu Kyi is commendable in the | 
light of her quiet and dignified courage in | 
standing up against a brutal military dic- | 
tatorship. 

It is most unfortunate that the Chinese, | 
Japanese and Asean governments have | 
chosen to condone the illegal and undemo- | 
cratic regime in Burma but, alas, their | 
policy is not entirely unexpected. | 
Kuala Lumpur FAN YEW TENG | 





Strong Liberals 
In reference to the article Shaky Liberals 
[31 Осі], the NSW government has never | 
been in a state of crisis as suggested by 
your reporter. It is incorrect to suggest that 
"it is unlikely to see out its term." At no | 
stage since the 25 May state election has | 
the ability of the Liberal/National coalition 
government to govern been called into | 
question. 

The government has always maintained | 
the support of the Legislative Assembly 
and it has in fact increased its representa- | 
tion in the Legislative Council as well as | 
passing a significant constitutional reform, 
at this same election. The child-like behav- 
iour of the leader of the opposition would 
suggest that the state is in better hands 
under a coalition than it would be under 
the Labor Party. 

Secondly, you suggest that the former | 
member of the Liberal Party Dr Terry | 
Metherell MP was a minister at the time of 
his resignation. 

This is not the case. At the time of his | 
resignation he was merely a backbencher | 
who became disillusioned because he | 
failed to win a position in the new ministry | 
following the election. 
Sydney 


JEREMY HUTTON 


Pseudonyms are accepted, but letters intended. | 
for publication in these columns must bear the | 
writer's signature and address. 
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ggle against the old | 
colonialism. The spirit of East Timor's | 
integration has been inspired by the | 
deep-rooted heritage of nationalism and | 
nurtured by fighters for freedom and jus- | 


The East Timorese spirit of nationalism | 
is an integral part of Indonesian national- | 
ism. There was a historical period of the | 
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bureaucratic tangle in Moscow. There 
was no problem transferring Soviet 
recognition from the formerly 
communist Hun Sen regime to the SNC, 
the UN-sponsored body embodying 
Cambodian sovereignty. But amid the 
current breakdown in central authority 
in Moscow, the Soviet Foreign Ministry 
apparently has had trouble finding a 
legal expert to draw up the credentials 
and send them to Phnom Penh. 


Helping hand 

New banking sector rules being drawn 
up by the Bank of Thailand, the central 
bank, include a provision that will allow 
foreign banks operating in the country 
to open mini-branches in the future. 
Currently, 16 foreign banks have 
banking operations but are allowed only 
one office. The new mini-branches — 
which could be allowed within two 
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years — would conduct cash transactions 
and offer automated teller machines 
(ATM). Competition-weary local banks 
have strongly opposed letting the foreign 
banks expand, and refuse to let them 
link into the local bank ATM networks. 


Khmer Pickings 

The ink on a Cambodian peace 
settlement is barely dry, but at least 
three companies are already offering 
chartered flights from Singapore to 
Phnom Penh. One flight using a twin-jet 
F28 is offered by the Indonesian air 
charter company, Pelita Air, controlled 
by the state oil company Pertamina. 
Another, Sunrise Air, was set up as a 
registered company in Singapore in late 
October, and is jointly owned by a 
Singaporean and a US citizen. A third 
service is run under the name of Phnom 
Penh Airways. 


s By Stacy Mosher ir in Hongkong - 








HONGKONG 


Problems are arising about territorial boundaries 


Some basic questions 


ith the transfer of sovereignty 
of Hongkong to China less 
than six years away, sud- 
denly some very basic issues 
are emerging, such as just exactly what ter- 
ritory is included under the Sino-British 
Joint Declaration of 1984, and where 
"Hongkong" begins and ends. 

Most inhabitants of Hongkong thought 
they had a fairly clear idea of what 
constituted the borders of the British ad- 
ministered area and had been led to be- 
lieve that the special status which will ap- 
ply to Hongkong for 50 years after 1997 — 
the famous "one country, two systems" 
which would allow the continuation of 
capitalism in Hongkong — would apply to 
them all. 

But some of them at least may be in for 
a rude awakening as recent developments 
have raised the possibility of the Shenzhen 
special economic zone (SEZ) being inte- 

grated with the Hongkong special admi- 
с nistrative region (SAR). Such an adjustment 
might result in a serious dilution of both 
the living standards and the political insti- 
tutions of Hongkong. The neighbouring 
Shenzhen sEZ has a population of 2 million 


and wages and property values are a frac- 
tion of those in Hongkong. Any move to 
integrate would have major long-term im- 
plications for wages and property values 
on both sides of the border. 

Three issues have come together to raise 
the question of what will constitute the fu- 
ture Hongkong Sar. The first is new atten- 
tion to apparent ambiguity in the Basic 
Law — Hongkong's post-1997 constitution 
— and the Sino-British Joint Declaration 
over exactly what area of land will be in- 
cluded in the SAR. 

Secondly, the prospect of the eventual 
merger of Hongkong with the Shenzhen 
SEZ is being openly discussed in China, and 
thirdly, disputes have arisen between the 
Hongkong and Chinese border police over 
jurisdiction of what Britain has assumed 
were Hongkong territorial waters. 

While Britain would presumably resist 
efforts to make any changes in the relation- 
ship between Hongkong and Shenzhen 
before 1997, it would be unlikely that it 
could do anything after that to insist on the 
separate status of Hongkong as currently 
constituted, whatever the Joint Declaration 
may have to say on the subject. 

If parts or all of Hongkong were to be 
merged with Shenzhen, though this could 


be put in positive terms as its "expansion, 
it is doubtful that it would be to its benefi 
to absorb a piece of southern China and it 
low-paid inhabitants. 

The Chinese and British government 
are currently discussing the exact bounda 
ries of the territory, many of which wer 
never agreed by the two sides after Britai: 
acquired the territory under what Chin 
has categorised as the “unequal treaties" i 
the mid-19th century. 

The most famous boundary dispute ha 
been over the Walled City, a slum in th 
middle of Kowloon, which somehow ac 
quired a special status which put it off-lirr 
its to Hongkong jurisdiction and require 
the agreement of Chinese officials. befor 
the Hongkong Government could make 
long-overdue decision to clear and rede 
velop it. 

While most of the land boundaries ar 
a matter of the odd foot here or there, th 
maritime boundaries are more problem 
atic, as demonstrated. during recent ant 
smuggling operations by local authorities 
The most dramatic case was in May 199 
when five Hongkong seamen and two ur 
dercover policemen were detained on th 
mainland after an encounter in what eac 
side claimed was its own waters. 





INDONESIA 














By. / Adam Schwarz in in Jakarta 


Indonesians have reacted to the interna- 
tional criticism of the shooting of 
demonstrators in East Timor on 12 No- 
vember with a mixture of anger, bewil- 
derment and wounded pride. Govern- 
ment officials and political commentators 
have accused foreign countries, especially 
from the industrialised world, of ganging 
up on Indonesia and infringing on its 
sovereignty. Indonesian reaction has been 
particularly strong because criticism of 
the killing has come mainly from West- 
ern aid donors, Australia and the former 
colonial powers of Indonesia and East 
Timor. 

Wide gaps remain between the official 
army version of the incident and what 


Reaction and inquiry 


the rest of the world has been told by 
eyewitnesses. The demonstration by 
about 2,000 Timorese youths calling for 
independence was timed to coincide with 
a visit by a UN human-rights official. East 
Timor, a former Portuguese colony, was 
formally annexed by Indonesia in 1976. 

The army put the death toll of the 
shooting at the Santa Cruz cemetery at 
19, including a New Zealand student who 
was standing near the back of the dem- 
onstration, with 89 injured and 49 de- 
tained. Eyewitnesses, however, have put 
the death toll at about 100. 

The military detained 70 Timorese 
youths who staged a protest in Jakarta. 
Lawyers from Jakarta’s Legal Aid Insti- 
tute have been denied access to them. 

Responding to international pressure, 


Indonesia on 17 November announced : 
would form a seven-member investigal 
ing team to look into the 12 Novembe 
incident. Jakarta rejected calls fror 
abroad that foreigners be included in th 
team and calls at home that non-goverr 
mental organisations and journalists b 
admitted to hearings. The team departe 
for Dili on 28 November and is expecte 
to issue a report in mid-December at th 
earliest. 

Whether sanctions threatened by se 
eral Western countries are carried out wi 
depend on the credibility of the team’ 
report, analysts said. 

The US, the Netherlands — the forme 
colonial power in Indonesia — Australi: 
Canada and Portugal have been the mo: 
vocal critics. The Foreign Relations Con 
mittee of the US Senate passed a nor 
binding resolution calling for a review « 
military assistance to Indonesia and urge 
the. Bush administration to re-introduc 
the issue of Indonesia’s annexation of Ea: 
Timor — never recognised by the UD 
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Related to the general issue are repeated 
iuggestions that Hongkong eventually 
nay be united with Shenzhen. The most 
ecent call for the formation of an “interna- 
ional metropolis" by the end of the dec- 
ide was made in a report by communist 
"arty researchers in Shenzhen, which was 
eported by a Hongkong newspaper on 25 
November. 

Shenzhen officials have floated the idea 
n the past, hoping to benefit from Hong- 
‘ong’s stable electricity supplies and free 
ort, while offering Hongkong the 
thenzhen SEZ's plentiful land and labour. 
larly last year an official from the State 
‘ouncil’s Economic Affairs Centre pro- 
'osed upgrading the Shenzhen SEZ to pro- 
‘incial status and opening its border with 
longkong. 


vhich still recognises Portugal as the ad- 
ninistrating power — on to the UN 
genda. 

Canada has said it is reviewing its en- 
re aid programme to Indonesia. Indone- 
ia — the third-largest recipient of Cana- 
ian aid — got some US$40.5 million this 
ear from Ottawa. The Dutch Minister for 
evelopment, Jan Pronk, said the Neth- 
rlands was suspending funding for all 
ew development projects in Indonesia 
- totalling some US$100 million — pend- 
1g the team's report. Indonesia has no 
iplomatic relations or direct trade with 
ortugal, but Lisbon has urged the EC to 
npose a trade embargo on Jakarta. 

The relationship most likely to suffer 
isting damage is the one with Australia. 
lany demonstrations have been held 
леге and Indonesian consular offices 
ave been picketed and, in one case, had 
yeir electricity supply cut off. In return, 
idonesian youths have staged daily pro- 
sts in front of Australia's embassy in Ja- 
arta. 
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The Sino-British Joint Declaration stated 
that the Hongkong area which will be re- 
stored to China includes Hongkong Island, 
Kowloon and the New Territories. The 
Joint Declaration also says that China will 
establish a Hongkong SAR, with the gen- 
eral assumption being that it will follow 
the same territorial description. 

But the Basic Law, promulgated by the 
Chinese National People’s Congress (NPC) 
in Peking last year, added a "decision" stat- 
ing that "the area of the Hongkong SAR 
covers Hongkong Island, the Kowloon Pe- 
ninsula, and the islands and adjacent wa- 
ters under its jurisdiction." 

One local МРС delegate, Cheng Yiu- 
tong, says that the term "Kowloon Penin- 
sula" is meant to include the New Territo- 
ries, a phrase Peking has always consi- 


Comments by Indonesian military 
chief, Gen. Try Sutrisno, have made the 
situation worse, said one Australian po- 
litical analyst who requested anonymity. 
“In the епа... [the Timorese demonstra- 
tors] had to be blasted. Delinquents like 
these agitators have to be shot and we 
will shoot them,” the general was quoted 
by a Jakarta newspaper as saying. Aus- 
tralian Prime Minister Bob Hawke called 
the comments “repugnant.” 

Australia and Indonesia have gone to 
great lengths in recent years to patch up 
their often strained relationship. The two 
countries have increased trade links and 
improved military cooperation. Foreign 
ministers Gareth Evans and Ali Alatas 
have worked closely on matters ranging 
from the Cambodian peace process to re- 
gional trading initiatives. 

“The Australia-Indonesia relationship 
is too important to be overwhelmed by a 
temporary crisis, however serious it is. 
This is what statesmen on both sides have 
to keep in mind,” said Indonesia’s Am- 
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dered objectionable because of its colonial 
connotations. However, the term “New 
Territories,” in quotation marks, is used 
elsewhere in the Basic Law and in the Sino- 
British Joint Declaration. 

“Kowloon” normally refers to the sec- 
tion of the peninsula below a nine-peaked _ 
range of hills. The New Territories to the — 
north was acquired by Britain under a 99- 
year lease which expires in 1997. British 
and Hongkong officials say that the 
Kowloon Peninsula could "in no case" be 
regarded as extending to the New Territo- 
ries. An expert in constitutional law, Hong- 
kong University professor Peter Wesley — 
Smith, says the New Territories is referred — 
to as Kowloon in some historical records, 
but he feels that the NPC decision is “very —— 
ambiguous." 

In pre-British times, the present terri- 
tory of Hongkong was part of Xin An 
county of China, which extended north of 
the present New Territories to include _ 
what has now become the Shenzhen and _ 
Shekou SEZs. Without the specific reference 
to the New Territories, the Chinese Gov- | 
ernment could theoretically justify extend- — 
ing the border of the future SAR to the an- _ 
cient boundary. The Basic Law states that — 
China's State Council will publish а map — 
of the administrative division of the SAR at — 
some unspecified time in the future, but is 
has yet to do so. 

Since the scope of the SAR seems to have — — 
been deliberately left vague. It could, in — 
theory, exclude all inhabitants of the 
territory north of the nine hills. But more 
likely, not defining what is “Hongkong” 
leaves open the possibility of a northern 
extension as far as may be deemed desir- 
able. " 





bassador to Australia Sabam Siagian. 
The situation in Dili is calm but tense, 
Timorese say. The army has not revealed 
the identities of those killed or permitted 
family members to visit the injured. After 
being held off for 12 days, the Interna- 
tional Committee of the Red Cross was 


allowed to visit the injured beginning on 


Indonesian officials say the investigat- 
ing team, headed by Supreme Court 
judge, retired major-general M. Djaelani, 
has been instructed to review the incident 
thoroughly and objectively. 

Mainstream domestic publications 
have largely ignored eyewitness accounts 
and blamed the incident on separatist 
guerillas, the church and "foreign infiltra- 
tors." The English-language Jakarta Post 
said that foreigners, including journalists, 
present at the demonstration bore some 
responsibility for what happened. "The 
agitating effect of even the mere presence 
of reporters . . . on crowd behaviour is 
well known," the newspaper said. " 
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PHILIPPINES 


Chief justice enters presidential race 


A new hopeful blooms 


By Rigoberto Tiglao in in Manila 


residential aspirants jostling for 
P support within established political 

parties have been shaken up by the 
announcement on 22 November that Chief 
Justice Marcelo Fernan will be standing in 
the May 1992 elections. With the likely 
backing of some major conglomerates and 
a power base in the economically thriving 
island of Cebu, Fernan will present a for- 
midable challenge to traditional party-ma- 
chine politics in the contest for the nation's 
highest office. 

His candidacy under the loose, new 
grouping called Union for Progress has 
drastically changed the configuration 
of political forces for the polls. It has al- 
ready potentially split the Liberal Party 
(LP), Senate President Jovito Salonga's 
vehicle in the race for the presidency. 
Including Sen. Orlando Mercado and 
former chief justice Cecilia Munoz Palma, 
11 members of the 35-strong LP executive 
committee have joined the Fernan coalition 
though they have not yet resigned from 
the party. 

Fernan has been a long-standing mem- 
ber of the LP and had hoped to be drafted 
as its presidential candidate, but Salonga 
won a recent poll of the executive com- 
mittee though Fernan got 40% backing, ac- 
cording to Mercado, who is his likely vice- 
presidential running mate. 

The revolt within the LP arose from ac- 
cusations that Salonga is running it as a 
patriarch, with little concern for building 
consensus. There have also been fears that 
his age — he is 71 — and weak health will 
be problems not only in an intense political 
campaign but in running a government. 

Fernan's coalition will also drive a 
wedge within the ruling party, Lakas ng 
Demokratikong Pilipino (LDP), which on 30 
November is due to choose between 
former defence secretary Fidel Ramos and 
House of Representatives Speaker Ramon 
Mitra as its presidential candidate. 

Fernan’s move will weaken Ramos’ 
position within the LDP as he had hoped to 
win backing from the business sector and 
from the new breed of upper-class political 
activists spawned by the 1986 uprising that 
overthrew then president Ferdinand 
Marcos — exactly the same support 
claimed by Fernan's backers. 

The chances of Ramos organising an 
effective coalition outside the LDP to fight 
the elections — which was seen as a pos- 
sibility if, as expected, he loses to Mitra 
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— will also have been dealt a serious 
blow. 

The sudden launching of Fernan's cam- 
paign and his unequivocal decision to run, 
with his resignation as chief justice effec- 
tive on 7 December, were apparently in- 
tended to block that Ramos option. 

Mercado said Fernan's candidacy rep- 
resented "an alternative to the spectre of 
traditional politicians who have dominated 
Philippine politics over the past decades." 
But Fernan's supporters are hardly a mot- 
ley band of political romantics. 

The only political organisation of any 
significance to go over to the Fernan camp 
so far is the National Union of Christian 
Democrats (NUCD), headed by Foreign 
Secretary Raul Manglapus. But among the 
strategists behind Fernan's bid are Cebu 
governor Emilio Osmena and two inde- 
pendent senators: Os- 
mena's cousin John, a 
politician most of his 
working life, and 
Edgardo Angara, Fer- 
nan's campaign man- 
ager who was a promi- 
nent corporate lawyer 
during the Marcos 
years. Ernesto Herrera, 
a former LP senator 
who represents the la- 
bour sector, is expected 
to back the coalition. 
Fernan, who was 
named to the Supreme 
Court in April 1986 and 
appointed chief justice 
two years later, and 
Herrera are both from 
Cebu. 

The Cebu connec- 
tion is crucial to 
Fernan’s campaign. 
Osmena told the REVIEW that plans for 
drafting Fernan started in February this 
year. However, he at first declined, sug- 
gesting that Osmena would have the better 
chance due to his record in managing 
Cebu’s economy. “We tested the waters, 
and found that in the Visayas, I beat every- 
body,” Osmena said. “We found out, 
though, that I'll be buried in the Tagalog 
region," the governor said. "We then con- 
vinced Fernan that as chief justice, he had 
the national stature to get the Luzon 
votes." Around 40% of the electorate live 
in Tagalog-speaking regions. 

Osmena says the combination of three 
factors — a solid Visayan backing that in- 
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cludes most of Cebuano-speaking Min 
danao, Cebu's track record in terms o 
economic success to attract the Philippin 
business sector, and Fernan's "Mr Clean 
image — will be enough to win. 

In his acceptance speech Fernan banke 
on Cebu's track record, which has im 
pressed even Manila's business secto! 
"What our people have done in Cebu, w 
will replicate throughout the land," he saic 

The Fernan campaign appears to hav 
great fund-raising potential. Osmena coul 
count on Cebu-based conglomerates suc 
as the Aboitiz group, to which he is linke 
by marriage, for financial support. Othe 
Cebu business groups like General Millin 
Corp., owned by the Uytengsu family 
have developed links with Fernan's Luzo 
supporters. 

Manglapus' NUCD is known to b 
backed by the patrician family of Eugeni 
Lopez. Public relations man Rat 
Contreras, who has been handling th 
Lopez family's major firm, First Philippin 
Holdings Corp., was master of ceremonie 
at Fernan's opening rally. Also, there we 
Bea Zobel, wife of tycoon Jaime Zobel d 
Ayala. 

This was interpreted by many as a 
indication of the Ayal 
conglomerate's backin 
of Fernan since Be 
Zobel's participation i 
anti-Marcos rallies i 
1983 presaged Ayala 
support for Corazo 
Aquino in the 198 
elections. 

However, орр‹ 
nents of the 64-year-ol 
Fernan point out thi 
party machines hav 
never been beaten in 
normal election in tł 
Philippines. "The: 
people are so logic. 
that they miss tł 
facts," Charles Avila, 
member of the Lr 
executive committe 
commented.  Avil 
who was a leftwing ш 
derground activist du 
ing the Marcos years, emphasised: "The 
is a world of a difference between vote 
and the vote-getters. Machine politics го 
by the political parties still rules in th 
country." 

But both Osmena and Mercado respor 
that the era of party machines is over. "^ 
the political parties are merely [like] Pan 

ships: the [party] flag 
simply [one] of convenience and they dor 
have allegiance to it," Osmena said. 

Their candidate's image as incorruptit 
is an advantage. But whether Fernan, wl 
is hardly a charismatic figure, has the pe 
sonality to trigger a groundswell of su 
port from Filipino voters is in doubt. 
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THAILAND 


lunta bows to people's pressure on constitution 


Tactical compromise 


ły Rodney Tasker in Bangkok 


widespread mood of hostility to- 
A wards Thailand’s ruling military 

junta may now be moderated as 
he generals have displayed an uncharac- 
eristic willingness to compromise. Yet 
ome politicians, leading academics and 
tudents at the forefront of the “democratic 
orces” opposing what they view as the 
nilitary’s bid to retain substantial political 
ower after the next election have vowed 
э fight on. 

The controversy is centred on the draft 
onstitution, which has now been amended 
o much in the face of popular indignation 
hat its main clauses barely resemble those 
a the original draft. It has already passed 
s second reading in the junta-appointed 
ational legislative assembly. The assem- 
ly is only required to vote on it without 
ebate at the third and final reading on 7 
Yecember, but if the opposition continues 
3 agitate against its remaining “undemo- 
ratic" clauses, there is a slim chance it 
ould be scrapped altogether in favour of 
»e earlier 1978 charter. 

While the constitution has been the fo- 
us for the opposition campaign, including 

massive rally in central Bangkok and 
ear-unanimous press condemnation of an 
lleged dictatorship in the making, funda- 
ventally the issue is apparent popular dis- 
"ust of the current military leadership. 
Vhen the generals overthrew the elected 
overnment of Chatichai Choonhavan last 
ebruary they formed a National Peace- 
eeping Council (NPC), vowing to do away 
rith corruption in high places, dismantle 
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Chatichai's parliamentary dictatorship, and 
return the country to democracy in an elec- 
tion now scheduled to take place in Febru- 
ary or March 1992, 

The Thai people generally gave the mili- 
tary the benefit of the doubt in their dis- 
taste for the rampant corruption which 
characterised the Chatichai government. 
But now a growing number of critics claim 
the NPC has not kept its promises and, on 
the contrary, aims to perpetuate its un- 
democratic power by manipulating the 
new constitution through its tame national 
assembly, with little to show so far in the 
drive against corruption. 

The military leaders in turn regard 
themselves as the true guardians of the 
national interest, with a hearty disdain for 
the self-interest which motivates many 
elected politicians, and therefore see no rea- 
son why they should relinquish the politi- 
cal clout which they have traditionally en- 
joyed. This feeling appears to be particu- 
larly pronounced among the generals of 
Chulachomklao Military Academy's Class 
5, a close-knit class whose members domi- 
nate the NPC, headed by Army Com- 
mander Gen. Suchinda Kraprayoon. 

Among the ranks of leading politicians, 
academics, students and professionals, 
who want to curb this perceived military 
right, the feeling is that Thailand is mature 
enough to progress to full democracy. 

While Suchinda and his colleagues 
doubtless feel they can benefit the country 
if they maintain substantial political power 
without being hampered by too many 
democratic trappings, they have obviously 
underestimated the widespread opposition 
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to their moves. Although it has been the 
assembly's constitution scrutiny committee 
backed by the full assembly which has 
backed down in the face of the popular 
protest, critics are in no doubt that despite 
Suchinda's claim that the NPC has not been 
involved in the constitutional affair the 
military is calling all the shots. 

The beleaguered constitutional scrutiny 
committee had already dropped a contro- 
versial provision under which the elector- 
ate would vote for party slates, rather than 
individual candidates as in the past. The 
slate system had been promoted by the 
newly formed Samakkhi Tham Party, 
which has close links with NPC members, 
and which has ironically forged a political 
pact with Chatichai's old Chart Thai Party. 

As pro-democracy forces kept up the 
pressure, threatening more rallies and agi- 
tation nationwide, the committee also 
dropped the proposed number of senators 
from 360 to 270, and scrapped a clause 
which would have allowed civil servants 
and military officers to join the cabinet. If 
the appointed Senate, with new powers 
under the draft charter, had the same num- 
bers as those in the elected House of Rep- 
resentatives, the upper house would easily 
have been able to control parliament. 

Even interim Prime Minister Anand 
Panyarachun, a popular figure who had 
studiously kept out of the constitution de- 
bate, was moved to comment that he 
thought the Senate should have fewer 
members, perhaps no more than half the 
membership of the lower house. Signifi- 
cantly, when the draft passed its second 
reading in the assembly Anand said: “I am 
disappointed, but I cannot explain why." 
This was taken as a subtle reference to King 
Bhumibol Adulyadej's caution to NPC lead- 
ers after their coup that they should not 
disappoint the Thai people. 

Then on 25 November, just after the sec- 
ond hearing, the assembly evidently 
bowed even further to popular opinion by 
removing the Senate's powers to join the 
lower house in selecting a new prime min- 
ister after the election. Yet under the char- 
ter's provisional clauses, to last for four 
years, the МРС rather than the prime minis- 
ter as before can appoint the Senate, which 
will also be able to take part and vote in 
joint-house censure .motions against the 
government and also debate executive 
bills. 

The new Senate is widely viewed now 
as the key vehicle for the military leader- 
ship to manipulate parliament and govern- 
ment. If the 270 senators voted as one, all it 
would take would be 46 MPs from the 
lower house — presumably from the Chart 
Thai, Samakkhi Tham and Social Action 
parties — to comprise the necessary major- 
ity to dismiss a government. It is because 
of these remaining clauses that the opposi- 
tion and the student movement have 
vowed to continue their fight. x 
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BRIEFING 


Burma agrees to take 

back Muslim refugees 

> Burma has agreed to take back more 
than 30,000 Muslim refugees who fled to 
Bangladesh this year. The agreement was 
reached when Bangladesh’s Foreign 
Minister Mustafizur Rahman visited 
Rangoon in late November. The Muslim 
minority in Burma’s western Arakan state 
claim they were driven off their land by 
the Burmese military. Many say their 
citizenship papers were confiscated, 
which may make identification difficult. 


Hongkong tycoon’s son 

faces arms charge 

> A son of Hongkong tycoon Henry Fok 
has been charged with conspiring to 
smuggle 15,000 AK47 automatic weapons 
from Poland into the US and then to an 
unspecified destination, and laundering 
the US$2.4 million proceeds of the deal. 
Thomas Fok, who was arrested in New 
York on 1 October, is also under 
investigation for allegedly attempting to 
obtain American missile technology for 
China. Trapped in a US customs “sting” 
operation, Fok claimed to represent 
China's Ministry of Defence. The elder 
Fok, a Hongkong delegate to China's 
National People’s Congress, said in a 
statement that he did not know the 
whereabouts of his son and rarely 
communicated with him. 


Hanoi relents over 
dissident writer 
> Vietnam has dropped charges against 
its best-known dissident, the writer 
Duong Thu Huong, who was arrested in 
April for spreading “anti-socialist 
propaganda” and the “illegal transfer of 
documents abroad,” the official Vietnam 
newsagency reported. During her arrest, 
police seized documents detailing Hanoi's 
alleged ill-treatment of writers and 
intellectuals which she had gathered to 
send to a human rights conference in 
France. Huong, one of the communist 

s sharpest critics, was freed a few 
days before the 25 November visit of 
Foreign Minister Roland Dumas of 
France, which has lobbied for her release. 


China's intellectuals 

get bigger say on jobs 

> China's Personnel Ministry will run a 
pilot programme in some 30 technology 
zones and five special economic zones to 
allow intellectuals greater freedom in 
choosing their jobs. Last year, only 10% of 
cadre-level transfers were by free choice 
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(the rest were assigned), while 40% of 
cadres polled said they would switch 
units if they could, the ministry revealed. 
Along with the pilot programme, the 
ministry is drafting new regulations on 
arbitration, unemployment insurance, job 
contracts, resignation and dismissal. 


Admiral picked for top 
Taiwan military job 

> In a surprise appointment, Adm. Liu 
Ho-chien will become Taiwan's military 
chief of staff when the two-year term of 
Gen. Chen Hsin-ling expires in December. 
Liu, who has previously served as navy 
commander, is now strategy adviser to 
President Lee Teng-hui. Observers said 
that the appointment, which breaks 
precedent in bypassing incumbent 
military-service chiefs, would strengthen 
Lee's influence in the military. 


Social indicators 
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Taiwanese ease travel 

rules for mainlanders 

> The Mainland Affairs Council has 
eased restrictions on Chinese visitors by 
permitting brothers, sisters and parents- 
in-law from China to visit sick relatives 
and attend funerals in Taiwan. Previously, 
only spouses and parents were allowed. 
The council says that so far some 22,000 
family members have visited Taiwan 
under the earlier ruling. 


UN chief seeks start-up 
funds for Cambodia 


> UN Secretary-General Javier Perez de 
Cuellar has asked the General Assembly 
for an immediate US$200 million advance 
to pay start-up costs for peacekeeping 
operations in Cambodia. The UN 
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estimates its work in Cambodia will cost 
at least US$1 billion over the next two 
years. He is also calling on governments, 
companies and wealthy individuals to set 
up a US$1 billion endowment to fund 
future peacekeeping efforts. 


Dhaka abolishes local 
government set-up 

> Bangladesh Prime 
Minister Khaleda Zia 
has abolished the 
controversial upozila, 
or sub-district, local 
government system 
— introduced by 
former president H. 
M. Ershad in 1982 
— despite strong 
protests by major 
opposition parties. An ordinance 
repealing the 1982 Local Government 
Ordinance said all public functions at 
upozila level will be performed through 
executive orders of the government. The 
government has also formed a 13-member 
committee headed by Information 
Minister Nazmul Huda to review all 
aspects of local government. 





Tokyo investigation 

on loans to yakuza 

> Japan's Ministry of Finance is 
investigating a newspaper report that 
regional banks and other institutions have 
lent large sums of money to Japanese 
underworld organisations. The Asahi 
Shimbun reported that 19 gangs affiliated 
with the Kobe-based Yamaguchi-gumi 
yakuza (gangster) organisation had 
received Y2 billion (US$15.4 million) in 
loans and guarantees from 17 different 
banks, credit unions and finance 
companies. Noting that its investigation 
covered less than 4% of Japan's 
underworld groups, the newspaper said 
the sums uncovered so far could be just 
the tip of the iceberg. 


Khmer factions agree 

on military cooperation 

> Following the formalising of a political 
alliance in Cambodia between the 
Sihanoukist faction led by Prince 
Norodom Ranariddh and the Phnom 
Penh government of Prime Minister Hun 
Sen, the two leaders signed a military 
cooperation agreement on 25 November. 
The agreement will allow military 
personnel from the two factions to travel 
freely through areas under their control, 
and also arranges for exchanges of 
intelligence information. 
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Bright officers form new national elite 


Soldiers and scholars 


Зу Tai Ming Cheung in Hongkong _ 


t a high school seminar in October 
to celebrate the 20th anniversary of 


an overseas scholarship scheme run 
ty the Singapore Armed Forces (SAF), De- 
ence Minister Yeo Ning Hong named 
ome of the illustrious alumni of the pro- 
jramme. The list was a virtual who's who 
if some of today's top politicians, bureau- 
rats and soldiers. 

The scheme highlights the close and 
rowing nexus between the civil and mili- 
ary leadership of the country. While it 
nsures civilian control of the military, it 
lso raises concerns over the sAF's political 
ifluence and the state of its professional- 
im. 

Between six and eight male 
tudents are given generous SAF 
cholarships each year to study 
t top foreign universities. 
роп graduation, they nor- 
ally serve eight years in the 
AF under a fast-track promo- 
on system, with many ending 
p in senior ranks in their mid 
› late 30s. A select number of 
1e most successful and loyal 
"ldier-scholars are then offered 
зу posts in the government. 

As the SAF scholarship pro- 
ramme was started in 1971, 
aly a small number of the 148 
ien — there are no women — 
ho have so far received the 
ward have reached senior 
inks. But they have already begun to 
iake their presence felt by assuming in- 
uential positions in key areas. First 
eputy Prime Minister Brig.-Gen. Lee 
sien Loong, son of former prime minister 
зе Kuan Yew, and Information Minister 
‘ig.-Gen. George Yeo were both among 
e first intake of SAF scholars. 

Other first-generation scholars are to be 
und in virtually every sector of the bu- 
aucracy and business community. 
mong them are: National Development 
inister Lim Hng Kiang; permanent sec- 
tary at the Ministry of Home Affairs, Tan 
xin Tiong; Ho Meng Kit, principal private 
cretary to Lee Kuan Yew; Philip Yeo, 
airman of the Economic Development 
ard; and Boey Tak Hap, deputy chief 
ecutive of the Public Utilities Board. 

Even after they retire, many of these 
rolars and other former SAF officers still 
ld reservist positions in the SAF, which 
quires them to undergo military training 
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for a few weeks each year. That they con- 
tinue to hold such close ties with the mili- 
tary establishment raises concern in some 
quarters that “this undermines the clear- 
cut separation between the civilian and 
military arenas that is fundamental to de- 
mocracies," notes one political analyst, "al- 
though in Singapore's case, it is fortunate 
that it is the civilian process that is clearly 
dominant." 

In addition to the SAF scheme, there are 
other state scholarships to encourage bright 
youngsters to join the government and the 
SAF, including the President's Scholarship. 
A sizeable number of senior SAF officers are 
presidential scholars, including the navy 


commander Commodore Teo Chee Hean, 
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Singapore's finest are on the fast track. 


the director of security and intelligence in 
the Ministry of Defence (Mindef) Eddie 
Teo, and the assistant chief of the general 
staff Lieut-Col Michael Low Oon Hoe. 

Another batch of middle-ranking 
scholars, who were recruited in the late 
1970s and early 1980s, are now waiting in 
the wings for promotion to the top. Among 
them are Lee Kuan Yew's second son, Col 
Lee Hsien Yang, a presidential scholar, 
who is currently director of the SAF's Joint 
Operations and Planning Directorate. He 
is already being mentioned as a future SAF 
chief. 

Within the next few years these scholars 
are likely to dominate the sAF's senior 
ranks and extend their reach in the policy- 
making elite. At present, around one third 
of the SAF's 11 generals are scholars, in- 
cluding the air force chief Brig.-Gen. 
Michael Teo Eng Cheng, Teo Chee Hean, 
and the head of the SAF's military intelli- 
gence Brig.-Gen. Gary Yeo. But among the 
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middle-level ranks, including colonels and 

majors, analysts estimate nearly two thirds 

are scholars. 

Within the next few years, the SAF could 
find itself having insufficient senior posi- 
tions to satisfy the demands of this grow- 
ing pool of ambitious men. This is espe- 
cially ironic as, throughout the 1970s and 
much of the 1980s, the SAF had an acute 
shortage of qualified officers to fill top 
posts, and consequently had to recruit 
senior officers and those with specialised 
skills from abroad, in particular from Tai- 
wan, and ethnic Chinese and Indians from 
Malaysia. 

To provide more opportunities to the 
scholars, the promotion prospects of 
mainstream non-SAF scholarship officers 
have been quietly cut back. This has con- 
tributed to increased friction between the 
scholars and career SAF officers, known as 
“farmers,” though these tensions are kept 
well hidden from public view. The farmers 
are already resentful of the perks and 
privileges reserved for the scholars, in- 
cluding higher rates of pay and an accele- 
, rated pace of promotion. 

4: The scholars’ status remains 
$ unchanged despite the fact that 
many farmers are often more 
experienced and some are as 
qualified academically as the 

П scholars. Мапу farmers have 
acquired degrees and post- 
graduate qualifications during 
their service. But because the 
scholar-farmer divide is kept so 
rigid by the authorities, it is al- 
most impossible for a farmer to 
become a scholar. Only those 
given SAF scholarships or gov- 
ernment awards of equal pres- 
tige qualify to be scholar-sol- 
diers. 

One particularly contentious 
source of rivalry between the 
farmers and scholars at present is the SAF's 
top post of the chief of defence forces. The 
incumbent, Lieut-Gen. Winston Choo, a 
farmer, has held the post since 1972. But he 
will be heading to the US next spring for a 
one-year course at Harvard University and 
is then tipped to retire from the SAF, pos- 
sibly into the diplomatic service. 

At issue is whether Choo's successor 
should be a scholar or a farmer. Among 
the candidates under consideration are the 
army commander Maj.-Gen. Ng Jui Ping, 
who is second in rank to Choo and also a 
farmer, and Teo Chee Hean. Although the 
selectors, who include the prime minister 
and other senior political figures, would 
like to promote a scholar to succeed Choo, 
Observers say that for fear of further an- 
tagonising the farmers they may instead 
pick Ng. Analysts say, however, that even 
if Ng is chosen, succeeding armed forces 
chiefs will be SAF scholars. 

Morale among the farmers is affected 
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by their promotion prospects. “The mes- 
sage is that it does not matter how good a 
soldier you are, your prospects are limited 
if you are not a scholar,” says one defence 
analyst. Observers say that this may see a 
growing number of middle-ranking offi- 
cers leaving the SAF to pursue their careers 
elsewhere. Recruitment of career profes- 
sionals into the military is already a major 
headache for the SAF. 

Aware that this problem could seriously 
undermine the sAF's ability to attract and 
retain career officers — who are the back- 
bone of the SAF's expertise and experience 
in a largely conscript and reservist army — 
the government has made some gestures 
to show that the farmers continue to be 
well-regarded and rewarded with senior 
appointments. A number of middle-level 
farmers have been promoted ahead of 
scholars to brigadier-general ranks in the 
past couple of years, including Patrick 
Choy, commander of the 3rd division, and 
Colin Theseira, commander of the 21st di- 
vision. 

Although the sAF scholarship is open to 
any bright teenager, analysts say that be- 
cause the award is based on academic 
merit and a good extra-curricular record, it 
strongly favours those coming from more 
privileged families. "With the government 
stressing excellence, and by linkage elitism, 
in its recruitment policies, kids from 


Ideological 


e . 

mission 

While the primary mission of the Singa- 
pore Armed Forces (SAF) is to defend the 
country from external threats, equally 
important is its effort to instil a sense of 
national pride and defence awareness 
among the population. This is a daunting 
task, however, as the military has tradi- 
tionally been looked down upon by Sin- 
gapore’s predominantly Chinese mer- 
cantile population. 

Compulsory national service is the 
main vehicle through which the military 
carries out this ideological mission. The 
government hopes rigorous military 
training will make youngsters more pa- 
triotic, disciplined and appreciative of 
the sAF's contribution to safeguarding 
national stability and prosperity, as well 
as s ing racial cohesion. 

Also, analysts say, the government is 
using national service as a means of set- 
ting an even more specific social agenda 
that defines norms of behaviour, espe- 
cially among the young. For example, a 
current government campaign is aimed 
at overweight servicemen. "The message 
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wealthy families do much better in win- 
ning the scholarships than those from the 
lower sectors of the society," says one ana- 
lyst. 

The overwhelming majority of scholars 
are Chinese, with a sprinkling of Indians. 
And the authorities are still unwilling to 
allow Malays into the armed forces, in par- 
ticular in frontline or senior positions. 
Consequently, there are no Malay officers 
with the rank of colonel or above. The gov- 
ernment says that it does not want Malay 
soldiers to have divided loyalties if there 
were to be, for instance, a conflict with 
Malaysia or Indonesia. 

The growing domination of the top 
ranks by scholars may erode the sAF's 
military preparedness and professionalism, 
analysts believe. As most scholars spend 
only eight years in the ranks and their 
training appears to focus 
more оп sharpening 
managerial techniques 
rather than combat skills in 
preparation for future ci- 
vilian careers, their experi- 
ence and competence in 
military matters is often 
limited. “This calls into 
question the standard of 
the SAF’s professional 
leadership, no matter how 
bright these soldier-schol- 


is that being fat is unac- 
ceptable, and if you are a 
male teenager about to do 
or undergoing national 
service, the authorities 
will do something about it,” says one 
military analyst. 

The results, though, have been disap- 
pointing. Many youngsters say they re- 
gard national service as a waste of time, 
forcing them to put off university studies 
or entering the job market for two years. 

Opinion polls show that public 
dissatisfaction with national service and 
the SAF is widespread. A recent survey 
noted that four out of 10 respondents 
thought national service was unneces- 
sary, and one in five thought Singapore 
could not be defended militarily. 

There are growing calls, in particular 
from the business community, to reduce 
the length of or even abolish national 
service altogether to cope with the labour 
shortage. 

On the contrary, however, the gov- 
ernment is tightening its draft regula- 
tions to help compensate for a growing 
shortfall in recruits as a result of a 
shrinking birth-rate. 

The sAF's poor image is due in large 
measure to a deep-seated apathy by the 
business-minded Chinese community to 
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ars are," says one Singapore-based military 
attache. 

These tensions between the scholars 
and farmers could also affect the SAF’s 
operations, as it “works against military ef 
ficiency," says one military observer. Re 
sentment among the farmers, especially ir 
having to take orders from higher ranking 
but much younger and less experiencec 
scholars, could have a negative impact or 
the chain of command, though in genera 
analysts emphasise that the SAF remains à 
tightly disciplined and well-run organisa 
tion. 

Despite this divide between the military 
professionals and the scholars, there is à 
popular perception that the scholars' ex 
panding presence in the upper policymak 
ing echelons also translates into the mili 
tary's rising influence in civilian affairs 
Some analysts harbou 
suspicions of a "Minde 
mafia," a closely connectec 
group of serving and ex 
SAF officers and Minde 
bureaucrats, which wields 
substantial political clout. 

It is not by coincidence 
these analysts argue, tha 
Mindef is one of the cit* 
state's most powerfu 
ministries, responsible nc 
only for the SAF but also fo 
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military service. The 
authorities have tried 
hard to overcome this 
mindset through a con- 
certed propaganda ef- 
fort and providing competitive salaries 
and career opportunities for soldiers. 

Disdain for the military is a serious 
security concern to the authorities, who 
have stressed that the involvement of so- 
ciety as a whole is vital to the defence of 
Singapore. 

Consequently, the planners have 
come up with an operational philosophy 
which attempts to organise the whole 
society into a comprehensive “total de- 
fence” posture. There are five aspects to 
this concept: military defence, which is 
the most important element; “psycho- 
logical defence,” which aims at convinc- 
ing the populace that Singapore is worth 
defending and can be defended; “social 
defence,” which emphasises the need for 
social cohesion, in particular racial and 
religious harmony to prevent any social 
instability from undermining security; 
“economic defence,” aimed at organising 
the economy so that it can operate 
smoothly even in wartime; and “civil 
defence,” which focuses on protecting 
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the defence industry. An indication of 
Mindef's status is that Singapore's defence 
budget is pegged annually at 6% of GNP or 
around a quarter of the government 
budget, one of the highest relative rates of 
military spending in Asia. 

Mindef's bureaucratic clout extends 
well into the civilian arena as Singaporean 
leaders believe that not only is the SAF re- 
sponsible for defending the country but 
that the rest of the population plays a cru- 
cial supporting role. To ensure participa- 
tion, a number of ministries have been as- 
signed to oversee very broadly defined 
defence-related missions in their areas of 
responsibility. The Ministry of Communi- 
zations and Information is responsible for 
»sychological defence (such as propa- 
zanda), the Ministry of Community De- 
velopment looks after social defence 
maintaining social cohesion among the 
»opulation), the Ministry of Trade and In- 
lustry for economic defence (ensuring 
idequate stockpiles of raw materials and 
supplies), and the Ministry of Home Af- 
airs for civil defence (protecting the civi- 
ian population during conflict). Mindef is 
n charge, however, of overseeing the 
»lanning and running of this "Total De- 
ence" organisation. 

Analysts doubt, however, that a mili- 
ary-style clique exists in Singapore. "There 
$ no tradition among Singapore's military 


officers of wishing to organise themselves 
to become a participating political force," 
says a military attache. Even though SAF 
officers and Mindef bureaucrats work 
closely together, the bureaucrats jealously 
hold a tight grip on military decision- 
making, leaving the military professionals 
on the periphery and responsible mainly 
for the daily running of the SAF. 

The military's generous budgetary allo- 
cation is due less to the influence of any 
Mindef mafia but rather the high priority 
that the country’s top leadership places on 
military security. Indeed, the prime minis- 
ter and other top political figures are 
closely involved in managing defence is- 
sues, in particular issues such as weapons 
procurement and the promotion of senior 
commanders. Prime Minister Goh Chok 
Tong served as defence minister until last 
year, and his first deputy Lee Hsien Loong 
was also deputy defence minister until last 
year. 

While this top-level attention ensures 
prompt and often favourable responses, 
analysts say a major drawback is that 
mistakes tend to be made because decision- 
makers lack a detailed understanding of 
the issues they are dealing with, especially 
on complex technical matters involved in 
the acquisition of weapons. This has re- 
sulted in delays in the introduction of some 
equipment which has proved too com- 
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plicated for the SAF to easily operate. 
According to analysts, this includes the 
F16 fighter, whose delivery to the Singa- 
pore air force was held up for a couple of 
years. 

There are various reasons to explain 
why Singapore has not acquired the inter- 
ventionist military culture common in 
China, Thailand, Indonesia and other 
Southeast Asian countries. Unlike these 
countries, Singapore has a thriving 
economy that has contributed to a stable 
political environment. The SAF has bene- 
fited i from this economic boom, 
receiving generous allocations of funds to 
build up the most heavily armed and ad- 
vanced fighting machine in Southeast Asia. 
Therefore, the SAF has had no reason to 
disrupt the domestic status quo. 

The sar has also been strongly influ- 
enced by the military traditions of its 
former British colonial masters, which 
stress the army's complete obedience to the 
government. 

As many SAF officers are sent for train- 
ing to military academies in the US, Britain 
and other Western countries, this has 
helped to maintain this ethic of political 
docility within the SAF ranks. The SAF’s 
short history — having been formed only 
in 1965 following Singapore's abrupt exit 
from Malaysia — and lack of battle 
rience have also added to a lack of institu- 
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tional self-identity. 

The SAF’s youth has allowed the city 
state’s tough-minded political leadership to 
carefully establish a system of tight and 
pervasive control within the ranks to pre- 
vent any possibility that the military could 
ever become an independent political force. 
The sar scholarship scheme is one of the 
best examples of the civilian grip over the 
military establishment. 

The People's Action Party's (PAP) al- 
most total domination of politics for the 
past quarter of a century has certainly 
helped in the consolidation of the govern- 
ments control over the military. The nature 
of the relationship between the PAP and the 
SAF is, however, murky. There is virtually 
no public discussion of this sensitive topic. 
This is a deliberate policy, analysts say, as 
the PAP leadership does not want any 
highlighting of its close ties with the armed 
forces. "All we know is that the ties be- 
tween the PAP and the government are in- 
timate, and so are the links between the 
government and the SAF,” says one foreign 
military attache. 

Nonetheless, analysts believe that many 
SAF officers, in particular those in the senior 
ranks and among the scholars, are loyal 
PAP members. Lee Hsien Loong and 
George Yeo are the most obvious examples 
of SAF scholars crossing over to join the 
PAP’s governing elite. 

While Singapore’s soldiers at present 
have no political aspirations, the long-term 
future is not quite as clear. Analysts see 
some trends and potential developments 
that might eventually prompt the military 
to become more involved in the domestic 
arena. As part of Singapore's efforts to 
build up its own national identity, the SAF 
appears to be gradually moving away from 
its British traditions and developing a more 
indigenous military ethic. Crucial to this 
effort is the establishment of a local military 
training institute in Johor, Malaysia, along 
the lines of Sandhurst in Britain, to train 
officers rather than the present practice of 
sending many of them abroad. 

Because of the city state’s small size and 
the blurring of civilian-military lines, ana- 
lysts say this new military culture is closely 
tied in with the building of Singapore's 
own political traditions. As espoused by a 
new generation of leaders bred on Singa- 
pore’s economic success, the emphasis is 
on a more aggressive, self-confident, and 
less Western-oriented and politically toler- 
ant ideology. 

If the military were to also adopt such a 
philosophy, this could have major ramifi- 
cations as to how SAF commanders see 
their future role in politics and society. A 
confident and aggressive military estab- 
lishment that does not necessarily sub- 
scribe to Western notions of an apolitical 
military institution could play a role in 
defending the nation from internal insta- 
bility as well as external threats. " 
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SINGAPORE 2 


Army build-up combines good neighbourliness 


Staying smart 





By Tai Ming Cheung in Hongkong 
ingapore's impressive military build- 
S up, which has turned the state into 
one of the most heavily armed 
countries in the world, is unlikely to slow 
down in the foreseeable future. Given a 
healthy economy, expanding military ca- 
pabilities of its neighbours, and ageing 
equipment, the Singapore Armed Forces 
(SAF) is looking to buy more weapons as 
well as to organise itself more offensively. 
But at the same time, an effort is being 
made to project a less threatening SAF 
stance that emphasises closer security ties 

with Asean and Western allies. 
Singapore’s defence posture is largely 
shaped by its tiny size, limited human re- 
sources and wariness of its two larger 
neighbours, Malaysia and Indonesia. With 
only 621 km? of territory, SAF commanders 





Strategy towards neighbours. 


do not have the comfort of strategic depth 
in their national defence tasks. And with a 
population of only 2.7 million, the govern- 
ment can ill-afford to maintain a large 
standing army. 

To overcome these weaknesses, plan- 
ners have drawn up an aggressive, for- 
ward-oriented and technology-intensive 
military doctrine. The doctrine is pre- 
emptive in nature, emphasising the need 
to deal with military threats before they 
reach Singapore. In line with this, the SAF 
has acquired some of the most advanced 
arms available on the international market, 
focusing on mobility and power projection 
far beyond Singapore's borders. 

The Republic of Singapore Air Force 
(RSAF) is the best suited of the three armed 
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services for these long-range offensive 
missions, and has received the lion’s share 
of procurement funds. This has allowed 
the RSAF to become one of the most ad- 
vanced air forces in Southeast Asia, boast- 
ing more than 150 combat aircraft, includ- 
ing seven General Dynamics F16 fighters 
and four Grumman E2C airborne early 
warning aircraft, 50 older Northrop F5E 
fighters and 80 modernised McDonnell 
Douglas A4SU Super Skyhawk ground 
attack aircraft. 

The RSAF was the first Asean air force to 
acquire the F16 in the mid-1980s, sparking 
off a mini arms race that saw Thailand and 
Indonesia buying the same aircraft shortly 
afterwards. Singapore plans to buy another 
12 Е165 within the next two years to replace 
its outdated Hawker Hunter fighters, as 
well as two more E2Cs. The RSAF is also 
upgrading its F5Es and Skyhawks with 
more advanced avionics, electronic and 
reconnaissance systems and more power- 
ful engines, to help maintain a tech- 
nological edge over neighbouring air 
forces. 

Previously concerned almost exclu- 
sively with air defence duties, the RSAF is 
now expanding its missions to provide 
close air support and battlefield airlift for 
the army, and long-range maritime sur- 
veillance and anti-submarine warfare for 
the navy. To undertake these additional 
duties, the RSAF ordered four Dutch mari- 
time surveillance and anti-submarine war- 
fare aircraft in mid-1991. 

The acquisition of these aircraft points 
to the growing priority placed on the de- 
fence of territorial waters. Singapore sits 
astride some of Asia's busiest and mos! 
strategic sea lanes, including the Straits o: 
Malacca. To effectively police its maritime 
regime, the Singaporean navy is beefing ир 
its small fleet, which includes six recently 
purchased corvettes equipped with US anc 
Israeli missiles. Longer term plans include 
acquiring longer range warships and 
haps even mini-submarines in the mid 
1990s. But because of the SAF's manpowe 
problems, plans to acquire a blue wate 
navy have been ruled out. 

The army is also sharpening its fighting 
teeth. Its infantry divisions are currentlw 
being reorganised to enhance mobility 
Last year, the SAF increased the number c: 
army divisions from three to five, thougll 
only the 3rd Division is fully operational. 

The other divisions are reserve format 
tions. Analysts believe that one of thesi 
units, the 21st Division, is being organised 
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to become the army’s rapid deployment 
force and will be fleshed out with the elite 
commando battalions. SAF chiefs boast that 
these reserve divisions can be fully mobi- 
lised within six hours of call-up orders to 
the country’s 200,000 reservists. Analysts 
say another unit, the 32nd Division, is now 
being set up as a fully mechanised forma- 
tion with its own artillery brigades. 

This clearly offensive line-up indicates 
that the army intends to fight any military 
campaign well away from Singapore. Ac- 
cording to defence analysts, contingency 
plans envisage that SAF units would be de- 
ployed at least 150 km from Singapore in 
the event of any military confrontation. 
This would see Singaporean forces operat- 
ing deep in neighbouring Malaysian terri- 
tory. 

These efforts by the SAF to boost its 
fighting capabilities reflect continuing con- 
cern over Singapore's security. Iraq's in- 
vasion of Kuwait in August 1990 was used 


by Singaporean leaders to highlight the 
vulnerability of Singapore and other small 
states in today's world order. The Kuwait 
lesson also proved to defence planners that 
the build-up of military assets alone would 
not necessarily increase Singapore's secu- 
rity, especially if the city state lacked in- 
ternational support in the event of war. In- 
deed, the sAF's continuing growth might 
backfire by pushing neighbouring states to 
expand their military capabilities. 

To soothe increasing regional concerns 
about its military might, Singaporean de- 
fence planners are trying to improve their 
defence ties with Asean partners and also 
Western countries, in particular the US. In 
the past year, the SAF has signed a military 
agreement with Indonesia to use air com- 
bat ranges in Sumatra, and the SAF and the 
Malaysian army have indicated that they 
plan to resume military exercises in 1992 
after several years of cool relations. 

However, the two countries remain 
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US bangs warheads together 


South Asian NFZ? 





By Salamat Ali in Islamabad and 
Hamish McDonald in New Delhi 


visit by a senior US official to Pakis- 
tan and India appears to have got 
both countries to agree to discuss 
possible steps to limit any South Asian race 
to develop nuclear weapons and delivery 
missiles. Although both remain entirely 
noncommittal, their foreign affairs depart- 
ment heads separately will visit Washing- 
ton early next year for detailed talks on 
several US proposals. 

What was underscored was that Wash- 
ington would not be easily deterred from 
involvement in the arms control issue in 
South Asia, which stands out along with 
the Middle East and North Korea as a fo- 
cus of concern about instability. The earlier 
US doubts generally about nuclear-free 
zone (NFZ) proposals, as shown in the 
South Pacific NFZ case in the 1980s, have 
dwindled as understanding with the So- 
viet Union deepens. 

In the South Asian case, the changed 
international setting of the 1990s has al- 
lowed the US more scope to play a broking 
role. This saw US Under-Secretary of State 
for International Security Affairs Reginald 
Bartholomew delivering stiff cautions to 
long-term US ally Pakistan about sponsor- 
ing unrest in India, while getting down to 
talks with formerly stand-offish India that 
officials from most sides described as free 
of rhetoric. Bringing further attention to the 


nuclear arms control ques- 
tion were coincidental vis- 
its by US Central Com- 
mand Chief Gen. Joseph 
Hoar to Pakistan, and In- 
ternational Atomic Energy 
Agency head Hans Blix to 
India. 

Bartholomew’s chief fo- 
cus was the covert nuclear 
weapons programmes 
both India and Pakistan 
are thought to be engaged 
upon. Along with this is 
concern about the deve- 
lopment of medium-range 
missiles which could be 
delivery systems. India has 
already carried out test-firings of its own 
missile, called the Agni. Pakistan has been 
getting some short-range missiles from 
China to help its own programme. Ideally, 
the US would like India and Pakistan to 
join the nuclear Non-Proliferation Treaty 
(NPT), but short of this wants them to con- 
sider the idea of a South Asia NFZ or at least 
take steps towards it. 

The sequence of Bartholomew’s trip 
was carefully planned. The first stop was 
China, where he talked about proposals for 
controlling the spread of missiles. 
Islamabad was the second, where as well 
as discussing the nuclear concerns that led 
to a military aid and equipment cut-off a 
year ago, Bartholomew delivered what US 
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Ishaq Khan: complaints. 


suspicious of each other. SAF chiefs ex 
pressed concern that they were not suffi 
ciently warned of a Malaysian-Indonesia! 
military exercise held in Johor last Augus! 
A joint Malaysian-Indonesian militar 
campaign represents one of the worst fear 
among Singapore's defence planners, 

Of greater importance in Singapore’ 
“defence diplomacy" is the strengthenin; 
of security ties with Western powers. Con 
cerned at the eroding military presence c 
the US in Southeast Asia, especially in ligh 
of uncertainty over Subic Bay, Singapor 
was the first Asean state to provide U! 
forces with alternative basing facilities. 

Singapore is also an active member с 
the Five-Power Defence Arrangemen 
(FPDA) that includes Malaysia, Britair 
Australia and New Zealand. The FPD^ 
which marked its 20th anniversary thi 
year, calls for consultation between the fiv 
countries in the event of a military attac 
against Singapore or Malaysia. | 


officials called a “stiff message" that : 
could not countenance cross-border opere 
tions in Kashmir and Punjab — thoug 
Pakistan Foreign Secretary Shehryar Kha 
denied Bartholomew had warned that Pe 
kistan might be declared a "terrorist ne 
tion" because of them. On Kashmir, the U 
line was tempered with the opinion tha 
this problem was funde 
mentally a political on« 
not a security issue anı 
should be solved bilate: 
ally. 

On the nuclear arm 
question, Islamaba: 
showed little inclination t 
come out from its corne 
President Ghulam Isha 
Khan complained t 
Bartholomew about dis 
crimination against Pakis 
tan. He said the US shoul 
respect Pakistan’s sove 
reignty and its nation: 
policies formulated as a 
independent nation t 
meet its security concern 
and geopolitical compulsions. Barthc 
lomew was quoted as saying that the U 
policy was not to make India into Sout 
Asia's leader and did not wish to give u 
40 years of friendship with Pakistan. 

Ishaq Khan's assertions are seen widel 
in Islamabad as a refusal to certify to th 
US that Pakistan was not engaged in mil 
tary application of its nuclear programm: 
Nor would Pakistan agree either to an 
capping of its programme, at least nc 
without India agreeing to do so. 

But US leverage is formidable. Pakista 
is in desperate need of spares to keep il 
US-supplied military equipment service 
able. It also needs Washington's clout i 
multilateral aid institutions and investmer 
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circles. The IMF's current plan for Pakistan 
ends in December and Islamabad is 
counting on another structural adjustment 
programme for three years to be supported 
by iMF-World Bank coordinated foreign 
aid of some US$9 billion. A World Bank 
director, Michael H. Wieken, who was in 
Islamabad at the same time as Bar- 
tholomew said the time had come when 
Pakistan and India could negotiate their 
defence spendings and divert money to the 
starved social sector. 

The Peking and Islamabad visits posi- 
tioned Bartholomew well for his talks in 
New Delhi, which were the most critical 
for progress. India cites China as a nuclear 
threat which makes a South Asia NFZ 
meaningless. It tends to see the NFZ pro- 
posal, taken up by Pakistan Prime Minister 
Nawaz Sharif in June with his call for a 
discussion by five powers — the US, Soviet 
Union, China, India and Pakistan — as a 
Pakistani propaganda ploy to divert atten- 
tion from its nuclear development and its 
fuelling of separatist insurgency across the 
northwest border. 


AUSTRALIA 


By Jacqueline Rees in Canberra 


The continuing recession has taken its 
toll on the popularity of the Labor gov- 
ernment of Prime Minister Bob Hawke. 
For the Liberal and National parties, out 
of power since 1983, it is a make-or-break 
opportunity. Capitalising on the situa- 
tion, opposition leader John Hewson has 
unveiled his long-awaited taxation plans 
— cleverly presented as part of a blue- 
print for national recovery called 
“Fightback” — which has greatly en- 
hanced his chances of ousting Hawke at 
the next federal elections. 

Calling it a manifesto for social and 
economic change, Hewson revealed his 
15% consumption tax proposal along 
with a series of measures to cut social 
welfare spending, stimulate investment 
and root out cronyism that has marked 
many of Labor's top government ap- 
pointments. 

Although new taxes are an anathema 
to Australians, they have responded fa- 
vourably to the Hewson package, at least 
initially. Public opinion polls indicate 
that while a majority of voters remain 
opposed to a consumption tax, they 
would now prefer Hewson to Hawke as 
prime minister. Until recently Hewson 
had been trailing Hawke, but now some 
40% of those polled favoured him as 
against only 32% siding with Hawke. In 





Lucky Hewso 


Bartholomew met Indian Defence Min- 
ister Sharad Pawar, External Affairs Minis- 
ter Madhavsinh Solanki and senior defence 
officials, but his substantive talks came in 
three sessions with retiring Foreign Secre- 
tary Muchkund Dubey. The US emissary 
took pains to take the “Made in Pakistan” 
label off the five-power proposal, pointing 
out that it predated Sharif's endorsement 
by two years. Although Bartholomew 
urged India to join the NPT in the context of 
a regional move, he listed other steps New 
Delhi could make “on the way” to accept- 
ing the NPT. 

The public atmospherics suggested 
initially this would fall on deaf ears: the 
day before he arrived, the ruling Congress 
party affirmed its longstanding policy 
that the NPT was inequitable as it banned 
only nuclear weapon ownership by late- 
comers. At a session with senior Indian 
journalists, Bartholomew is understood to 
have had a long and patient battle to get 
his points heard. But in the event, the 
Indians did agree to consider the steps 
outlined by the US, which may include a 


n 


terms of parties, the polls 
have 53% respondents 
wanting his Liberal-Na- 
tional Party coalition as 
the next federal govern- 
ment with only 35% in 
favour of giving Labor 
another go. 

The consumption tax, 
which would come into 
effect in October 1994 — 
well after the next elec- 
tion due before early 
1993 — is estimated to 
raise A$27 billion 
(US$21.4 billion) in two 
years. A range of areas 
would be exempt, including health and 
education, religious and charity groups, 
and, in fine Australian tradition, gam- 
bling. Hewson has promised that he 
would freeze the tax at the 15%. 

While raising company tax from 39% 
to 42%, Hewson says his package will 
allow a 30% reduction in personal in- 
come tax, raise all pensions by 8%, and 
abolish wholesale sales tax, payroll tax 
and customs duty. 

Australia’s present wholesale sales tax 
is Labor's hidden 30% consumption tax, 
Hewson charged. His plan also involves 
getting rid of duties on major Australian 
export industries, abolishing the petrol 
tax, and altering the capital gains tax. He 
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— 
"no-first-use" agreement. They agreed to 
send incoming foreign secretary J. N. Dixit 
(until recently envoy in Pakistan) to Wash- 
ington early in the new year to pursue this. 
The visit to India by Chinese Premier Li 
Peng in mid-December may also pro- 
vide a chance for further exploration on 
the issue. 

New Delhi readily concurred with US 
efforts for a comprehensive chemical 
weapons ban, which both have been push- 
ing at international talks in Geneva, and 
said it was willing to agree on a bilateral 
ban with Pakistan. It also said it would take 
US worries about diversion of fissionable 
material into account if it goes ahead with 
the sale of a 10-MW research reactor to 
Iran, which Indian officials said had been 
discussed "in a preliminary way" by the 
nuclear industry bodies of the two coun- 
tries. The Indians were much less enthusi- 
astic about the US argument that the 
spread of missiles was destabilising. The 
Americans do not accept the Indian claim 
that the Agni is just. designed to carry 
conventional warheads. " 


argues that the abolition of so many 
major taxes under his strategy will mean 
the consumption tax will in the end 
result in a one-off consumer price 
increase of only 4.4%. 

Hewson's package 
signals a ruthless attack 
on Australia's over-in- 
flated public sector. He 
aims to save A$10 billion 
by cutting wasteful gov- 
ernment spending. He 
has promised a pro- 
gramme of privatisation 
of 10 enterprises includ- 
ing the national airline, 
Qantas, Australia's Na- 
tional (shipping) Line 
and the government's 
health insurance scheme 
Medibank. As for infra- 
structure reforms he 
wants to privatise port 
authorities and abolish the Australian 
monopoly on coastal shipping. 

Initially, the Hawke government 
found Hewson's package hard to attack, 
though over the next 18 months, the 
government will be looking for every 
avenue to discredit it. Social welfare 
groups and environmentalists argued 
that axing the fuel tax would encourage 
further over-use of cars and add to pol- 
lution. It would also adversely affect the 
balance of payments by some A$800 mil- 
lion a year. That a package embracing 
the imposition of a new tax could still 
appeal showed how jaded and dispirited 
Australians are with their present situa- 
tion. ш 
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planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWF International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans 

This natural system is our life 
support system, and if we damage 
any part of it we are putting our 
own survival at risk 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have 
Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 


WWE 
World Wide Fund For Nature 
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SINGAPORE 
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Premier reveals post-election contingency plans 


Shock therapy 


By N. Balakrishnan 


ad the opposition parties in Singa- 
H pore won just 20 out of the total 81 

parliamentary seats in the general 
elections in August, they might have been 
invited to form the government, under a 
contingency plan drawn up by the ruling 
People’s Action Party (PAP) and revealed 
by Prime Minister Goh Chok Tong at a 
closed-door biennial convention of 900 
“activists,” or party workers, on 17 No- 
vember. 

Goh is reported to have told the con- 
vention that if the PAP had lost more than 
20 seats — in the event it lost only four — 
fresh elections would have been called im- 
mediately. If the opposition had again won 
the same number of seats, then he would 
have proposed that the opposition be al- 
lowed to form a government. 

This strategy is based on the belief 
that if the opposition parties did take over 
the running of Singapore, their perform- 
ance would be such that the people might 
learn to better appreciate the benefits of 
PAP gov-ernment. Goh is reported to have 


| said that “perhaps Singapore needs a 


shock therapy.” 

The logic of the strategy seems to have 
been based on the fact that the opposition 
parties decided not to contest 41 of the 81 
seats available, thereby guaranteeing the 
PAP a simple majority in parliament — and 
the certainty of remaining in power. 

Since only 40 seats were contested, a 
sweep of 20 seats by the opposition would 
have meant opposition candidates winning 
half the seats in which the outcome was 
decided by the voters. 

In the 1984 and 1988 general elections, 
the PAP had pleaded with the voters not to 
treat their votes lightly, lest they inadvert- 
ently voted in an opposition government. 
In abandoning 41 seats, the opposition par- 
ties had calculated that once Singaporeans 
were assured that there could be no overall 
election upset, they would vote more ad- 
venturously — since all they wanted was a 
few more opposition MPs. 

Goh, however, is not the only one tc 
have prescribed shock therapy as a cure 
for “opposition fever." Senior Minister Lee 
Kuan Yew, Goh's predecessor as prime 
minister, said on 4 October that, had he 
been younger, he would have liked to teack 


MALAYSIA 


By Michael Vatikiotis in Kuala Lumpur 


fected sales of the newspapers. 
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Two opposition party newspapers in 
Malaysia have been warned by the gov- 
ernment to comply with a new condition 
restricting circulation to the party mem- 
bership, or else face stern action. The 
condition, imposed last May, is being 
challenged in court but has already af- 


The newspapers affected are the 
Rocket, controlled by the Democratic Ac- 
tion Party (DAP), and Harakalt, owned by 
Parti Islam (Pas). In mid-May, the Home 
Ministry informed the papers of 
amendments to their publishing licences 
changing their status from that of news- 
papers to "in house" publications meant 
only for party members. Under amend- 
ments in 1988 to the 1984 Printing 
Presses Act, the home minister is em- 
|| powered “at any time by notification in 
| writing" to amend a newspaper's permit. 


For members only 


Both newspapers initially disregarded 
the new restriction. Then, in another letter 
on 17 October, the government warned 
the papers to comply with the new con- 
dition, or face "stern action." Since then 
according to sources at the bi-monthly 
Rocket, distributors in Ipoh and Kuala 
Lumpur have been harassed by the au- 
thorities for selling the newspaper. 

The DAP has filed a summons with the 
High Court to question the Home Minis 
try's action. On 21 November, counsel foi 
the government succeeded in postponing 
the case to 31 December to allow time for 
the prime minister, in his capacity a: 
home minister, to file an affidavit. 

DAP and Pas sources see the govern 
ment's action as a move to undermine 
their newspapers without having to re 
voke their publishing licence. “If we re 
strict sales to our members, the paper wil 
just die," claims K. Gurunathan, whc 
until October edited the DAP paper. Fk 
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the electorate a lesson that “when you play 
around with your vote, you live with the 
consequences." Lee's earlier pronounce- 
ment lends weight to Goh's remarks that 
the PAP had such a contingency plan. 

Curiously, Goh does not seem to have 
predicted instant disaster in the event of an 
opposition take-over of the government. 
He said that because Singa- 
pore has accumulated large 
foreign reserves, amount- 
ing to S$52 billion (US$31 
billion), the country could 
weather government by the 
opposition for three terms. 
(Goh himself has yet to 
serve a full term, having 
taken over only in Novem- 
ber last year.) Goh is re- 
ported to have said, much 
to the dismay of his cabinet 
colleagues, that he was 
willing to let Singaporeans 
sample government by the 
opposition for one term. 

Other remarks Goh 
made at the convention in- 
dicate that he is now walk- 
ing a tightrope between hardliners and lib- 
erals in the ruling party. His speeches in 
the period leading up to the election had 
emphasised his intention to carry on with 
1 open consultative government whereas 
ais more recent speeches stress a need for 
‘irmness. 

Goh is said to have told the convention 
hat after the elections an “open hunting 





Goh: one-term challenge. 


season” had been declared on the govern- 
ment by its critics and that all respect for 
authority had been thrown to the wind. 
He complained about Singaporeans being 
rude to MPs and to some ministers after 
the elections, especially during the public 
discussions on the government's plan to 
introduce time-based telephone charges. 

" On 23 November, a mi- 
; nor local monthly, Wom- 
$ an's Affair, was ordered to 
stop publication after it 
carried a report critical of 
PAP women MPs. Goh ac- 
cused it of publishing a bi- 
ased, negative and unin- 
formed report. 

Goh said that ruling 
party MPs had not stood 
up strongly to support the 
government's policies and 
had even repeated some of 
the criticism by opposition 
leaders. 

The loss of four seats 
seems, however, to have 
encouraged the party to 
consider modifying proce- 
dures for selecting election candidates. The 
current practice is for the party headquar- 
ters to nominate all candidates, but Goh 
has proposed that party branches be al- 
lowed to nominate rank-and-file members. 
These nominees would still need to be vet- 
ted by two committees, one headed by 
party stalwart and cabinet veteran Lim 
Kim San and the other by Lee. a 





"stimates circulation of the Rocket, which 
ippears in Chinese, English and Malay 
ditions, at 36,000. The DAP membership 
mounts to no more than 20,000. 

For the DAP, the biggest blow will be 
osing access to the English speaking 
ntelligentsia in urban areas. "The Eng- 
ish language Rocket is the only alterna- 
ive to the ruling National Front's media 
»owers,” said Gurunathan. A spokes- 
nan for Harakah — published twice 
veekly, with a circulation of between 
:0,000 and 60,000 — said the govern- 
nent's move is politically motivated. 

So far the government has not com- 
nented. Questions will be asked in par- 
iament in mid-December, but DAP 
ources expect the government to point 
ut that the United Malays National Or- 
anisation (Umno) newsletter, Suara 
Aerdeka, is not sold to the public. Both 
he Rocket and Harakah can be compared 
2 Umno's newspaper because, in all 
Aree cases, editorial control is in the 
ands of the party. 

But DAP officials say that Umno exerts 
ifluence over other mass media through 
s ownership of media holding compa- 
ies. Moreover, says DAP national pub- 


licity secretary Liew Ah Kim, the Rocket 
has had a licence as a "public newspa- 
per" since 1966. 

Speculation has focused on the fuller 
reporting in both the Rocket and Harakah 
of the Malay opposition party Semangat 
46, which challenged Umno supremacy 
at the last election. Commenting on the 
restriction, Semangat 46 president Tunku 
Razaleigh Hamzah said: “The govern- 
ment is not concerned about the DAP, 
they are concerned about us." 

By apparently targeting the limited 
media outlets available to Semangat 46, 
Mahathir has provoked criticism that he 
is out to muzzle the opposition press. 
Ironically, Mahathir has used the exist- 
ence of the Rocket and Harakah in the past 
to defend press freedom in Malaysia. 

Countering opposition claims that 
there was no press freedom in Malaysia, 
he said in July 1990 that newspapers such 
as the Rocket and Harakali carried stories 
which discredited the government. "We 
have not and we will not take action 
against these newspapers unless they 
print lewd pictures and publish articles 
which can cause racial hatred and riots," 
Mahathir said. 2 





| ددد 


| DECEMBER 1991 


FAR EASTERN ECONOMIC REVIEW 


CAMBODIA 


Sthanouk seeks stability; 


foreign investment 


Old foes, 


new friends 


By Rodney Tasker in Phnom Penh 


ambodian leader Prince Norodom 
C Sihanouk is fully exploiting the in- 

ternational spotlight which is cur- 
rently on his country to urge the new peace 
process along. Apart from the massive UN 
presence in Cambodia scheduled for mid- 
1992 to implement the 23 October peace 
agreement, Sihanouk is obviously anxious 
to seek investment and political goodwill 
from individual nations to start rebuilding 
confidence in the war-shattered country. 

It seems that for the moment at least 
Sihanouk is working closely with his 
former enemy, Phnom Penh Prime Minis- 
ter Hun Sen, in a drive not only to shore 
up political stability but to gain a substan- 
tial international commitment to maintain- 
ing Cambodia's new role as an indepen- 
dent, non-communist state. Hun Sen is 
handling the administrative spadework of 
keeping Cambodia together as an eco- 
nomically viable country. 

But Sihanouk is the internationally 
recognised figurehead. He is not only 
president of the Supreme National Council 
(SNC), the umbrella political reconciliation 
and sovereignty council including all four 
warring Cambodian factions, but has now 
been recognised as the head of state. The 
next step will be his acclamation to 
regain his position as king, which he held 
previously from 1941 until his abdication 
in 1955 to allow him to play a more active 
role in politics and become head of gov- 
ernment. 

The ebullient prince has indicated his 
preference for bilateral relations. He obvi- 
ously has a soft spot for France, the colo- 
nial power which put him on the throne in 
1941 and now appears intent on regaining 
its political, cultural and economic clout in 
the country it once ruled together with 
neighbouring Vietnam and Laos. Another 
priority is to establish good relations with 
Cambodia's neighbours, Thailand, Viet- 
nam and Laos. 

At the same time, Sihanouk evidently 
wants to tap the economic muscle of 
the US and Japan and, through France, the 
EC. The Soviet Union, which propped up 
Hun Sen's then-communist ruling party — 
now known as the Cambodian People's 
Party — with aid and arms until the peace 
agreement, is seldom mentioned by 
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Sihanouk. But Asia’s leading communist 
stalwart, China, is. Peking played a vital 
role in urging its militarily powerful pro- 
tege, the Khmer Rouge faction — the only 
communist member of the three-faction 
Cambodian resistance coalition — to go 
along with the current peace process, while 
at the same time normalising relations with 
Vietnam, the main ally of Hun Sen’s 
Phnom Penh regime. 

Apart from that, China hosted Sihanouk 
not only during his years of exile following 
the Vietnamese invasion of Cambodia in 
1978 but also provided him with a base 
after the 1970 US-backed coup by Gen. Lon 
Nol, who ruled Cambodia until the Khmer 
Rouge takeover in 1975. 

At a press conference shortly after his 
return to Phnom Penh from exile on 14 
November, Sihanouk singled out China as 
a “good, loyal friend,” a relationship which 
he would kindle until he died. 

Significantly, French Foreign Minister 
Roland Dumas was the first foreign min- 
ister from one of the five permanent UN 
Security Council members — the group 
which drew up the blueprint for peace — 
to visit Cambodia after Sihanouk's re- 
turn. 

Dumas headed a delegation including 
some 20 leading French businessmen, 
mainly representing the electricity, water 
and banking sectors. When he met Hun 
Sen, Dumas was exhorted to encourage 
French investment in Cambodia, a plea 
which will doubtless receive a positive re- 
sponse from Paris, which appears to have 
taken for itself the mantle of a benign 
former colonial power willing to guide 
Cambodia to its new destiny, reinjecting a 
large dose of French culture and language 
— which was discouraged by the Khmer 
Rouge and has virtually died out among 
young Cambodians. The October peace 
agreement was signed in Paris, and the 
112-man French army contingent in the 
UN advance mission is the largest in the 
group. 

Sihanouk is evidently also keen to 
woo Thailand, Cambodia's economically 
vibrant neighbour to the west. Thai 
Foreign Minister Arsa Sarasin arrived in 
Phnom Penh two days before Dumas, 
heading a delegation including 40 Thai 
businessmen. 

Arsa cautioned his countrymen to re- 
member that they represented the Thai 
kingdom and that they were taking part in 
Cambodia's reconstruction, rather than ex- 
ploiting its rich natural resources, such as 
timber and minerals. 

Arsa brought with him contracts 
promising a total of nearly Baht 100 million 
(US$3.9 million) in aid to Cambodia. Most 
of this will go towards restoring the road 
link between Poipet, the Cambodian town 
nearest to the Thai border, and the town of 
Sisophon. 

Sihanouk and Hun Sen have encour- 


aged Thai investment in light manu- 
facturing, transport, food-processing and 
electricity. Thai businessmen, along with 
overseas Chinese Cambodians and some 
Japanese businessmen, are already eyeing 
hotels and the tourism-related service 
sector for more immediate investment 
returns. 

While Sihanouk will have few political 
problems with Thai relations as Cambodia 
moves on a new capitalist path, he is evi- 
dently concerned about improving rela- 
tions with his two communist neighbours, 
Vietnam and Laos. Diplomats feel that 
Hanoi is not too happy about what is 
happening in Cambodia, a country which 
it once included in its ambition to secure a 
solid, communist Indochina, under its con- 
trol. 

Even before Sihanouk's arrival, Hun 
Sen's ruling party had triggered some 
concern in Hanoi by renouncing Marx- 
ism and espousing a multi-party politi- 
cal system at its national congress in Oc- 
tober. 

Sihanouk will visit Hanoi in late De- 
cember, followed by a trip to Laos. But as 
the prince said at a press conference, he 


to Cambodia, Ngo Dien, shortly before 
Sihanouk's arrival was encouraged by the 
Hun Sen government. The ambassador 
had been in Phnom Penh from the start of 
Vietnam's occupation of the country. A 
new ambassador is expected to arrive and 
to accredit himself to the SNC, rather than 
the Hun Sen government, with Laos fol- 
lowing suit. Sihanouk probably realises 
that he can call many of the shots with 
Vietnam. 

Japan is clearly viewed as a source of 
potentially huge development funds. 
Sihanouk was very warm in his assessment 
of Cambodian-Japanese relations during 
his press conference. He said he expected 
Japan to be at the forefront of countries 
providing funds for the reconstruction of 
Cambodia. 

Tokyo has already signalled its inten- 
tion to do so, by saying it will host an in- 
ternational conference on Cambodian re- 
construction soon. But most observers be- 
lieve that any major reconstruction effort 
in Cambodia will not begin until after the 
UN-supervised elections, scheduled to take 
place in 1993. 





Dumas at Angkor Wat: request for French investment. 


will not thank Vietnam for invading his 
country in December 1978 and effectively 
freeing him from the clutches of the ultra- 
revolutionary Khmer Rouge. Nor will he 
sign any peace and friendship treaty with 
the Vietnamese. 

Sihanouk has good reason to rue Cam- 
bodia's takeover by the Khmer Rouge, 
having lost five children and 14 grandchil- 
dren by his own count during the Khmer 
Rouge reign of terror. But he made it plain 
at his press conference that he would still 
have rather died at the hands of the Khmer 
Rouge, who kept him under house arrest 
during their rule, "than allow the Viet- 
namese to colonise my country." 

Cambodia's relations with Vietnam are 
thus likely to be correct and cordial, rather 
than warm. Political sources say that the 
return to Hanoi of Vietnam's ambassador 
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the lead from the US in moving into Cam- 
bodia. The US is now lifting its economic 
embargo on Cambodia because of the 
peace agreement, and is expected to pay 
for up to 30% of the US$1 billion-plus cost 
of moving UN military and civilian per- 
sonnel into Cambodia for peacekeeping, 
administrative work and organisation of 
the elections. 

But it is unlikely that US companies will 
immediately take the risk of investing in 
Cambodia until peace and stability are as- 
sured. 

Referring to the US, Sihanouk said he 
wished Washington would strengthen its 
relations with Cambodia. But when US 
head-of-mission Charles Twining pre- 
sented his credentials, Sihanouk warned 
the US not to interfere again politically in 
his country. » 
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KOREA 


Increasing pressure on North over nuclear programme 


Talking tough 





By Shim Jae Hoon in Seoul 


f North Korea had any doubts about 
South Korean and American resolve 
to discourage its suspected clandestine 

nuclear development programme, the bi- 

lateral security talks that ended in Seoul on 

21 November should have dispelled them. 

At their annual security consultative 
meeting in Seoul, top US and South Korean 
officials decided to postpone the second 
stage of a planned withdrawal of US 
troops from South Korea until they are 
satisfied that Pyongyang has abandoned 
the option of acquiring a nuclear capability. 

Because of the stress on the nuclear 
problem most other issues were pushed to 
the sidelines, but the US agreed to com- 
pensate for the planned withdrawal of 
tactical nuclear weapons by turning over 
advanced conventional weaponry to the 
South Korean armed forces. 

According to local reports, Seoul asked 
the US to supply it with Patriot missiles as 
protection against North Korea's improved 
version of the Soviet Scud missile. Other, 
unconfirmed reports quoted South Korean 
officials as asking for US help in the pro- 
duction of surface-to-surface missiles with 
a range in excess of 300 km. 

In return for freezing the US troop 
presence at 39,000 — the level to be 
reached at the end of phase one of the 
withdrawal programme — South Korea 
agreed to pay more for their local upkeep. 

On the North Korean nuclear issue, the 
joint communique overflowed with tough 
language. The two governments agreed in 
seeing the threat posed by the North's 
possible acquisition of a nuclear capability 
and political instability within North Korea 
as being critical to the security of the Ko- 
rean peninsula for the next several years. 
“This meeting discussed various ways to 
cope with this situation,” it said. 

In Washington, Under Secretary of De- 
fence for Policy Paul Wolfowitz echoed the 
communique by asserting that the Bush 
administration should signal to North Ko- 
rea that any military provocation would 
be effectively repelled. Understandably, 
the question of how the US and South Ko- 
rea would respond to any new Northern 
threat remains unanswered. 

The only point of substance to emerge 
from the talks was Washington’s readiness 
to shelve the second-stage of the with- 
drawal programme as spelled out in the 
1990 Nunn-Warner Report of the Congress. 

The decision to cut short the with- 


drawal programme is seen as a largely po- 
litical gesture. The second phase of the re- 
duction programme would have involved 
only 6,000 out of the 39,000 US troops. The 
timetable laid down in the Nunn-Warner 
Report provides for the entire three-stage 
reduction plan to continue up to 1995, by 
which time US troop strength in South 
Korea would fall to half its present level. 

The lack of other measures in the com- 
munique suggests that Washington wants 
to stick to its established policy of exhaust- 
ing all diplomatic efforts before consider- 
ing military options, such as the pre- 
emptive strike mentioned recently by 
South Korean Defence Minister Lee Jong 
Ku. Lee has refused to disavow his remark 
about staging such a strike. 

Neither Lee nor US Defence Secretary 
Dick Cheney seemed to have any doubt 
about the reality of 
North Korea's nuclear 
programme. Lee said 
Pyongyang would ac- 
quire a nuclear repro- 
cessing facility in a 
year’s time, and, there- 
after, a nuclear weapons 
capability in one or two 
years. Cheney said he 
had no doubt about 
North Korea’s inten- 
tions. He claimed 
Pyongyang's precondi- 
tions for accepting full 
inspection by the Inter- 
national Atomic Energy 
Agency (IAEA) — an as- 
surance from the US 
that it will not launch a 
nuclear attack on the 
North — indicated it 
was not at all serious in saying it would 
eventually accept outside surveillance. “In 
fact, we believe just the opposite," he 
maintained. 

Lee and Cheney appeared to be going 
out of their way to insist that their per- 
spective on the North's nuclear capability 
was totally realistic. Reading from a state- 
ment, Cheney said North Korea's 40-year 
record of aggression, terrorism and wea- 
pons sales (presumably involving Scud 
missile exports to the Middle East) under- 
scored its unreliability. He blasted Presi- 
dent Kim Il Sung for placing the North on 
a permanent war-footing and for refusing 
to renounce force in achieving the 
reunification of Korea. 

"These factors make the prospect of a 
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Qian wants ‘dialogue.’ 


North Korea with nuclear weapons — par- 
ticularly with a missile delivery system — 
the most serious threat to peace and stabi- 
lity on the Korean peninsula and indeed in 
East Asia,” he said. 

How North Korea will react is uncer- 
tain. Pyongyang has sent conflicting sig- 
nals on the nuclear issue to Seoul, Wash- 
ington, Moscow, Peking and even to To- 
kyo, with which it is negotiating for early 
normalisation of relations. All these coun- 
tries agree that some steps must be taken. 
On his first visit to Seoul, to attend the Asia 
Pacific Economic Cooperation ministerial 
conference on 12 November, Chinese For- 
eign Minister Qian Qichen said he wanted 
“dialogue” rather than concerted pressure 
on Pyongyang. 

Qian’s remarks were not well received 
in Seoul, where more and more official 
analysts now believe Peking may have 
played a part in supplying the North with 
nuclear technology, just as it has recently 
been reported to have exported nuclear fa- 
cilities to Pakistan and Iran. Qian said Chi- 
na's opposition to a nuclear presence in the 
peninsula applied to both Koreas. 

Hoping to reduce multilateral pres- 
sures, North Korea, according to a senior 
> presidential aide in 
3 Seoul, is hinting at the 
possibility of accepting 
outside inspection at the 
next IAEA board meet- 
ing, to be held in Vienna 
in December or Febru- 
ary. 

Whatever tactics the 
North resorts to, offi- 
cials in Seoul say that 
the pressures on 
Pyongyang have now 
passed the point where 
they can be ignored 
The North's intractable 
attitude has blocked 
progress in its diplo- 
matic talks with Japar 
and has ensured tha! 
Washington remain: 
deaf to Northern over 
tures for talks on diplomatic normalisation 

The diplomatic heat is likely to inten 
sify, judging by the way some prominen 
US figures have begun openly speculating 
about the possibility of military action tc 
destroy the North's nuclear facilities. Ar 
air strike would be difficult, according t 
retired general John Wickham, forme 
commander of US forces in South Korea 
because the precise location of the facilitie 
is still hard to pinpoint. 

Speaking at a recent congressiona 
hearing, Wickham said that a pre-emptiv: 
strike had such serious military implica 
tions that it should be undertaken onl: 
with the consent of all the immediat 
neighbours of North Korea — China, th 
Soviet Union, Japan and South Korea. 1 
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An irrelevant movement 


n what must undoubtedly have been 

a moment of exasperation, a British 

military historian once remarked: 

"The only thing more difficult than 
getting a new idea into the military mind 
is to get an old one out." Something simi- 
lar seems to have afflicted diplomatic 
thinking as well. How else can one explain 
the insistence of the ministerial meeting of 
the 103-nation Non-Aligned Movement 
(NAM) in Ghana in early September that 
the concept of non-alignment is as relevant 
today as it ever was? 

Non-alignment was a response to the 
great East-West divide of the post-war era, 
a refusal to join or take sides between two 
antagonistic camps, based on sound moral 
as well as pragmatic considerations. Now 
— possibly unnoticed by the NAM — the 
world has changed. The fence dividing 
East from West has disappeared. Perhaps 
the only surviving fragment of it is the idee 
fixe upon which the NAM has managed to 
impale itself. 

When the first non-aligned conference 
was held in Belgrade in 1961, there was no 
mention of starting a movement or form- 
ing a "neutral bloc." Non-alignment basi- 
cally gave the newly emerging states of the 
time a new concept of security. It brought 
home to them the fact that getting involved 
in military alliances with either side would 
not only compromise their hard-won sove- 
reignty but could also embroil them as 
belligerents in a destructive global war. 

The basis of non-alignment, as the late 
Indian statesman Jawaharlal Nehru de- 
clared, was "a no-war land between the 
military blocks." This was a challenging 
response to the Cold War — and Nehru, 
Nasser and Tito had the moral authority to 
make this response credible. 

It cannot be denied that the three lead- 
ers would have welcomed the dismantling 
of the bipolar system and would have cele- 
brated the fact that this healthy develop- 
ment has made the continuation of the 
NAM, as such, unnecessary. There is no rea- 
son why the current leaders of the move- 
ment also should not view this develop- 
ment with satisfaction as well as a degree 
of pride, for the NAM itself has contributed 
in no small measure to the easing of East- 
West tensions. 

It must, however, be admitted that over 
the years, as the process of detente pro- 
gressed, the importance of the NAM has 
proportionately declined. While this hap- 
pened basically because the movement de- 
rived its impetus and sustenance from the 
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prevailing superpower rivalry, there were 
other contributory factors as well. For one, 
there was no ideological congruity within 
the movement. The non-aligned states 
failed to achieve even a modest level of 
economic progress and such military 
strength as they did acquire was achieved 
by leaning towards one superpower or the 
other. In many cases, non-aligned states 
even sought military assistance from the 
US and its allies or from the Soviet Union. 

The fact is that the movement was, and 
remains, a loose grouping of weak states 
with a demonstrated inability to manage 
their own internal affairs or their relations 
with each other. There can be no question 
of such a group playing a meaningful role 
in international affairs. 

There could not be 
more telling proof of the 
ineffectiveness of the 
NAM than its pathetic role 
in the Gulf War. The 
meeting of NAM mem- 
bers in February 1991 to 
resolve the Gulf crisis 
(typically, those attend- 
ing did not have a com- 
mon approach to the 
problem), the comings 
and goings of officious 
politicians from India, 
Iran, Pakistan, etc., made 
not the slightest differ- 
ence to the course of 
events in the Gulf. One 
would have expected this 
chastening experience to 
have had some effect on 
the deliberations in 
Ghana on the future role 
and relevance of the 
NAM. But that obviously 
did not happen. 

In the search for a role 
for the NAM it has been 
suggested that the movement should take 
up the cause of the South, or that it should 
start a movement for “One World” — with 
or without a change of name. 

There is a degree of ambivalence in the 
NAN's approach to the North-South ques- 
tion. If the object is to ensure greater eco- 
nomic cooperation among countries of the 
Third World, the structure and ethos of the 
movement would have to be radically al- 
tered. Even then, given the disparities 
within the NAM, it is doubtful that any 
meaningful results will be achieved. 
Smaller regional associations, such as 
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Asean, may serve this purpose better. 

On the other hand, the NAM could adopt 
a North-vs-South approach on the basis 
that the North has ruthlessly been exploit- 
ing the South. For various reasons, this is 
the more likely course. 

It is true that the Third World, with 57% 
of the world's total land area and 75% of 
its population, accounts for a mere 18% of 
the total GNP. It is also true that for some 
years now there has been a net flow of re- 
sources from the Third World to developed 
countries — amounting, for example, to 
about US$20 billion in 1989. 

But it could be argued that this situa- 
tion has arisen equally because, by and 
large, these countries are saddled with in- 

|.  . competent, corrupt and 

ши improvident regimes. Ex- 

ploitation by the North 

provides a convenient 

excuse to the power elite 
in these countries. 

As for the NAM es- 
pousing the cause of One 
World, the proposal is 
not as far-fetched as it 
would have seemed even 
a year ago. Obviously, 
any progress in this di- 
rection has to involve a 
strengthening of the UN, 
and a modification of the 
concept of sovereignty. 
The position taken by 
leading NAM states on 
both these issues has 
been largely negative. A 
proposal by Western na- 
. tions in the UN General 
ab Assembly that internal 
disorder and human 
rights violations by gov- 
ernments should warrant 
collective international 
action through the UN 
was vehemently opposed by India, Pakis- 
tan, China and others. The reasons are not 
difficult to fathom, but ideology certainly 
does not figure among them. 

The inescapable conclusion is that the 
movement has lost not only its geopolitical 
relevance, but also its moral force and ideo- 
logical underpinnings. The forthcoming 
NAM summit in Indonesia will have to ad- 
dress a number of existential questions cru- 
cial to the NAM's future role. 


Vir Narain is a retired air marshal of the Indiar 
Air Force. 
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Has the balance of 
power in Asia shifted? 


apan has begun to challenge US dominance in Asia where 

both governments and individuals are looking more and more 

to Tokyo for a lead. But, despite their growing economic might, 
the Japanese seem reluctant to play this role. The rest of Asia 
remains unsure what Japan's ultimate intentions are. 


Now comes a book which examines these important questions, 
as seen primarily from the viewpoint of Japan's neighbours. 
Compiled by correspondents of the Far Eastern Economic Review, 
Asia's most respected journal, “Japan in Asia" reveals what other 
Asians think of Japan. 

Send off now for this unique and fascinating study of the most 
significant Asian power-shift in decades. Essential reading for 
business people and, indeed, anybody with an interest in the 
region. 
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Penh will retain a large measure of its 

rather backward, French-influenced 
ep but essentially Asian charm. Sadly, all 
|. the signs are that this is unlikely to be the 
||. case. Look at Bangkok, perhaps a textbook 
| example of how an avalanche of invest- 
. ment greenbacks and yen and buccaneer- 
| ing. capitalism can ruin a city lured by 
greed, and you may be sampling a fore- 
taste of what is in store for its much smaller 
neighbouring Cambodian capital. 

Visitors to Phnom Penh in the old days 
‘used to soak up the city's gentle, caressing 
ambiance, with just enough street trade 
гапа raunch to remind them that they were 
їй a special niche in Asia. Now that a 
|| tenuous peace has arrived in a nation 
| racked by war since 1970 — including the 
| period of horror under the Khmer Rouge 
ı~ Phnom Penh’s residents are poised on 
| the brink of possible Bangkok-style pros- 
| perity. And that does not augur well for 
{һе environment. 

There are already hordes of small, noisy 
‘Japanese motorcycles on the streets, weav- 
ing around the Mercedes and newish 
Toyota cars carrying government officials 
‘and nouveau riche traders. Pedicab, or 
"cyclo," riders who still swish passengers 
. quietly along the tree-lined boulevards 
may soon find themselves edged out by 
taxis and pick-up trucks, a la Bangkok, as 
foreign businessmen with serious invest- 
ment funds, foreign diplomats and an 
"army of UN officials dispensing aid move 
in. 


| 
| 
| 
| 
| 
| 
| ; t would be nice to think that Phnom 
| 
| 
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In fact, the build-up to capitalism in Phnom 
‘Penh has been going on for the past two 
years, since the then-communist, now-lib- 
-eral democratic government decided to 
open up the economy. The blackmarket is 
now a semi-official way of life in Phnom 
Penh. Freighter loads of second-hand cars 
and motorcycles, tinned food, cigarettes, 
beer and a host of other creature comforts 
have been slipping into Koh Kong, to the 
west of Phnom Penh, for some time. The 
same is now happening in the major port 
. of Kompong Som, which used to be vis- 
ited only by Soviet, Eastern bloc and Viet- 
|. namese ships unloading lifeblood supplies, 
| including arms, to the Phnom Penh gov- 
«|. ernment. Soviet aid used to constitute 80% 
_| of Phnom Penh’s budget in those days, but 
пом as the aid has dried up and a peaceful 
Cambodia joins the Southeast Asian free- 
market frenzy, visitors to the capital who 
. once used to buy Russian caviar, vodka, 
^4. Bulgarian wine and the like can once again 
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sample all the trappings of a decadent 
Western lifestyle. 

For instance, one Phnom Penh diplo- 
mat who is fond of drinking beer told this 
traveller he had recently carried out a per- 
sonal survey of the number of foreign beer 
brands now on sale in the capital. He came 
up with 67 varieties from all points of the 
globe, even including a brew from Lagos, 
Nigeria. The average cost of a beer in 
Phnom Penh is less than US$1, which is 
around the duty-free margin. 

All this should have been good news 
for the 40-man Australian army contingent 
who arrived in Phnom Penh in early No- 
vember. The Aussies were part of the UN's 
advance guard to arrange communications 
and set up posts in the headquarters of the 
four still-armed Khmer factions as the first 
step towards a massive build-up of UN 
military and civilian personnel in the 
country. Full-blooded Australian males 
regard beer as part of their staple diet, and 
the troops fanning out in Phnom Penh 
certainly did not shy away from offers of a 
beer by grateful locals and curious for- 
eigners alike. But it was an open secret that 
one of the first consignment of supplies for 
the Australian contingent flown in aboard 
C-130 transports was 1.5 tonnes of Swan 
lager, donated by a flag-waving brewery. 


At a higher level, the Australians and French 
seemed to be engaging in a petty diplo- 
matic and protocol wrangle. The French 
apparently were not amused that the 
Australian troops arrived a few days before 
their 120-man army contingent for the UN 
force. Paris also lost a quest to make French 
the only language for the UN force, after 
the Australians, US and other Anglo- 
Saxons objected. But in à compromise a 
French general was appointed military 
commander of the force, while an Aus- 
tralian general was named as the com- 
mander of the full UN military force which 
will arrive in mid-1992. 

Meanwhile, other foreigners arriving in 
town were concerned with more down-to- 
earth issues. They were somewhat be- 
mused by the burgeoning rip-off system 
that awaited them. When Sihanouk made 
his dramatic return to the city on 14 No- 
vember, after nearly 13 years in exile, the 
foreign community comprising scores of 
UN officials and other relief workers from 
non-government organisations had swol- 
len with the arrival of some 500 members 
of the international press. And the Khmers, 
both in government and at street level, had 
a field day — a sad pointer to more ve- 
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nality and corruption to come. 

For starters, the visiting horde were 
each charged US$21 for their three-day 
visas, then at the Foreign Ministry it was 
US$30 each for the entry-permit faxes they 
had received to allow them to make their 
journey. There were similar charges for the 
visa extensions that everyone had to ob- 
tain. Charges for use of the scarce hotel 
direct-dial lines were exorbitant, of course, 
and a one-page fax to nearby Bangkok 
would cost around US$10, with much 
higher charges for more distant locations. 


The authorities almost inevitably homed in 
on the TV network boys. London-based 
Visnews, for instance, was charged a li- 
cence fee of US$19,300 to operate the port- 
able satellite transmitter its crew of six 
technicians brought with them. They had 
no option, because the Japanese networks 
had already sown up the government's 
only ground station. 

By and large the Khmers are pleasant, 
polite people, apart from the Khmer Rouge 
of course. But like the Thais "they adore 
money," as one long-term Phnom. Penh 
foreign resident put it. And like the Thais, 
with the prospect of a windfall of foreign 
business interest in the country's natural 
resources and tourism potential, plus an 
expected huge UN involvement, many 
Khmers are trying to make money like 
crazy. They do not have a very good ex- 
ample from a government where corrup- 
tion is rapidly becoming a way of life, with 
perhaps worse to come. 

One sector where prices are rocketing is 
property. The political upheavals over the 
past two decades, with hundreds of thou- 
sands of better-off Khmers resettling 
abroad and rural folk taking sanctuary 
along the Thai-Cambodian border, have 
meant that in Phnom Penh just about 
everyone lives in someone else's house. In 
a bid to make a fast buck before any en- 
suing legal wrangle over property titles 
when overseas Khmers return to roost, 
many residents are letting out their houses 
at inflated rents to the phalanx of foreign 
governments now looking for embassies 
and residencies, UN agencies and other 
foreigners. Buying a property is entering 
the arm-and-a-leg zone. High-rise build- 
ings and sprawling hotels are bound tc 
follow as investors gamble on peace and 
relative stability lasting. Then rueful nos 
talgia will set in among those who re 
member the old Phnom Penh, as it ha: 
done among those who once loved Bang: 
kok. | E 
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Our Daily Touchdowns 
ut Us On Top Of The League. 


Flying to the United States is a different 
ball game when you fly Delta. Because when 
you reach Delta’s West Coast terminals in L.A. 
or Portland, Oregon, you're quickly connected 
with our extensive U.S. route system, offering 
business travellers over 4,500 flights a day to 
more than 240 U.S. cities. 

Every step of the way, you'll enjoy 
Delta's unique brand of personal service. 
From quick, easy connections on the ground, 
to impeccable in-flight service you'll find 


only on Delta. The airline that's been first in 
passenger satisfaction among major U.S. airlines 
for 17 straight years.” 

And if you're a frequent traveller, Delta's 
Frequent Flyer programme adds value to your 
flights by rewarding you with mileage awards, 
good for free travel. 

For more information and reservations, 
see your Travel Agent. Or call Delta. 

With one of the largest route systems in 
the U.S., you couldnt be in better hands 


DELIA AIR LINES 


‘We Love b Fly And It Shows: 





Delta Air Lines offers flights to the United States from Hong Kong, Tokyo, Nagoya, Se 
Contact your Deltas reservations offices at: Auckland 793-370, Bangkok 237-6855, Bombay 204-2703, Guam 477-8843, Hong 
Manila 816-1126, Nagoya 561-6161, Okinawa 61-9696, Osaka 243-2525, Seoul 754-1921, Singapore 352-2816, Sydney 262-1777 Taipei 551-3656, or Tokyo 5275-7000 






Taipei and Bangkok 
5-5875, Jakarta 588-666, Karachi 510-416, Kuala Lumpur 232-4700 
? 1991 Delta Air Lines, inc 











MILLION 


REASONS TO CELEBRATE! 


1991 HAS BEEN AN IMPORTANT YEAR IN THE 
DEVELOPMENT OF DUBAI PORTS AUTHORITY 

In May of this year Dubai's two ports joined together to 
form Dubai Ports Authority. This merger allowed two 





Now well on the way to reaching the planned 






yearly throughput in excess of 1.2 million TEUs, 
DPA wishes to thank all of its customers whose 
continued support has enabled us to make this 
once competitive ports to join forces ensuring that achievement possible. 


the Shippers, Consignees and Vessel Operators in With such strong commitment and customer 


Dubai receive world class service. support, DPA has moved ahead with a major 
In the early morning hours of October 29th, DPA DUBAI PORTS investment plan for the 90's ensuring continued 
achieved another significant milestone by improvements within DPA to meet and exceed our 
handling its one millionth TEU for 1991. AUTHORITY customers’ requirements for the future. 


Marketing Dept. No. 07, P.O. Box 17000, Dubai, United Arab Emirates. Tel: 084-56578, Fax: 084-56093, Tlx: 47398 DPA EM. 





ARAB-ASIA AXIS 


s the year of the Gulf War comes to an end, the Arab 

states of the region are energetically tackling the task 

of restoring international business confidence. Eco- 

nomic growth is expected to accelerate rapidly as a 

result of the revival of business and consumer de- 
nand. 

Saudi Arabia is capitalising on its pivotal wartime role; Kuwait 
ias begun its US$30 billion reconstruction programme; the United 
\rab Emirates (UAE) are exploiting the strategic advantages of 
heir location and their entrepreneurial traditions; Bahrain has 
ypened the way for foreign companies to set up majority-owned 
iterests on the island, while Qatar is beginning to realise the 
tential of its North Dome gas field, the largest single concentra- 
ion of natural gas on earth, and Oman is developing its infrastruc- 
Jre and renewing its tentative steps towards opening up its scenic 
reasures to small numbers of discerning top-of-the-market tour- 
its. 

The Arab world is determined 
2 exploit to the full its value as 
n economic and trading linch- 
in, not only between Asia and 
Vestern Europe but also between 
isia and the Levant (the coun- 
fies surrounding the eastern 
Tediterranean such as Turkey), 
'outh Asia and Africa — the 
ateway to a market of more than 

bilion people. And with the 
ollapse of communism and the 
otential for economic develop- 
vent in Eastern Europe, Gulf 
usinessmen and officials perceive 
ew opportunities in that direc- 
on too. 

"The facilities here are ideal 
zr Asian companies hoping to 
ip into these new consumer 
iarkets,” said UAE economic 
nalyst, Abdul al-Hamoud. “We 
2gard Dubai as being in the mid- 
le of West Asia, and that's what 
ıe increasingly call the area,” said 
faurice Flanagan, managing director of Emirates, the interna- 
onal airline of the UAE. 

"West Asia is a region with a population of 1 billion and 
nmense economic potential. There are going to be enormous 
hanges over the next 10 to 20 years.” 

An indication of this burgeoning consumer market is that the 
iulf region has just surpassed Europe as the largest export market 
x the Ford Motor Co. factories in North America. Sultan bin 
ulayem, the chairman of the Dubai Ports Authority, says that 
isian industrialists — particularly in Japan and South Korea — 
re increasingly recognising the benefits of siting distribution and 
anufacturing plants at the Jebel Ali free zone in Dubai. 

"The Far East is becoming more and more expensive as a 
usiness base," said Sulayem, “and this is enhancing the attraction 
f using Jebel Ali as either a manufacturing or distribution centre. 





Dubai's Port Rashid: burgeoning Gulf trade 





The Gulf region offers as incentives to investors abundant and 
inexpensive energy, plentiful labour with a varied range of skills 
and efficient infrastructure and administrative support." 

With clear appreciation of the potential for lucrative business 
opportunities in the post-war Middle East, trade missions from the 
Far East have been quick to call. In recent months there have been 
visits to the Gulf by official groups of businessmen from South 
Korea, Taiwan, Hongkong, Thailand and the Philippines. 

Similar delegations have come from Britain and Germany and 
there have been scores of independent businessmen from the US 
and Europe in the region, leading some economic analysts to talk 
of an international race by business interests anxious to gain a 
share of what is certain to be an expanding market. Certainly a 
significant rise in imports to the region is expected as Kuwait, Iran, 
and eventually Iraq, embark on rebuilding projects. 

"The war drew armies from all over the world because of the 
importance of this region," said 
one Gulf banker. "Peace is also 
drawing armies — but from the 
economic sector." Saudi Arabia 
and other Gulf states are prepar- 
ing to resume many of the 
projects that have been on hold 
because of the conflict. The fo- 
cus of spending will be on meas- 
ures aimed at easing reliance on 
oil by a process of industrialisa- 
tion based upon the region's natu- 
ral resources. At present the six 
states of the Gulf Cooperation 
Council — Saudi Arabia, Kuwait, 
the UAE, Bahrain, Oman and 
Qatar — still depend on oil for 
8096 of their income. 

Considerable effort is being 
exerted, however, to lessen that 
dependence. "The Gulf area is 
marching steadily towards indus- 
trialisation,” said Abdul Rahman 
Al-Mutaiwee, director-general of 
the Dubai Chamber of Commerce 
and Industry. It is doing so, to a 
considerable extent, by a careful and effective mix of private and 
state enterprise and joint ventures with international corporations. 

Kuwait alone is expected to import goods worth US$20 billion 
for its post-war rebuilding. In the oil sector, Saudi Arabia, the UAE 
and Iran are projected to spend more than US$40 billion to boost 
output capacity. The economic inter-relationship between the Arab 
world and Asia was highlighted in 1990 when, despite the occu- 
pation of Kuwait by Saddam Hussein's army and the UN embargo 
on trade with Iraq, Japan and the other Asian countries saw their 
trade with most of the Middle Eastern states continue to grow. 

The rising cost of oil and gas imports pushed up the value of 
Japan's total imports by almost 47% to US$34.7 billion while 
total sales to the region grew by 18% to US$11.9 billion, with 
Saudi Arabia and the UAE along with Iran proving to be the 
largest export markets for Japanese goods. 





This special supplement was written by Michael Knipe 
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Although the cost of the war to the region was formidable, its 
impact on the Gulf states was less than initially feared. The costs 
to Saudi Arabia, the UAE, Bahrain, Qatar and Oman were off-set 
by oil receipts of US$7 billion, 60% higher than in 1989. 

The governments, industrialists and trading entrepreneurs of 
the Middle East emphasise that throughout the crisis the overall 
stability of the region was maintained and international confidence 
held up well in the circumstances. The comparative advantages of 
the Gulf as a manufacturing base or transit point are regarded by 
the Arabs as their economic master-card. The availability of cheap 
energy and low-priced petrochemical and gas feedstock is matched 
by the sophistication of the region's transport and telecommuni- 
cation links and growing local consumer demand. 

By the turn of the century, the Gulf countries will constitute the 
largest collective market outside the OECD and Eastern Europe. 
They will have a population of more than 27 million with a GDP 
of US$250 billion and an almost unrivalled per capita spending 
power. Meanwhile, as the international community begins the 
move out of recession, the Gulf states are benefiting from rising 
demand for oil and the prospect of higher exports of petrochemi- 
cals, aluminium and other industrial products. 

The region's faith in its strategic potential to both East and 
West was bolstered by a recent Korean Trade Promotion Corp. 
report which urged South Korean firms to use the 42 free trade 
zones in the Middle East to gain storage facilities and access to 
markets. Such zones exist in Tunisia, Morocco and Jordan but 


because of their longstanding free-market traditions, the Gulf state: 
believe they should provide the greatest attraction to Asia. 

When Taiwan staged its first Middle East trade show at the 
Dubai World Trade Centre in August, the 72 Taiwanese compa: 
nies participating reported a response that exceeded all their ex 
pectations, said Al-Mutaiwee of the Dubai Chamber of Commerce 

A nine-member industrial delegation from South Korea whic 
visited the Gulf seeking investment opportunities to bridge its oil 
induced trade gap with the region was also favourably impressec 
by the facilities available, said Seok-Hyun Park, director of the 
South Korea Trade Centre in Dubai. South Korea's trade with the 
six nations of the Gulf Cooperation Council amounted to onl 
US$1.7 billion last year, a fraction of the Gulf's total imports o 
more than US$50 billion. Only Bahrain which does not export oi 
to South Korea suffered a deficit in its trade with Seoul. 

Saudi Arabia enjoyed a surplus of US$985 million, Oman o 
US$1.15 billion and the UAE of US$647 million. South Korear 
trade with Kuwait, despite the sale of a US$131 million tanker 
declined to US$741 million. 

The Gulf states are also anxious to tap more effectively intc 
direct Japanese investment in the region. Such investmen 
amounts to only US$33.5 billion accounting for only 1.196 o 
Japan's global total. Gulf analysts are confident however that the 
enhanced stability of the region, together with the availability o: 
skilled labour, efficient management and tax incentives will induce 
a gradual extension of Asian investment in the Arab world. + 





Kuwait’s fires out 
ahead of schedule 


he huge plumes of orange and crimson flame rolling and 

roaring thousands of feet up into the sky in constantly differ- 
ing formations have been extinguished. The rolling black clouds of 
pollution have become invisible and the great gushing geysers of 
black oil spouting hundreds of feet up out of the sand have been 
capped. 
But the blackness of the oil-stained desert sand remains, stretch- 
ing kilometre after kilometre and resembling reefs of coal slag 
rather than sand dunes. And across it lie puddles, ponds and huge 
lakes of disgorged oil — more than 20 million barrels of it — their 
surfaces shining and still, grim reminders of the appalling environ- 
mental devastation wrought on Kuwait's oil fields by the defeated 
Iraqis and of the immense clean-up operation still to be completed. 

Sucking up the oil lakes — it is hoped at the rate of 100,000 
barrels a day — is the current priority. The hope is to pump the 
spilt oil through pipelines into storage facilities for settlement and 
its eventual sale as poor quality “weather crude.” 

Each day for nine months 6 mil- 
lion barrels of oil were burned off and 
70 million m? of smoke were belched 
into the sky producing 20,000 tonnes 
of sulphur dioxide, 250 tonnes of 
carbon monoxide, 500 tonnes of ni- 
trogen oxide and 1,500 tonnes of 
sulphur particles each day. It was cer- 
tainly one of the worst man-made 
environmental catastrophes of all time. 

Kuwaiti officials have put the cost 
of dealing with it at US$1.2 billion 
and scientists say they cannot yet pre- 
dict the long-term effects of the pollu- 
tion 


Another remaining hazard is the 
unknown quantity of unexploded shells 
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Ahmad Al-Rayyis: Kuwait's chief fire-fighter 


and mines buried in the sand or lurking in the oil lakes. But wher 
this month, the Emir of Kuwait ceremonially capped the last of the 
732 oil wells that had been put to the torch by the departinc 
Iraqis, he did so four months ahead of schedule. Kuwaitis are 
proud of this achievement and believe it has set the tone for the 
massive reconstruction programme which is already under way. 

Drilling for oil has also been speedily resumed. "The situatior 
is changing very rapidly," said Ahmad al-Habeeb of the Kuwait 
Petroleum Corp. “In terms of reconstructing terminals and storage 
tanks and recommencing drilling, everything is happening muck 
faster than expected." By the end of December oil production i: 
scheduled to be 400,000 barrels a day compared with a pre-war 
production capacity of up to 2 million barrels a day. And by thi: 
time next year, says Kuwait's Oil Minister, Hamoud Abdullal Al. 
Raqba, production should be back to its pre-war level. 

Kuwait City today displays remarkably few outward signs of the 
devastation caused by the invasion, occupation and the wholescale 
looting and savage destruction that preceded the Iraqi retreat 
Electricity and water supplies were quickly restored with the help 
of the US Army Corps of Engineers and a few foreign contractors 
Across the high-rise skyline there are only a few blackened build 
ings standing out like decayed teeth. Although less than half th« 
pre-war population has so far returned, roads have been repairedi 
old cars recovered or new ones ac 
quired and there are even a few traffie 
jams in the city centre. 

Some of the city's indoor shop 
ping complexes are still closed, the? 
stores ransacked and unrepaired, bui 
others have returned to the glass-andl 
marble opulence of pre-invasion time: 
and are, once again, displaying the 
designer-label Western consume: 
goods that appeal to Arabs with ex 
travagant tastes and deep pockets. 

For the moment, with so few peo 
ple in town, business is quiet. Th« 
emirate has only about 250,000 Kui 
waiti nationals and a similar numbe: 
of non-nationals compared to the pre 
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war total of 500,000 nationals and 1.5 million non-Kuwaitis. But H . 
a massive logistical operation has been undertaken with consider- Dubai reaps benefits 


able success to get the economy moving sey I: д 
Foreign businessmen — the vast majority of them American — 
roam the hotel foyers, but they have to exercise considerable of expansion programme 
patience as it is taking months rather than days to win contracts. 
Myriad essential items are being imported from pens and paper Di: response to the war in the Gulf was to keep its airliners 
clips to trucks and bulldozers and from carpets to computers. But flying and to accelerate the development of its trading and 
faced with the huge demand for air-freight, one of the biggest tourism infrastructure. Immediately after the lraqi invasion of Kuwait, 
problems is the shortage of freight handling facilities. Some ofthe the city-state's own Emirates Airline opened up new direct air links 
bigger private companies have resorted to chartering Boeing 747F with Hongkong, Bangkok, Manila and Singapore, as well as with 
freighters to fly in equipment. Half the country's 500,000-strong London's Heathrow. 
road transport fleet was stolen or destroyed during the war. "Our predictions of passenger volume on the new routes took 
About US$1 billion worth of damage was done to the telecom- а bit of a hammering,” conceded Maurice Flanagan, Emirates 
munications system; damage estimated at US$500 million was managing director. “But | think it got the right message across. 
done to equipment of the print and broadcasting media; the cost For a certain period we were the only airline flying into and out 
of repairing hotels is expected to be US$500 million and the of Dubai." 
extent of losses from shops and wholesalers is put at US$1 billion. And as the fighting began at the top of the Gulf. the Dubai 
In October, as an alternative to liquidating any of its huge overseas municipality calmly went ahead with an ambitious construction 
assets, the Kuwaiti Government began seeking a US$5 billion programme for a Dh 200 million (US$54 million) extension of the 
syndicated loan to finance the reconstruction programme. The dhow wharf along the creek running through the centre of the 
governor of the Central Bank of Kuwait, Sheikh Salem Al Sabah, city. The project will create an international standard golf course 
said later that the speed with which the oil fires were extinguished in the heart of Dubai — the emirate's second — together with 
and oil production resumed meant that this original estimate of four new 32-m-wide piers providing berthing facilities for some 
needed borrowing had been drastically reduced. 220 dhows and an adjoining complex of offices, shops and other 
| Some Kuwaitis and some expatriate analysts express concern support services. 
` that having regained its freedom Kuwait is falling victim to past These actions by the aviation and municipal authorities were 
. weaknesses and failing to make the best use of this period of displays of confidence thoroughly in keeping with Dubai's swash- 
` recovery. The immigrant population : buckling style of business. The second 
from South and Southeast Asia is ris- » largest of the seven desert shiekhdoms 
ing rapidly again as the demand grows that make up the United Arab Emir- 
_ for labour and Kuwaiti households seek tes, it is also the UAE's — indeed 
. maids and other servants. The gov- the Gulf s — predominant entrepot. 
. emment speedily indulged individual A similar approach to the war was 
Kuwaiti citizens by paying off US$4.9 adopted by Sultan bin Sulayem, the 
billion owed in housing and consumer chairman of the Dubai Ports Author- 
loans but the banking, industrial, and ity which runs Port Rashid and the 
. agricultural sectors were left with no Jebel Ali Free Zone. 
-= clear indication of what the govern- Faced with shipping trade coming 
ment's economic planning would en- to a complete halt because of the 
. tail and how it would affect their fund- conflict, Sulayem boldly authorised his 
. ing. officials to deposit large bank guaran: 
А Banks were given no indication of tees with Lloyds of London as wai 
_ what decision would be taken over risk cover for any clients prepared tc 
.. debts owed to them, said one eco- Maurice Flanagan: Emirates kept flying. continue trading. “I think we were the 
nomic analyst. “There are queues of only people to take such action anc 
international industrialists wanting to supply Kuwait with building shipping lines regarded it as a very positive thing to do,” saic 
materials, consumer goods, foods, plastics, chemicals and numer- Ѕиаует. 
` ous other goods needed for the reconstruction programme but Along the Creek, a natural deep-water inlet, which provides 
` everything hinges on decisions being taken on economic policy, Dubai's historical lifeblood, dhows are nowadays moored six-deer 
the status of bad debts and the support that will be given to — because of trading activity across the Gulf. The wharves are pilec 
provide credit to traders," said one economist. high with goods destined for Iran, many of them reflecting the 
Under the Central Bank blue-print insolvent debtors will have burgeoning Arab-Asia trading links at their most basic: Captair 
their borrowings rescheduled over 20 years. There will be a three- Oats porridge and Malapine canned pineapples from Malaysia 
year moratorium before repayments start and interest will be written OKT vegetable cooking oil from Singapore; sacks of rice fron 
off by the government. But the most crucial issue for the govern- Thailand, Shanghai silk and shoes from mainland China, shirt 
ment is how to structure post-war Kuwait's population balance, and electrical goods from South Korea; Attache cases from Tai 
not only between Kuwaitis and non-Kuwaitis, but also the skill wan, refrigerators, televisions and radios from Japan. 
structure of the labour force. Most of the goods are destined for Iran, a major recipient o 
The government has three options: it can restrict the non- Dubai's re-exports. The invasion of Kuwait all but wiped out trad 
.. citizen population to 40% of the overall total and adjust all eco- ing in the Gulf last year from August onwards but, despite that 
hi пот activity to.that pattern; it can allow the population to grow Dubai's non-oil trade rose by 13.2% over the year. 
`, to 4 or 5 million and extend the benefits of citizenship to varying "The war was an interruption, nothing more," said one Dube 
МЄ ees; of it сап set a production base and decide on the opti- analyst. Primarily as a result of near record trade in the first sever 
_ mum population required to achieve it by offering selective nation- months, imports rose by 15% to US$11.58 billion. Of this 
ality. "The question of Kuwait's population balance is the question US$3.17 billion was re-exported. The volume of re-exports reache 
a ‘around which every other question circulates,” said one locally 3.78 million tonnes compared with 2.37 million tonnes in 198€ 
pe Seed analyst. Ф With the end of hostilities, trading momentum perked up quickl 
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The people and government of Kuwait 
are doing everything they can to 
extinguish the hundreds of burning oil 
wells in the desert as quickly and 
efficiently as humanly possible. Not 
only for their own well-being but that of 
the environment of the whole world. 


Kuwait Airways are helping in every 
way we Can; with assistance and 
transport of technical personnel and 
vital equipment; for a better 
environment, clear skies, and peaceful 
times ahead.... 
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and rose even faster. Kuwait-bound cargo handled by Dubai ports 
was 54% higher in July this year than it was in the month before 
the invasion. 

“The ramifications of the war have strengthened Dubai's posi- 
tion as the natural gateway to the region,” said Lawrence Mills, 
chief executive of the Dubai Commerce and Tourism Promotion 
Board. 

The Kuwait Petroleum Co. set up a temporary base at the 
UAE's Jebel Ali free trade zone, which has also become the 
external focal point of the Kuwait reconstruction programme. 
Dubai's role as a transhipment centre for goods destined for Kuwait 
was reflected by the decision of the Kuwait authorities to open 
customs offices at both Jebel Ali port and Dubai airport. 

“During the occupation and war Dubai was close enough to 
feel in contact and far enough away to be safe,” explained a 
Kuwaiti official. "It's only natural that it will have a pivotal role in 
rebuilding our home.” Dubai has also provided a perfect launch 
pad for business with Iran as the Persian state emerges from its 
seven-year conflict with Iraq. 

In the past four years, trade between the two countries has 
leapt from Dh 770 million (US$11 million) to Dh 2.5 billion with 
Iraq becoming the leading recipient of Dubai's re-exports. Dubai's 
pre-eminence as the leading entrepot for the region is the result 
of a combination of factors including its geographical position at 


the cross-roads between three continents and its long traditions of 
being a trading and shipping hub. 

Many emirates businessmen believe Dubai can become the 
Hongkong of the Middle East and possibly even replace the Asian 
trading station after the British colony reverts to mainland China's 
control in 1997. 

Dubai has no taxes on profits or incomes and offers complete 
freedom of capital movement and its attraction for foreign inves- 
tors lies in its potential both as a distribution centre and a manu- 
facturing base. In addition to its international airport and its creekside 
docks, the emirate has two major sea-ports — the world’s largest 
man-made port at Jebel Ali, 32 km southwest of the city and Port 
Rashid at the mouth of the Creek, which last year handled 10.2 
million freight tons. 

The free-zone alongside Jebel Ali port offers manufacturing, 
storage and distribution facilities including 70,000 m* of covered 
warehousing and 750,000 m? of paved open space. Incentives 
offered to incoming industrialists include 10096 foreign ownership. 
a renewable 15-year tax-free guarantee, unlimited transfer of prof- 
its and capital; exemption from import/export duties and no visa 
restrictions. More than 350 foreign companies are now estab- 
lished in the free zone. 

If Dubai — and the Gulf region generally — has a problem it 
is one mostly of perception. "There are still too many people in 






Airlines poised for recovery 






the lost aircraft and the rest of its 
ageing fleet. Gulf Air is to increase its 
passenger capacity by 2096 within the 





| AS of at least 896 in the number 

of airline passengers in the Middle 

East is forecast by the International Air 

Transport Authority over the next four 

years and the aviation sector in the re- 

gion is set to take full advantage of the 
recovery. 

Kuwait Airways and Gulf Air — the 
airline jointly owned by Abu Dhabi, Bah- 
rain, Oman and Qatar — have begun to 
overcome the immense losses they sus- 
tained as a result of the conflict with Iraq 
and have embarked on the modernisa- 
tion of their aircraft fleets while Emirates, 
the international airline of the United Arab 
Emirates, is also increasing its fleet of 
aircraft and extending its routes. Saudia, 
Saudi Arabia's carrier, ran a skeleton 
service during the fighting but is back to 
normal. 

Middle East passenger traffic fell 
by 7096 and freight traffic by 6396 
at the height of the conflict in Feb- 
ruary but it picked up rapidly in the 
aftermath. The war cost Kuwait 
Airways virtually two thirds of its 
fleet, its headquarters, its operating 
infrastructure and its computer res- 
ervations system. The airlines direc- 
tor-general, Ahmad al-Zabin, esti- 
mated that the damage and lost rev- 
enue totalled at least US$1.6 billion 
compared to annual profits of 
US$44 million on a turnover of 
US$428.8 million. 

Despite the disaster, the airline 


continued to operate during the occupa- 
tion by opening a temporary operational 
base in Bahrain and temporary headquar- 
ters in Cairo and is now forging ahead 
with reconstruction plans. The airline's 
commercial director, Sheikh Talal al 
Sabah, said a new headquarters near the 
international airport should be open by 
the middle of 1993. 

A programme to rebuild the airline's 
fleet began with the signing of a US$2 
billion contract with Airbus for up to 24 
new aircraft. This included firm orders 
for three A320 narrow body jets. three 
A310 and five A300 wide-bodied airlin- 
ers and four A340 four-engined long- 
range aircraft. Options were also taken 
on a further nine Airbus aircraft. 

The airline's long-term aim is to ac- 
quire 19 new jets by 1997 replacing both 






Luxury car raffles boost Dubai airport facility. 
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four-year period. The airline’s president 
and chief executive, Salim bin Ali Nasser 
Assiyabi, said negotiations were well 
advanced for new destinations for Gulf 
Air in the Far East and Europe and the 
airline would soon restore its route-shar- 
ing agreement across the Atlantic. Gulf 
Air, which carries about 5 million pas- 
sengers annually, expects its passenger 
levels to reach 7.65 million by the year 
2000. 

The war cost the airline a loss of 
US$95 million in 1989-90 and an ex- 
pected loss of US$114 million in the cur- 
rent financial year. The chairman of the 
Gulf Air board, Yousuf Shirawi, said the 
airline had rationalised its loss and was 
preparing to modemise its fleet of air- 
craft by purchasing six more Boeing 767 
airliners over the next three years and in 
1992 would take delivery of its first 
Ё Airbus A320. 

3 Тһе financing of Gulf Air's fleet 
i modernisation is regarded as an 
{ indication of the confidence the 

international banking system has in 
the Gulf region following the Ku- 
wait conflict. The Dubai-based Emi- 
rates airline's chairman, Sheikh 
Ahmed bin Saeed Al Maktoum, 
said: “In the Far East we are con- 
sidering services to Taiwan, Malay- 
sia, Korea and Japan, in addition 
to our current operations to Bang- 
kok, Manila, Singapore and Hong- 
kong.” + 
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AKAB-ASIA AXIS 





Asia and elsewhere in the world who lump everything and every- 
one in the Middle East together and see the region as one fraught 
by instability,” said an emirate economic analyst, Abdul Al-Hamoud. 
“In fact, the region and the Gulf states in particular, have demon- 
strated their stability in no uncertain fashion throughout two Gulf 
wars.” 

In this respect one benefit of the conflict over Kuwait was that 
it made the geography of the region better known internationally 
so that more people have begun to appreciate the investment 
possibilities. At the Jebel Ali free zone, Sultan Bin Sulayem said 
about eight companies a month were deciding to locate either 
manufacturing or distribution facilities at the zone. 

The response from businesses in the Far East, especially Japan- 
ese and South Korean, was particularly encouraging. In recent 
months a number of Japanese companies have relocated their 
Middle East regional offices to Dubai including the Brother Inter- 
national Corp., Fujitsu General, Hitachi 


Port Rashid, Port Jebel Ali and the free trade zone. The DP 
works in close liaison with the Civil Aviation Authority to coorc 
nate the increasingly significant sea-air cargo traffic which cor 
bines the economy of shipping with the speed of air transport 

Vessels from the manufacturing centres of the Far East can t 
unloaded at Port Rashid or Jebel Ali and their cargoes broke 
down for onward shipment by air to various markets in Europ 
To facilitate the transfer from sea to air, a new purpose-built carc 
village has been established at the airport which is being use 
already by 37 cargo agents and 23 airlines. 

Another innovative step at the airport has been the promi 
tional action of the Dubai Duty Free shop in offering 1,000 raff 
tickets for a luxury car at a price to incoming and transit airlir 
passengers of just US$138. More than 60 cars have been wo 
this year including a Porsche, a Mercedes, a BMW and a Roll 
Royce Comiche. The chances of winning are such that som 
people fly into Dubai simply to buy 





Ltd, Mitsui Marine & Fire Insurance 
and Nippon Steel. 

Other new arrivals have been Citi- 
zen Watches, Beltexco and Martin 
Emprex Ltd from Hongkong, 
Botonggang Corp. and Shinwha Eng. 
& Construction from South Korea, 
Cristal Garments, Royal Industries and 
SW Panel Products from Singapore; 
and five companies from India. 

In a measure aimed at pooling re- 
sources and streamlining procedures, 
the Dubai authorities last May estab- 
lished the Dubai Ports Authority (DPA), 
which brought under one management, 


9 


Loading dhows in the Gulf. 













AVANT-GARDE 





HARJAH TWIN PORTS 


You're bound to see the advantages 


жеу 


` | 2 raffle ticket. 

The Dubai Duty Free shop pic 
neered in the Middle East the concey 
of providing a wide range of untaxe 
goods for airline passengers, primaril 
as a service which would have the effe 
of promoting the emirate, both as 
destination and as an attractive stor 
over on journeys between Asia an 
Europe. 

“Even after two Gulf wars, our chie 
problem remains one of perception an 
recognition," said a Dubai official. “Bu 
once people realise where we are an 
what we are, they don't forget us." 
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New dynamism in 
post-war Bahrain 


LE the aftermath of the war over Kuwait, a new mood is appar- 
ent in Bahrain. The island state's proximity to the conflict and 
involvement as a base of air and naval operations for the US-led 
multinational force has enabled it to shake off the incumbrances 
of some aspects of its heritage and to open itself up more fully to 
the competitive realities of the 20th century. 

"The war focused people's minds on the need to break out of 
the old mould and embrace the international 
business community with more vigour," said 
an expatriate official in Manama, the capital. 

Although it was the first of the Gulf states 
to discover oil nearly 60 years ago, Bahrain 
retained its island insularity and its natural re- 
serve. Its dealings with the West and the Far 
East sometimes tended to appear less than 
whole-hearted. Although it had long tolerated 
the consumption of alcohol (unlike its neigh- 
bour Saudi Arabia), its sense of reserve was in 
marked contrast to the more outgoing, lassez 
faire approach of its down-the-Gulf rival, Dubai. 
But all that seems to be changing in the wake 
of the conflict. 

"The war was good for Bahrain," said one 
businessman frankly. “It caused people to real- 
ise that they were no longer living in some 
sleepy backwater. They discovered that, whether 
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Balco's Al-Doseri: met commitments 
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they liked it or not, they were at the centre of things; and they 
began to realise that if they wanted to participate fully they would 
have to get up and do so properly." 

A good illustration of war-induced initiative in Bahrain was the 
reaction of Balco, the Bahrain Saudi Aluminium Marketing Co. to 
the conflict. 

"We never stopped shipping,” said Salman Al-Doseri, the deputy 
general manager. "We decided we had to meet our commitments 
whatever the cost was in additional insurance levies." At one stage 
these were four times higher than normal. 

Balco reacted quickly in the immediate consequences of the 
Iraqi invasion by moving 3,000 tonnes of finished projects to 
Singapore, using any ship available, in the realisation that shipping 
schedules would quickly be upset. 

"The war was a good test of our initiative," 
said Hussain ALAli, Balco's sales manager. 
"And I believe we passed with distinction.” 

As the willing host of American and British 
air and naval units, Bahrain invited — and was 
within range of — military attack from the 
Iraqi forces during the confrontation. The is- 
landers had to prepare themselves for missile, 
and possibly nerve gas, attacks. They did so 
unflinchingly. 

"There's a new sense of maturity about the 
place now,” an expatriate official observed. The 
new mood manifests itself in the way 
Bahrainees readily share war reminiscences 
(some even sheepishly admit that peace seems 
almost like an anticlimax after the tensions 
created by the air-raid warnings). 

In practical terms, the new mood is most 
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vividly illustrated by the government's decision to allow foreign 
investors to take a 100% stake in any business they set up in 
Bahrain instead of insisting on 51% Bahrainee ownership. This 
decision reflects a profound change of emphasis in the approach 
to business by the Emir and his government. The authorities have 
also bequn a determined campaign to cut the unnecessary red 
tape that has strangled much business initiative in the past. 
Furthermore, they have launched a comprehensive industrial 
development plan and embarked on an open-skies civil aviation 
policy. 

Bahrain's new, more thrusting approach was evident in its 
decision to stage a “Rebuild Kuwait” exhibition this month, a 
promotional exercise aimed at establishing the island's potential as 
an operational base for international companies involved in the 
reconstruction effort. 

For years, the authorities in Manama took a more laid-back 
approach to international trade. They had cautiously restricted 
entry to the island, blocking contacts with communist-bloc coun- 
tries, diverting in the process potential business contacts to the less 
fusty UAE. Now virtually everyone is welcome. 

While the Emir, Sheikh Isa bin Sulman Al Khalifa, and his aides 
have naturally been energetically fostering the 
close relations developed during the crisis 
with Washington, closer contacts are also 
being pursued not only with the free market 
centres of Japan and Southeast Asia but with 
China and the former Eastern bloc countries 
of Europe. 

The need for this new approach is redou- 
bled by the fact that Bahrain is facing the 
inter-related challenges of a seemingly termi- 
nal decline of its oil wealth and an explosive 
population growth. Crude oil production is 
currently averaging only around 40,000 
barrels per day and unless new deposits are 
found, reserves could be exhausted by the 
end of the century, when the Bahrainee la- 
bour force will have doubled and the number 
of under-25's will have risen by 20096 from 
80,000 to 285,000. There are currently an 
estimated 326,000 Bahrainee nationals with 
another 150,000 non-nationals on the is- 


If the dwindling oil reserves are the bad 
news for Bahrain, the good news is that the island’s gas reserves 
will last 30 years at current levels of use and offer a substantial 
base for industrial expansion. During the 1980s, Bahrain made 
some progress in diversifyng from oil by developing its reputation 
as a regional financial centre and promoting its services sector. 

In an attempt to build upon this and to project the island's 
attractions as a regional hub, three government ministries — fi- 
nance, development and industry, and commerce and agriculture 
— have established a marketing and promotions office to attract 
foreign investment to Bahrain. The aim is to simplify the proce- 
dures and to facilitate what it terms fast-track methods, for foreign 
businessmen to set up shop on the island. Foreign investment is 
regarded as crucial and the government is hoping to attract it 
particularly from the Far East as well as from Europe and the US. 

The primary inducements are the island's history of stability, its 
labour resources, its commercially strategic locality in the central 
Gulf region, speedy freight and passenger transport facilities and 
the sophisticated banking and telecommunications infrastructure. 
Some Bahrainees believe that in past years the potential for de- 
veloping these resources was not pursued with sufficient vigour. 

In the prevailing atmosphere, however, Bahrain seems deter- 
mined to adopt a more high-profile image and, indeed, to chal- 
lenge Dubai's claim to be the dynamic motor of the region. Indica- 
tive of this was the view expressed by a Bahrainee aviation official. 
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“Eventually, Bahrain will influence the northern Gulf and Dubai 
the southern Gulf.” 

It is unlikely that the merchants of Dubai — who tend to regard 
Bahrainees as less dynamic country cousins — would willingly 
accept any curtailment of their economic influence. 

Meanwhile, Bahrain is steadily improving its infrastructure and 
its programme of diversification. A new US$80 million passenger 
terminal building has just opened at Bahrain's international air- 
port, giving the island the most up to date terminal in the region 
— {аг more modem than Dubai's, locals like to point out. Seven 
air-conditioned air-bridges link aircraft directly to the terminal and 
passenger capacity has been increased from 3 million to 10 mil- 
lion. 

In another inducement to attract foreign investment, the gov- 
emment is planning to develop two new industrial sites, at Hidd 
and Sitra, at least one of which will be a free zone. In the past 
the authorities have leased sites to commercial concerns and left 
them to install whatever facilities they need but this time, all infra- 
structure facilities such as water, electricity, roads and drainage will 
be provided. It is the first such turnkey project in Bahrain. 

Within a year work will also begin on a new BD 100 million 
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(US$265.2 million) superport at Hidd which will double the cur- 
rent port's capacity from 200,000 containers a year to 400,000 
and be able to handle the biggest ships into the next century. 

Bahrain's major industrial export-earner is Aluminium Bahrain 
which by 1993 will have completed a major expansion of its 
smelting facilities. The expansion will give the company the largest 
smelter under one roof in the Western world. By July next year, 
capacity will have risen from 210,000 tonnes a year to 280,000 
tonnes and on completion in 1993, capacity will be up to 460,000 
tonnes a year. Once completed, one third of production will be 
exported to the Far East. 

The Bahrain Government has set aside US$385 million for 
development projects for each of the next two years. The projects 
include water and electricity plants, a second crossing between the 
capital, Manama and the neighbouring island of Muharraq, a hospital 
and a second dry dock for the Arab Shipbuilding and Repairyard 
Co. Bahrain's Development and Industry Minister Yousif Shirawi 
believes that in the wake of the two Gulf wars, the island’s economy 
is set to boom. 

The new stability combined with the increasing world demanc 
for oil from the Gulf, said Shirawi, would translate into increasec 
economic development in the region. He predicted there would be 
a boost for building and construction and a bigger boom in indus 
trial activities. 9% 
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From the land of the vanquished to the land of the economic juggernaut. 


And the winner ts... 


By Susumu Awanohara in Washington 


Thomas Sheehan, a 
former US Air Force of- 
ficer and now a defence 
consultant, says he wants 

“to put Japan out of business in America 
In May, he founded a political group 
named Americans for Fair Play. “As a 
businessman who is sick and tired of 
watching the Japanese lie, cheat and steal 
in the American marketplace, I have de- 

cided to personally do something about it 
he wrote, urging “loyal Americans" to join 
him. “Please send me just US$1,000 
US$5,000 or US$10,000 from your company 
or personal account Help me now to 
turn back the Japanese before it is too late." 
Sheehan's fundraising effort seems to 
have been a flop. He claims he has had a 
"flood of mail supporting the goals of my 
organisation," but concedes that his strug- 
gle will take time. Nor has America's 
smouldering irritation at Japan's economic 
challenge turned into a "prairie fire" 
fanned by the memory of the Japanese at 
tack on Pearl Harbour 50 years ago, as 
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Sheehan had hoped and as many Japanese 
— in government, business and above all, 
in the media had prophesied 

US feelings towards Japan have indeed 
deteriorated in the past few years, particu 
larly among elites, prodded partly by the 
growing influence of what is called the re- 
visionist school of thought on Japan. But 
there are plenty of signs that Americans 
remain levelheaded, and the worst kind of 
racist attacks on Japan which some 
Japanese nationalists would welcome to 
prove a point — are being kept at bay 

Even before the Gulf War 
Japan was seen here to be a grudging ally 


in which 


- negative views about Japan were as- 
cendant, according to a series of Gallup 
Organisation polls taken for the Japanese 
Government. “Unfair trade practices" as an 
explanation for Japan's US$40 50 billion 
trade surplus with the US was gaining and 
"good quality of products 
the polls, and, increasingly, Japan's eco- 
nomic performance was seen to pose a 
threat to US interests. 

At least some observers are convinced 
that the US media coverage of Japan has 


was losing in 
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become more negative. Foumiko Kome 
tani, a Japanese author who has lived ii 
the US for 30 years, wrote in The Los An 
geles Times that whereas in the old day: 
Japan was not mentioned in the US pres 
unless major accidents or natural disaster 
occurred, today there are many Japan sk 
ries dailv. "But this abundance of riche 
has left me both confused and frightenec 
Not only are these stories different in ton 
and substance than ones I [see in the Ја 
panese media], but they all seem to con 
municate the same singularly dark in 
pression of Japan and the Japanese.’ 
Recounting how she had left Japa 
“because of its archaic racial prejudices an 
demeaning gender practices,” she nont 
theless warned Americans against “the ir 
creasingly dangerous rise of both subt 
and not-so-subtle Japan bashing.” 
Whether or not US media treatment « 
Japan is more negative these days is dift 
cult to determine, but some observers pou 
to such programmes as the major publ 
television series on US-Japan trade, Amer 
can Game, Japanese Rules as an example : 
the growing influence of the revisioni 


school of thought. Others point out that 
while recent US press features — noise 
pollution, lax abortion rules, the position 
of women, smoking habits, “examination 
hell,” death from overwork and the like — 
are all valid subjects, they tend to bring out 
the strange aspects of the Japanese charac- 
ter. 

Then there are the television commer- 
cials. One particularly blatant General Mo- 
tors commercial in 1990 showed a running 
car with a bold caption saying “Christmas 
2001.” Then the announcer intoned darkly: 
"Imagine, a few years from now. It's De- 
zember and the whole family is going to 
see the big Christmas tree in Hirohito 
Centre.” After a pause, the announcer went 
эп: "Go on, keep buying Japanese cars," 
while a caption read: “Enough already." 

Film experts are not terribly worried 
ibout Hollywood's Japan bashing, particu- 
arly now that big Japanese capital has 
nade significant inroads into the film capi- 
al. They do point to Kinjite: Forbidden 
subject — one of Charles Bronson's re- 
renge films — in which he plays a tough 
-0s Angeles cop whose daughter is sexu- 
dly harassed on a city bus by an elite 
apanese businessman. Another Asian ap- 
years in this film as a kingpin of a (white) 
hild prostitution ring. 

Despite these, many report that the feel- 
ng towards Japan at the US grassroots is 
ar from all negative. Although complaints 
bout Japanese employment practices are 
aounting, there is also appreciation that 
he Japanese are providing jobs. Peter Bull, 

n independent documentary producer 
vho has talked with workers in US-Japan 
teel joint ventures, characterises the com- 
лоп worker attitude: “They say, ‘Thank 
;od the Japanese are here; the [US] com- 
any dropped the ball but the Japanese 
ame in and put up the money to save it’.” 

Bull also filmed a re-enactment of the 
ipanese attack on Pearl Harbour over a 
ornfield near Austin, Texas in May, and 
oted that the attitude of the onlookers 
inged widely. The spectacle featuring 
intage US and Japanese aircraft seemed 
» rekindle anger at Japanese "treachery" 
mong some World War II veterans, in- 
uding Pearl Harbour survivors. Others, 
1ough, said that “the Japanese pilots were 
‘Idiers just like we were.” The younger 
{dience took the show as just that. Bull 
sked a few onlookers whether they had 
roblems with the Japanese today and they 
plied not at all. “The Japanese make bet- 
т cars than we do,” one said. 

One hypothesis is that the US public is 
iore honest about American frailties than 
е elite. 

In a recent song Working for the Japanese 
- à grassroots rendition of recent books 

1 the evils of Japanese investments in the 
S — singing comedian Ray Stevens pokes 
ın at Japanese and more, at Americans. 
ie song is strikingly devoid of overt an- 
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ger or bitterness. The syncopated refrain 
goes: 

We're all workin’ for the Japanese for little 
cars and colour TVs Sendin' all our money 
overseas to the Eastern sphere. 

One day we're gonna lose our roots wear 
Oriental jeans and boots Drink nothin’ but 
Kawasaki sake, Honda wine and Mitsubishi 
light beer. 

Among power-brokers, policymakers 
and foreign policy intellectuals, though, 
there has been a major shift in the view of 
Japan, exemplified by the rising popularity 
of the ideas of revisionists. Revisionist lit- 
erature, challenging the more benign view 
of Japan propagated by the Chrysanthe- 
mum Club of traditional Japan specialists, 
seems to have had a significant influence 
on US elite opinion about Japan. Revision- 
ists are deeply critical of Japanese trade be- 
haviour and its uniquely Japanese social 
and cultural determinants. Chrysanthe- 
mum Club members, too, had specialised 
in explaining Japanese uniqueness, but the 
revisionists have peeled the Japanese on- 
ion a few layers deeper to make discover- 
ies bound to be unpalatable 
to the Japanese and US 
Japanophiles. 

For example, going be- 
yond the conventional wis- 
dom about the Japanese 
stress on consensus, har- 
mony and discipline, the 
revisionists have found rig- 
idly hierarchical human re- 
lationships permeating so- 
ciety. They see a society 
which is regulated more by 
raw power than by law, 
and which has relatively 
little tolerance for indi- 
vidualism of its members 
and much less for resident 
outsiders. The revisionists 
also have focused on the lack of an articu- 
lated national purpose in Japan, despite the 
country being an industrial juggernaut. 
Revisionist interpretations are often con- 
vincing but lose balance at times. 

In just a few years, revisionism has 
shifted the framework of US national de- 
bate on competitiveness (industrial policy, 
hitherto taboo, is now more or less consi- 
dered necessary) and provided the theo- 
retical underpinnings — not always wisely 
applied — for Japan critics in Congress, 
industry and other areas. 

One US official, a Chrysanthemum 
Club notable, concedes partial defeat. He 
says: “We may be accused of a ‘shepherd 
mentality.” We guided the Japanese into 
the world — and we should be given me- 
dals for this. But we may have been guilty, 
as charged, of being overly protective of 
the Japanese.” 

This official believes that much of the 
Japan bashing today represents the 
“putdown of the upstart,” which he says is 
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a universal — and passing — human be- 
haviour. “When we started to become rich 
in the 1950s, the Europeans didn’t like that 
and engaged in cultural putdown, saying: 
‘The Americans may be rich but they are 
crass.’ Now we're saying: ‘The Japanese 
may be buying up Pebble Beach [an exclu- 
sive golf course] but aren’t they crummy 
people’?” 

Noted US economist Jagdish Bhagwati 
agrees, pointing out that “fair trade” and 
“reciprocity” — buzzwords in the US de- 
bate on Japan — were also the buzzwords 
in Britain when it was being overtaken by 
the US. “But the panic, and the petulance 
about the rivals, have an extra edge in the 
US today. The psychological need to be 
‘number one’ is evidently more compelling 
lin the US],” Bhagwati wrote. He did not 
forget to add that Japan is “peculiarly sus- 
ceptible to charges of unfair trade.” 

Some relate current US views of Japan 
to America’s supposed need for threats 
and Japan’s growing stature as a worthy 
threat. America needs a rallying point to 
prevent centrifugal forces from tearing it 
apart, the theory goes. 
"People say America is 
materialistic, but it is an 
idea and it needs counter 
ideas,” says a US official. 
Some Japanese observers 
feel that US elites are angry 
at Japan not just because it 
is different (a lone freak is 
not a great threat) but be- 
cause it has appeal as an al- 
ternative model for deve- 
loping countries, which 
should be adopting the 
American model. 

Nobody is certain how 
the US-Japan relationship 
will evolve. There is 
concern that though each 
side has a fairly good idea of what it must 
do economically to break the current crisis 
or back-from-the-brink cycle, neither has 
the political will to carry out its obliga- 
tions. The two may continue to blame each 
other. 

At least, one can be reasonably sure that 
blatant racist attacks on the Japanese are 
unlikely in today's US. In 1991, America 
after the Holocaust, the Civil Rights Move- 
ment and "redress" for Japanese Ameri- 
cans interned in camps during World War 
П, is a vastly different society from the one 
that existed in 1941. 

For instance, an executive of the Ameri- 
can Jewish Committee, alarmed at Ameri- 
cans for Fair Play's anti-Japanese cam- 
paign, wrote Sheehan: "Your comments on 
Japan go far beyond the economic difficul- 
ties facing both nations and take on the 
character of a racist attack on the Japanese 
people . . . Let us meet the challenge of 
competition in the economic arena where 
it deserves to be addressed." " 
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expensive for the vanquished nation to 
import. Later, as Japan became a more in- 
ternational economic player and relied on 
major Western markets, particularly the 
US, Japan devised a policy of combining 
economic globalism and strong US-Japan 
Security ties. This became known as the 
Yoshida Doctrine, after the post-war prime 
minister Shigeru Yoshida. In short, the 
Yoshida Doctrine allowed Japan to con- 
centrate on economic pursuits, leaving its 
political and military relations to the US. 

But the Yoshida Doctrine has been un- 
der assault for some years. Economically, 
lapan's perennial trade surplus with the US 
and others has made its commitment to 
global free trade suspect. Exasperated by 
the West's continual carping and egged on 
»y regionalist ideas — such as one pro- 
2osed by Malaysian Prime Minister Datuk 
3eri Mahathir Mohamad — some Japanese 
ire inclined to espouse а new Japanese re- 
sionalism centred on Asia, 
owever impractical. 

In political and military 
erms as well, the Yoshida 
Joctrine has been attacked 
rom the US side as a way of 
ationalising Japan's "free 
ide" in defence. And the de- 
nise of the Soviet Union has 
aken away some of the glue 
tinding Japan and the US in a 
nilitary alliance. More than at 
ny time since World War II, 
he Japanese are reassessing 
vays to ensure their national 
ecurity. Some tend to con- 
lude that a strong defence 
'artnership with the US is after 
Il the best solution, while others advocate 
ither more multilateral security arrange- 
aents in Asia or independent defence. 

In all this to-ing and fro-ing over what 
; next in the US-Japan partnership, Asia, 
f course, looms large. Increasingly, there 
re voices in Washington who accuse Ja- 
an of having “cornered” Asia. The official 
Vashington position is that the US must 
1eet and partake in the Pacific economic 
hallenge, while helping to keep Asia safe 
nd promoting democratic values there. 
ut some in Washington policy circles are 
larmed that all through the 1980s, and 
articularly after the major appreciation of 
te yen in 1985, the Japanese have been 
ramatically increasing their trade, invest- 
tent and aid ties with their neighbours in 
ast Asia. Americans are also realising that 
ast Asia is emerging as an increasingly 
ttegrated entity, with not just Japan but 
so the NICs and near-NICs joining the 
inks of formidable competitors to US pro- 
ucers at all levels. 

Washington analysts watching these 
2velopments tend to ignore the fact that 
me of the reasons rest with the US; for 

stance: the high value of the US dollar in 
e early 1980s which reduced US com- 
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petitiveness; the relative reticence of US 
banks and companies to do business in 
Asia; the drying up of US aid to Asia, and 
the "talking down" of the US dollar start- 
ing 1985 which forced up the yen, the won 
and the NT dollar and pushed Japanese, 
South Korean and Taiwanese manufactur- 
ing offshore to other Asian locations. In- 
stead, the US experts see some premedi- 
tated Japanese design to establish an East 
Asian economic sphere which it failed to 
establish militarily 50 years ago — a sphere 
which may not embrace "universal" 
democratic values. 

Overlooking the US' own economic 
weaknesses in Asia, some US analysts 
warn that Japan will eventually try to ex- 
clude the US from Asia, as it did in China 
more than half a century ago, and will 
clash with Asians as well. And some 
Japanese reinforce such American paranoia 
through their chauvinistic utterances. 





An artist's view of flight deck preparations for Pearl Harbour. 


Rightwing politician Shintaro Ishihara, 
who is not exactly admired in Asia, has 
said: "Japan's franchise is Asia . . . It is 
extremely unpleasant to watch the US 
drive a wedge between Japan and other 
Asian countries by propagating the idea 
that the US military presence is preventing 
Japan's invasion of the region." 

All this feeds a rising neo-isolationist 
sentiment in Washington. Selig Harrison, 
an Asia hand with the Carnegie Endow- 
ment for International Peace, describes this 
as a great dilemma for the US: "The net 
effect of the American [military] presence 
is to help make Asia safe for Japanese in- 
vestment at a time when American eco- 
nomic influence is waning." What 
Harrison seems to want is parity for US 
economic players in Asia and a more col- 
lective security arrangement for Asia. What 
he does not seem to want is US disengage- 
ment from the region, ceding Asia to Japan 
— militarily as well as economically — and 
ushering in an era of "neo-Asianism." 

A more extreme scenario is drawn in 
George Friedman and Meredith Le Bard's 
book, The Coming War with Japan, pub- 
lished this year with a lot of allusions to 
Pearl Harbour, of course. "[Given] the 
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structure of the Japanese economy, Ameri- 
can demands on Japan will force it to find 
new markets in a domain, the Pacific, that 
until now has been American. The three 
possible outcomes of this impasse, accord- 
ing to the authors, are: Japan submits to 
the US and gives up its conquest of Asia; 
the US concedes that it is no longer a glo- 
bal power and leaves the Western Pacific 
for Japan to dominate; or, Japan and the 
US collide over Asia. Friedman and 
LeBard's bet is on the last outcome. 

The sheer unreality of The Coming War's 
prediction arises in part from the authors' 
neglect of what Asian countries themselves 
may have to say about their region's fu- 
ture. This dismissal of the nations of Asia 
— often accompanied by an assumption 
that Asians cannot know what is best for 
them — is often an attitude shared by other 
analysts of the US-Japan-rest of Asia trian- 
gle. Such an attitude may have been for- 
given in 1941 when most 
Ê countries in the region had 
$ been either colonised or other- 
wise deprived of an effective 
say in their own fate. But in 
1991, Asia is made up of proud 
and increasingly mature апа. 
prosperous states. t 

Few people fear a 
“vacuum” developing in a 
post-Cold War Europe after 
the US forces leave, presum- 
ably because of the common 
assumption that European 
states have learned to live to- 
gether in peace despite the 
likely occasional bickerings 
among them. Asia is not as ad- 
vanced as Europe in this regard. Asian 
countries do worry about a vacuum de- 
veloping and thus generally want a con- 
tinued US military presence in the region, 
at least for the time being. Americans may 
feel that this entitles them to be a key 
player in fashioning the region's future, not _ 


y 


just economically but also politically. But 
as US analyst Evelyn Colbert suggests, in 
Asia, too, hostilities are declining among 


states and along with them the usefulness 
of the US role as the region's leader and 

Fortunately, Asians are already aware 
that they can help prevent a ^second Pearl 
Harbour," however literally or metaphori- 


cally this is meant. As Malaysian econo- 


mist Steven Wong puts it, Asian countries 


can ease US-Japan economic tensions by 
offering alternative sources of 
an overdependent bilateral relationship 
between the two. 


growth to 


Perhaps Asians can go a step further 
and tell the Americans and Japanese who 


need to be told that they are no longer 
pawns in major power competition for in- 


fluence and will not allow their region to 


become a battleground. 


= Susumu Awanohara 
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Revolution is no free lunch 


Hunger Trilogy by Wang Ruowang. 
Translated by Kyna Rubin with Ira Kasoff. 
M. E. Sharpe, Armonk, New York. 
US$19.95. 


The physical and psychological trials 
that Wang Juntao, Chen Ziming and other 
lesser-known Chinese dissidents are now 
undergoing at the hands of China's penal 
system are no mystery to Chinese intellec- 
tuals. Many educated Chinese have either 
experienced the barbarity of prison life 
firsthand or by reading Hunger Trilogy, an 
autobiographical novella describing writer 
Wang Ruowang's personal encounters 
with hunger and captivity, and his even- 
tual disillusionment with the Chinese 
Communist Party. 

Hunger Trilogy, which some Chinese 
compare to Solzhenitsyn's The Gulag Ar- 
chipelago, is finally available in English. It 
was written in 1979 and published in 1980 
in China. Despite the loosening of official 
controls on literature following the Cul- 
tural Revolution, few dared at that time to 
tackle such a sensitive issue as the treat- 
ment of prisoners or to conclude that per- 
haps the prisons of the Kuomintang (KMT) 
had been relatively more humane than 
those of the Chinese Com- 
munist Party (CCP). 

This book was distinct in 
other ways as well. Although 
written at the height of the 
"literature of the wounded" 
(shanghen wenxue) move- 
ment, Hunger Trilogy, unlike 
much of that literature, does 
not dwell exclusively on the 
suffering inflicted during the 
Cultural Revolution and is 
not overly melodramatic. 

Covering the period from 
the early 1930s to the late 
1960s, it attempts "to show 


the evolution of a Chinese E. 
national ideal [read political iA лз 
party] in which the author  Day-dreaming of dumplings. 


has always believed, and to 
share the very personal transformation of 
Chinese intellectuals in their relationship 
to that ideal,” explains Kyna Rubin in her 
fine introduction. Thus we see a “young, 
bold, idealistic CCP fighting its way against 
the KMT [part 1], the Japanese [part 2], and, 
at last, its own internal enemies [part 3].” 
In a 1986 interview, Wang explained 
why he wrote Hunger Trilogy: “At the time, 
I swore to those who had died in prison 
that if I ever got out of there alive, I would 
spend the rest of my life struggling with 
that bunch of inhumane pseudo-Marxists.” 
He kept his promise. During the 1980s, 


Wang wrote numerous articles about Chi- 
na’s contemporary social, economic and 
political problems. In 1987 he was expelled 
from the Party for his alleged role in incit- 
ing that winter’s student unrest. Shortly 
after the 1989 military crackdown in 
Tiananmen Square, Wang was arrested. 
Imprisoned for over a year during which 
he was denied contact with his family, 
Wang, now in his 70s, was finally released 
in October 1990. 

Hunger Trilogy is a vivid, searing ac- 
count of Wang’s three confrontations with 
“extraordinary hunger, the kind of hunger 
that makes you wish for death.” It is as 
much about starvation of the spirit as of 
the body, as we see Chinese intellectuals 
deprived not only of their food, but, over 
the decades, of the idealism that fuelled 
their ardent commitment to the ССР. 

Wang does not dominate the trilogy, 
but is rather a sensitive, ever-present cam- 
eraman who faithfully records the scene 
and occasionally turns the lens on himself. 
While his cellmates respond in nearly 
identical ways to the lack of food, they 
have quite varied responses to the loss of 
their idealism, including suicide, cynicism, 
scepticism and resignation. 





In part 1, Wang is sentenced at the age 
of 16 to 10 years in prison for his under- 
ground activities on behalf of the ccp. 
Sobbing, he is thrown into a KMT jail cell 
that is “pitch black and seemingly without 
hope.” He survives because of the support 
and encouragement of his fellow prison- 
ers, who stage a five-day hunger strike and 
succeed in forcing the authorities to im- 
prove prison conditions. 

In part 3, Wang is imprisoned by the 
communists during the Cultural Revolu- 
tion. He and his 16 cellmates try to relieve 
their unrelenting hunger by “spiritual din- 
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ing,” an exercise in which each of thi 
describes in glorious detail, right down 
"the sound of oil popping in the wo 
how to prepare a famous dish or sna 
They also chase down edible insects, 1 
find few. 

Wang considers organising a hun; 
strike to protest the intolerable prison « 
ditions, but quickly abandons the idea or 
he realises that the prisoners are but a: 
in the eyes of their CCP captors. “If y 
fasted, they just saved on food. If a fi 
prisoners died, those ‘revolutionari: 
wouldn't raise an eyebrow!" he conclud 

Not all the prisoners become cyni 
however. Old Zhou, maliciously deni 
medicine ordered by the prison doctor a 
supplied by his family, dies in prison 
hepatitis, his blind loyalty to the party 
tact as he lies on his deathbed. 

m Marie Gottschi 





Hands across 
the seas 


Japan's Southward Advance and Australia 
From the Sixteenth Century to World War | 
by Henry Frei. University of Hawaii Press. 
US$32. 

In February 1942 carrier-borne aircri 
of the Japanese Navy bombed Darwi 
Three months later, four midget subm 
rines attacked ships in Sydney Harbour. 

Australians over 50 will rememb 
these events, either directly or through tl 
haze of childhood memories of the wai 
final years and aftermath. Even young 
Australians know that for a time, half 
century ago, it seemed that Japan mig 
try to invade Australia. 

Just what that historical experien: 
means to the Australia-Japan relationsh 
today is difficult to say. Even understan 
ing what it meant at the time is, despite tl 
perspective now possible, not simple. 

"It would be easy," says Henry Frei, " 
concoct a conspiracy theory to suggest th 
the Japanese had indeed long wanted | 
encroach on Australian territory. All or 
need do is pick a stray sentence fro: 
Yoshida Shoin's writings about colonisir 
part of Australia in 1854, combine it wil 
Japan-invasion stories that flourished c 
and off in Australia since the mid-1890 
add chauvinism from Australia-bashin 
books that appeared in the early stages « 
World War П... mix in facts such as tt 
Darwin raid, and spice it all with doa 
ments from early 1942 invasion discussior 
in the Navy General Staff led by firebrand 
such as Tomioka Sadatoshi, Nakahai 
'King of the South Seas' Yoshimasa, « 
Ishikawa Shingo." 

This, says Frei, would make a splendi 
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plot, “though be far from the truth.” 

Obviously, an event so portentous as 
the Japanese plan to invade Australia, even 
if never carried out, must colour relations 
between the two countries long afterwards. 

Just as Americans are constantly being 
urged to revise their historical perspective 
of the Pacific War, Frei's book does some- 
‘hing similar for Australians with lingering 
doubts about the Japanese. It invites Aus- 
ralians to rid themselves of the idea, if they 
er had it, that Japan's 1942 invasion 
»lans were proof of long-standing territo- 
‘ial designs on Australia or that they 
ihould be read as a warning that it could 
appen again. 

That is not meant to suggest that Frei, 
vho teaches Japanese history in Singapore, 
s anything but a dispassionate historian. 
There is no reason to doubt his stated aim, 
vhich is "to contribute new findings to the 
üstory of Japanese-Australian relations." 

It does that, in a fascinating and often 
musing way, as it surveys the history of 
apanese perceptions of Australia over the 
rast 450 years. Sometimes, however, Aus- 
ralians will bridle at the tone of his argu- 
nents, as, for example, when he suggests 
ла Australian leaders who suspected 
ipanese intentions in the 1930s were not 
nly clumsy, but dangerous. 

Thus, in discussing a secret report by 

зе Australian Minister for External Affairs, 
G. Latham in 1934, in which he recorded, 
aving told the Japanese Foreign Minister 
lirota Koki “that if Japan were to go so far 
; to attempt to land an army in Australia, 
ad succeeded in the enterprise, she would 
nd she had her hands in a very lively nest 
f hornets." Frei comments: "The unso- 
histicated frankness with which Latham 
lvertised Australian threat perceptions 
эша only have proved embarrassing to 
е Eastern reserve of his host and, in a 
‘If-defeating way, might have suggested 
' the Japanese that if Australia really felt 
» insecure it might be an easy prey." 

Most Australians would, even with the 
nefit of hindsight, be more likely to say 
at plain speaking against Japanese mili- 
rism, even if ultimately futile, was pre- 
sely what was called for in 1934. That is 
xt to diminish the interest this book holds 
r Australian and other readers. It pro- 
des a lively account of early Japanese ex- 
sion by way of trading settlements 
roughout Southeast Asia before the 
'kugawas, and then of the late, frantic 
tempt by Meiji Japan to join the imperial- 
: game just when the big players were 
ginning to change the rules. 

Seen from this perspective, the 1942 
an to invade Australia was an aberration, 
doomed folly, even more so than the 
‘eater East Asian Co-Prosperity Sphere. 
ıe invasion plan was less desired for the 
ke of acquiring territory than something 
rced on the over-extended Japanese mili- 
ty by the need, once they had drawn the 
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US into the war, to deny it Australia from 
which to counter-attack. 

The book also makes an interesting case 
for the theory that even when the Japanese 
in the 19th century talked — as some did, 
in what seem today to be fanciful and na- 
ive terms — of Australia as a suitable place 
for Japanese settlement, they did not mean 
settlement by colonists who would forsake 
Japan. What they were really interested in 
was the same as those pre-Tokugawa trad- 
ers and what they have at last got since 
1945 — strong and stable trade on favour- 
able terms. m John Slee 





Parsi in the 
pantheon 


Such a Long Journey by Rohinton Mistry. 
Faber and Faber, London. £13.99 (US$23.70). 


Gustad Noble, a Bombay Parsi and the 
central figure of this novel, commissions a 
street artist to paint a wall near his flat. His 
motive is fairly mundane: he wants to stop 
passers-by pissing against it. The result, 
however, transcends more than just the 
stink of urine. From the artist’s brush flow 
the gods and emblems of Bombay’s jumble 
of religions: Zarathustra, Abraham, Laxmi, 
the Jumma Masjid, Our Lady of Fatima, 
Ganpati Baba and on and 
on. The smell is now of 
incense, the wall becomes 
a shrine. It's a wonder- 
fully apt symbol of the 
city that forms the back- 
ground to the novel. 

In the foreground is 
the Parsi community, a 
relatively small chunk of 
Bombay’s cultural mosaic 
and often thought of by 
outsiders only in terms of 
their banks and their 
burial practices. Gustad 
does indeed work in a 
bank, and, yes, there is a 
sky burial scene, where 
the corpse is exposed to 
vultures. But it is an inte- 
gral part of the story, a moving account, 
with no hint of voyeurism to sully the de- 
scription of this unusual ritual. 

Such a Long Journey, which was 
shortlisted for the 1991 Booker Prize, is the 
first novel by Rohinton Mistry, a Parsi born 
in Bombay now resident in Canada. His 
writing moves at a gentle pace, with quiet 
humour lurking in the background. He has 
the modern novelist’s eye for the absurd 
and eccentric in every individual, and 
some of his characters are reminiscent of 
the bizarre beings that haunt the pages of 
Salman Rushdie and Amitav Ghosh. 
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Domestic dramas unfold — the conflict 
between father and son, the anxiety over a 
daughter's illness, while looming in the 
background are the clouds of an interna- 
tional conflict: the war between India and 
Pakistan in 1971. Although apparently of 
peripheral concern to Gustad and his fam- 
ily, the political intrigue surrounding the 
birth of Bangladesh eventually crashes into 
their lives. 

There is witchery in the air as Dilnavaz, 
Gustad’s wife, seeks potions and lotions 
from a neighbour to cure her daughter and 
bring back her son. At home she brews up 
spider eggs and lizards, mouse droppings 
and locks of hair, while outside the tangle 
of secret bank accounts and smuggled 
arms seems to bubble away in an equally 
sinister fashion. International conspiracies 
and the scheming of politicians have the 
stench of malevolent sorcery. 

Gustad himself is essentially a sad man, 
disappointed with his life of genteel pov- 
erty, bitter about the loss of his grandfa- 
ther’s furniture business and his father’s 
bookstore. He is happiest when wallowing 
in nostalgia as muddled and international 
as Bombay's flea market, a nostalgia for 
Mary Poppins and Meccano sets, Parsi 
prayers and Hercules XXX rum. 

But Mistry’s light touch keeps the novel 
from becoming grim and the reader hap- 
pily follows Gustad as he tiptoes through 
India’s maze of faiths. He stumbles over 
the food taboos of the different communi- 
ties, suppressing his love 
of beef for fear of inciting 
a riot, yet manages to 
upset a vegetarian when 
he carries a live chicken 
home on the bus. He joins 
his Goan Christian friend, 
Malcolm, lighting candles 
to the Virgin at the 
Church of Mount Mary, 
where petitioners buy 
waxen images of limbs, 
torsos or whatever body 
part they want cured. 
And he achieves mo- 
ments of peace when at 
dawn he dons his prayer 
cap and performs his 
own Parsi rituals. (It's at 
such points in particular 
that most readers will regret the absence of 
a glossary of the Parsi terms that pepper 
the text.) 

Although Gustad tries desperately to 
stay out of trouble, he is eventually 
dragged into the thick of it by his strong 
sense of loyalty to friends and neighbours. 
And as the novel moves towards its dra- 
matic climax, he emerges an heroic figure. 
Closing the book, the reader is likely to be 
left with a jumble of emotions — sadness 
and optimism, exhilaration and despair — 
the very feelings that a visit to Bombay can 
produce. m Theresa Munford 
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BUSINESS AFFAIRS 


INDUSTRY 


Taiwan’s proposed aerospace deal involves huge risks 


Wing and a prayer 





By Julian Baum in Taipei and 
Michael Westlake in Hongkong 
aiwan is undertaking considerable 
risks in its landmark deal with 
McDonnell Douglas, the US air- 
craft maker. In return for an 
upfront US$2 billion investment in 
McDonnell's civil aviation operations, Tai- 
wan could receive major benefits in its in- 
dustrial development — but they would 
take several years to fully materialise. 

In the meantime, Taiwan would be 
locked into a relationship with a company 
whose survival in the commercial-aircraft 
business has become a matter of conjecture. 

For McDonnell, there are also risks, 
even though Taiwanese cash would help it 
over its immediate problems. Can Taiwan, 
a country with next to no civil aerospace 
expertise, become the reliable, low-cost 
partner McDonnell needs to give its 
planned MD12 jet a competitive edge? 

If the preliminary agreement signed on 
19 November is confirmed by 31 January 
— the partners' mutual deadline — it ne- 
vertheless could have considerable spin-off 
benefits for other countries in Asia which 
are also trying to get into aerospace in à 
big way. 

McDonnell has indicated it might sell a 
further 9% of its commercial-aircraft divi- 
sion, on top of the 40% to be taken by gov- 
ernment-backed Taiwan Aerospace Corp. 
(TAC). Executives of the US company have 
variously identified Indonesia, Singapore, 
Japan and South Korea as possible addi- 
tional partners, though in what capacity is 
unspecified. So far there is no sign that 
companies in any of these countries are 
about to follow TAC in taking an equity 
stake; several, however, would clearly be 
interested in subcontracting work on the 
MD12. 

The deal also highlights changing 
trends in the world aviation industry. Ma- 
jor manufacturers’ defence revenues are 
shrinking while aircraft development is 
becoming more expensive. Although 
McDonnell's equity offer is unlikely to be 
replicated by rivals Boeing or Airbus — 
neither of whom is in the same financial 
bind — Asian companies are increasingly 
being courted as production partners. 

First, though, the McDonnell-TAC ven- 
ture must clear a number of hurdles. These 
include the Taiwan Government's full 
evaluation of the deal, worries among Tai- 





wan legislators over where the money will 
come from and whether the agreement is 
sound, and possible opposition in the US 
Congress. Critics in Washington have 
claimed that McDonnell — thé US' biggest 
defence aviation firm and globally No. 3 in 
civilian aviation — may compromise US 
commercial and national-security interests. 

Under a memorandum of understand- 
ing, TAC is considering an investment of 
US$2 billion in McDonnell's civil-aircraft 
business, which will be spun off into a new 
subsidiary on 1 January. TAC would re- 
ceive a 40% stake in the new company, and 
would get McDonnell's help in setting up 
its own aerospace industry. 

Specifically, this would involve TAC co- 
producing the MD12. Although the exact 
amount of work Taiwan will obtain has 
not yet been specified, McDonnell foresees 





Alliances up 
in the air 


Partnerships among Asian, US and Euro- 
pean aerospace companies have mush- 
roomed since the 1970s as Asia has 
sought to trade cheap labour for foreign 
expertise. But the notion of an Airbus- 
like pan-Asian grouping producing air- 
liners for the world market is premature. 
So is talk of more foreign aerospace con- 
cerns seeking Asian cash in exchange for 
equity. 

The "super-jumbo" projects now on 
the drawing board will not get under 
way in earnest until 1996-97, and these 
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Major aircraft manufacturers court Asian companies as production partners. 


Taiwan assembling the wings and fuselage 
of the new jet from parts supplied from the 
US, Taiwan and other Asian producers. 

On the face of it, the deal is a perfect 
match: McDonnell is in dire need of cask 
and wants to cut production costs to give 
the MD12 a price advantage; Taiwan has 
ample reserves, relatively low-cost, high» 
skilled labour and a strong ambition to ge 
into civil aerospace. Through McDonnell 
it hopes to gain an accelerated entry to the 
industry, possibly leap-frogging esta 
blished Asian rivals such as South Когег 
by the end of the century. 

But as the dust settles on Taipei's Dea 
of the Year — it would be Taiwan's big, 
gest-ever foreign investment — several 
major questions remain to be answered: 
> Would a "mega-deal" with a single 
partner preclude other cooperative ar 


aircraft will not enter service until 2000 a 
the earliest. Boeing and Airbus are th 
only likely producers of these giants, an. 
Boeing is likely to stick to the risk-sharin 
subcontractor format it has already use 
in Japan. The four members of Airbu 
(not Airbus itself) may use the sam 
technique for the first time. 

Japan is the only Asian country whic 
US aircraft makers see as a potential riva 
But even Japanese financial muscle an 
know-how have so far produced no crec 
ible threat. After three commercially di: 
astrous forays into civil-aircraft many 
facture Japanese officials say they wi 
stick to partnerships for the time being. 

Since the late 1970s, the heavy-indu: 
try divisions of Mitsubishi, Ishikawajima 
Harima (їнї), Kawasaki and Fuji haw 
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rangements that would spread risks and 
give the new industry a broader base? 

> Is McDonnell Douglas a sound partner? 
The weakest of the Big Three passenger- 
aircraft builders, it has debts estimated at 
US$2.7 billion and faces costs of around 
US$3.5 billion to develop the MD12, a 
wide-bodied tri-jet that is due to enter 
service in 1997. McDonnell president 
Robert Hood acknowledged in Taipei that 
without the cash injection, “we would 
probably not move forward with the new 
aircraft.” Yet without the MD12, or some 
other, equally expensive new pro- 
duct, McDonnell's commercial-air- 
craft division is unlikely to survive 
the decade. 

> Can Taiwan, even under McDon- 
nell's tutelage, come up with the 
human and technical resources re- 
quired of a co-producer or major 
subcontractor? TAC, a company 
formed only in July, has a current 
staff of 40, an empty factory site near 
Taichung and no practical aerospace 
experience. Moreover, the govern- 
iment's efforts in the past two years 
to nurture aerospace projects have 
produced much paper but no con- 
crete results. Such experience as Tai- 
wan has is in military aviation; its 
struggling fighter programme might 
»ope to benefit in the slipstream of the ci- 
vilian project. 

œ Will Taiwan gain from the association 
he skills and technical expertise it seeks? 
Бог US$2 billion, Taipei is likely to want 
nore than the screwdriver and low-level 
manufacturing role that China has gained 
‘rom its own co-production agreement on 
McDonnell’s MD80 line. The US side has 
ndicated it would not transfer design en- 
gineering know-how to Taiwan, though 
ГАС would gain manufacturing and 
»roject-management expertise (the latter 
rucial in a complex, hi-tech business like 


produced about 15% of the Boeing 767 
irframe. They will also be risk-sharing 
'ubcontractors for 21% of the Boeing 777, 
lue to enter service in 1995. 

In other partnerships, Kawasaki pro- 
luces Airbus A321 doors for British 
Aerospace, and Japan Aircraft Manufac- 
uring makes underwing sections for 
AcDonnell. Mitsubishi, Kawasaki and 
shikawajima also own 23% of the Inter- 
ational Aero Engines consortium which 
roduces jet engines for the Airbus A320. 

China has a number of partnerships. 
lhanghai Aircraft Factory has assembled 
fcDonnell's MD80 aircraft from kits 

nce the mid-1980s, though local content 
growing. Nose sections for the MD80 
ке supplied both to Shanghai and the US 
ют Chengdu. With the MD80 line run- 
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aerospace with many specialist subcon- 
tractors). But in response to criticism of the 
deal in the US Congress, McDonnell's 
Hood said on 20 November: “We are not 
exporting jobs or technology." 

> Where will TAC's money come from? 
Even for a government with Taipei's envi- 
able reserves, writing billion-dollar 
cheques is not so simple. The government, 
which owns 299; of TAC through state 
entities, has indicated it will tap the pri- 
vate-sector partners. These include For- 
mosa Plastics, Evergreen Marine, Tatung, 





Yue Loong Motors, Hualon Group and 
Pacific Wire & Cable. But their commit- 
ment to TAC already seems less than ful- 
some; at US$200 million, their combined 
subscription to TAC's capital is running 
below that required to meet its target capi- 
talisation of US$386 million. 

> How sound are McDonnell's sales pro- 
jections for the MD12? McDonnell has esti- 
mated "conservatively" that by the turn of 
the century there will be a market for at 
least 600 of the wide-body jets. The aircraft 
are expected to cost US$130 million each. 
McDonnell expects to build about 50 a year 


ning down, McDonnell hopes to sign up 
the Chinese to co-produce 200 MD90s. 

Xian Aircraft Co., meanwhile, pro- 
duces stabilisers for Boeing 737s and wing 
parts for Aerospatiale, for use in the 
Franco-Italian ATR42 airliner. 

Additionally, Aerospatiale has set up 
a Chinese helicopter factory. From this 
year, the Chinese will produce 24% of the 
new P120 light helicopter, with Singapore 
Aerospace contributing 15%. 

Korean Air has made Boeing 747-400 
wing parts since 1987, and will do similar 
work for the 777. It also makes compo- 
nents for the MD11, and fuselage parts 
for the Airbus A330 and A340. Samsung 
Aerospace makes components for certain 
US Pratt & Whitney engines. 

Singapore Aerospace is also a Pratt & 
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by the third or fourth year of production, 
which would be reached around the end 
of the decade. 

Some Economics and Finance Ministry 
officials in Taipei are worried that TAC and 
the government have so far relied too 
heavily on McDonnell’s assessment of the 
deal. The US firm’s financial condition and 
future prospects will therefore be key is- 
sues in Taipei's evaluation process. A team 
of officials who will report to Economics 
Minister Vincent Siew is already in the US 
to inspect financial data that McDonnell 
has agreed to provide under a non- 
disclosure provision. 

Legislators have also shown 
anxiety, especially about the US$2 
billion price tag and how it will be 
raised. Ding Shou-chung, a Kuo- 
mintang lawmaker and chairman of 
the legislature's defence committee, 
described the agreement as a 
“golden opportunity” for Taiwan, 
but added: “What worries me and 
my colleagues is the budget process. 
This is a huge amount of money to 
invest.” Others appear unconcerned 
about the funding issue. David 
Huang, TAC chairman and chief ex- 
ecutive officer, said that if the pri- 
vate sector was not able to come up 
with the money, the government 
itself would have to raise it. “We can’t say 
that the Republic of China doesn’t have the 
funds,” he commented. 

One possibility is that TAC's participa- 
tion in the new McDonnell offshoot might 
be vested in a holding company created 
and floated on the Taiwan Stock Exchange 
for the purpose. As time is short, Eco- 
nomics Ministry officials have proposed 
syndicating a bank loan among state banks 
and channelling the proceeds through a 
government “slush” fund to capitalise the 
investing company until equity can be 
raised in the private sector. 


Whitney supplier, as well as making 
doors and thrust-reverser components for 
the Airbus A320. It has just gained a 
contract for nosewheel doors for the 
Boeing 777. 

Indonesia’s Nurtanio (usually known 
as IPTN) has produced 87 small, twin-tur- 
boprop CN212 aircraft under licence from 
Spain’s Casa, and 52 CN235 larger air- 
craft that were jointly designed with Casa. 
Both models were principally aimed at 
Indonesia’s domestic market. 

IPTN has also assembled helicopters 
under licence for Germany's Messer- 
schmidt Bolkow Blohm, and has agree- 
ments with various other US and Euro- 
pean companies to produce parts for F16 
fighters, Fokker 100 and Airbus airliners. 

m Michael Westlake 
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For McDonnell, the Taiwan connection 
could be a make or break event. Its major 
revenue sources, passenger jets and de- 
fence sales, are sagging badly and its cur- 
rent airline products — the twin-engined 
MD80 and the wide-bodied MD11 tri-jet 
— both have limited prospects. As a stop- 
gap, the MD80 is to be revamped, while 
the MD11, which entered service last year, 
is suffering shortfalls in engine perform- 
ance that have not helped initial sales. 

Much is therefore riding on the MD12 
project, designed to give McDonnell a 
larger, longer-range aircraft to compete in 
the ultra-long-haul market now monopo- 
lised by the Boeing 747. 

Although McDonnell is now the pri- 
mary focus of TAC's development plans, 
the Taiwan side is continuing to look at 
other projects, partly to hedge its bets. One 
is a possible co-production venture of 
helicopters with Aerospatiale, the French 
member of the Airbus consortium. But this 
would not be on anything like the scale of 
the McDonnell deal, and would only in- 
volve production for the local market. 

Nevertheless, Taiwan's emergence as a 
cash-rich suitor adds a new dimension to a 
highly competitive industry. If the present 
deal goes ahead, it would be the first Asian 
equity investment in a major foreign aero- 
space manufacturer. And by giving 
McDonnell an infusion of capital, it could 
help restore US competitiveness against 
European encroachment. 

I£, on the other hand, the McDonnell 
deal falls through, there is a risk for the US 
that Taipei may eventually throw in its lot 
with the European opposition. L7 


PROPERTY 





By Mark Clifford i in Seoul 


South Korea seems to have copied the 
bad as well as the good from Japan. The 
former's real-estate values are even fur- 
ther out of line with the underlying 
economy than they are in Japan, where 
the authorities have been trying to engi- 
neer a soft landing for stratospheric 
property prices. 

Real estate in South Korea is worth 
9.6 times more than GNP, compared with 
3.5 times in Japan (in the latter case, as of 
1988), according to a report by the South 
Korean Construction Ministry. The total 
land value at the beginning of this year 
was Won 1,600 trillion (US$2.2 trillion) 
in South Korea, according to the minis- 
try, whose survey was based on 
valuations of 300,000 properties. 

The value of property in Seoul alone 





' Riding in the 
slipstream 


outh Korea's three aerospace compa- 
nies are keenly interested in getting a 


slice of the MD12 project. They are 
talking to McDonnell Douglas about a 
package which would make a South Ko- 
rean consortium the sole supplier for the 
nose and tail section of the proposed new 


jet. 

Coupled with an existing US$5 billion 
agreement to assemble General Dynamics 
F16 fighters for the South Korean air force, 
a McDonnell deal could make South Korea 
a significant force in aerospace by the end 
of the decade, local industry executives say. 

Unlike Taiwan, the South Koreans do 
not expect to put equity into the MD12 
venture. Instead, they are considering a 
risk-sharing arrangement under which 
they would bear around US$500 million in 
costs — including some development ex- 
penditure, tooling and setting up produc- 
tion lines. These outlays would be recov- 
ered over an agreed period. 

The consortium would comprise Ko- 
rean Air, Daewoo Heavy Industries and 
Samsung Aerospace. Korean Air would 
have a 40% stake, in deference to its longer 
experience in the civil aviation market; the 
other two companies, 30% each. 

Presidents of the three companies re- 
cently made a concerted plea to the South 
Korean Government to provide about half 
of the capital needed through grants or 


Paved with gold 


accounts for a third of the national total 
and the metropolitan area, home to 40% 
of the population, accounts for 52% of 
the country's land value. The most ex- 
pensive piece of land is a site occupied 
by the Commercial Bank in Myongdong, 
central Seoul. Each pyong (about 3.3 m°) 
is worth Won 142 million, the ministry 
says. The average price per pyong in 
Seoul is Won 3.1 million. 

These figures hide wide regional dis- 
parities. Land in the southeastern port of 
Pusan, the country's second-largest city, 
is worth Won 135 trillion, a figure which 
exceeds the combined value of three 
whole provinces. Furthermore, the prov- 
ince of Kyong-gi, which surrounds the 
capital, is worth 8.5 times as much as the 
neighbouring province of Kangwon, 
which is cut off from the capital by a 
range of mountains. 
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subsidised credit. With market interes 
rates in South Korea at 16-20%, low-cos 
financing is crucial, the companies say. Al 
though the government has yet to respond 
industry executives in Seoul say that th 
presidential Blue House is looking favour 
ably on their proposal. 

The proposed deal would create abou 
2,000 new jobs and would help push th 
fledgling South Korean aerospace industr 
towards an export goal of close to USS 
billion by the end of the decade. 

Korean Air alone is exporting abou 
US$50 million worth of commercial aero 
space components this year. Executiv 
vice-president Shim Yi Taek says: ^By th 
mid-1990s, my target goes up to US$10 
million and by the end of the 1990s we ar 
shooting for US$300 million." 

The thrust of any tie-up wit! 
McDonnell will be to gain project-manage 
ment expertise, not simply manufacturin; 
know-how. South Korea has already de 
signed its own aircraft, which made a 4С 
minute maiden flight on 22 November. 

The five-seat light aircraft — produce 
by Korean Air with Hankuk Fibre, whicl 
makes composite materials, and Samsu 
Aluminum — cost Won 3.6 billion (US$ 
million) to develop over three years. Fort 
percent of the costs were met by the Mir 
istry of Science and Technology. 

What South Korea now needs is th 
challenge of a big project, Shim says. “[h 
aviation], just as in other industries, Ko 
reans are weaker as a team. Through thi 
big piece project we may learn how to lear 
engineers and how to integrate our re 
sources." m Mark Cliffon 


South Korea's land is valued at almost 
four fifths as much as the entire US, 
which is 94 times bigger and, unlike 
South Korea, is rich in mineral deposits. 
This does not put off South Koreans, who 
regard real estate as the best store of 
value, in part because they have few al- 
ternative ways to invest their savings. 

Bank deposit rates are artificially low, 
local stocks have performed poorly in the 
past couple of years and overseas invest- 
ment by individuals is prohibited. Al- 
though prices for works of art have risen 
in recent years, buying antiques is 
frowned upon as a form of conspicuous 
consumption. 

Last year, land values nationwide 
climbed by 19.5%, double the rate of in- 
flation. The number of land sales has de- 
clined dramatically in 1991, reflecting a 
series of recent measures to strip away 
aliases and force owners to pay higher 
taxes on land values. But real estate 
seems likely to remain the preferred 
investment until South Koreans find 
more, and better, places to put their 
money. a 
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COMMODITIES 


Canadian joint venture wins Indonesian deal 


Wood for the trees 





By Adam Schwarz in Jakarta 


he Indonesian Government has se- 

i lected a Canadian joint-venture 

company to inspect logging conces- 

sions in an attempt to slow the rate of de- 

forestation and reap a fair share of tax rev- 

enue from the nation's forestry sector. The 

move is the country's strongest effort to 

date to ensure that its massive rainforests 
are harvested in a sustainable fashion. 

Reid, Collins, a small, Vancouver-besed 
forestry consulting firm, was invited in 
early November to negotiate financial 
terms with the Ministry of Forestry. Those 
discussions began on 27 November and are 
expected to last several weeks. The local 
»artner is Citra Teknik Nasional Sejati 
CTNS), a consulting firm majority-owned 
2y Bimantara, a diversified conglomerate 
»ontrolled by President Suhar- 
o's 38-year-old son Bambang 
l'rihatmodjo. 

The contract under negotia- 
ion is for an eight-month 
»roject to design a system to 
nspect logging concessions 
ind monitor tax payments 
rom loggers in three provinces 
— Riau, East Kalimantan and 
Moluccas. Following the de- 
ign phase, a new, three-year 
ontract will be awarded to 
mplement the system. Nor- 
nally, the company that de- 
igns a project also implements 
t. If the pilot project is deemed 
uccessful, the inspection sys- 
em will be broadened to cover 
ll of Indonesia's provinces on 

multi-year basis. 

The US$10 million, World Bank-funded 
тојесі is being closely watched by envi- 
onmentalists in Indonesia and around the 
vorld. Indonesia is home to the world's 
econd-largest tropical rainforest after Bra- 
il and is the world's largest exporter of 
‘opical hardwoods. About 50 million ha, 
r roughly half of Indonesia's forests, are 
lassified as “production forests,” and have 
een parcelled out to loggers in conces- 
ions averaging 100,000 ha each. 

The government sets strict conditions 
n felling, though these rules are poorly 
nforced. Over-logging is believed to be 
ampant; the World Bank estimates Indo- 
esia loses about 200,000 ha of forests an- 
ually because of careless logging prac- 
ces. 

The country is facing persistent interna- 
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tional criticism for not doing more to slow 
deforestation. The Indonesian Government 
says this criticism is unfair and constitutes 
interference in its internal affairs. But the 
government clearly senses that some steps 
must be taken to control loggers. 

In May 1990, Indonesia and other mem- 
bers of the International Tropical Timber 
Organisation (ITTO) promised to achieve 
“sustainable development” of their timber 
resources by the turn of the century. But 
some wood importers in Europe and the 
US are trying to speed up the process, by 
threatening to boycott wood products 
originating in countries where deforesta- 
tion is widespread. 

Indonesia earned more than US$3 bil- 
lion from the export of wood products last 
year, the highest total outside the oil and 
gas industries. The country could be hurt 





Plywood factory in Maluku: deforestation protection. 


badly if Western boycotts took hold. 

“The primary goal [of the contract] is to 
put right something that’s clearly wrong,” 
said John Wightman, director of interna- 
tional operations for Reid, Collins. “The 
government has to ensure that its forestry 
resources are sustainable if it wants to en- 
sure that its forestry industry is sustain- 
able.” 

Concession holders are supposed to pay 
US$10 per m of felled wood, but industry 
sources say many loggers under-report 
what they cut down. The World Bank esti- 
mates that under-reporting costs the gov- 
ernment some US$200 million in lost rev- 
enues each year. 

The choice of Reid, Collins came as a 
surprise to some industry analysts and en- 
vironmentalists, who thought that Sweden- 
based Silviconsult was better placed to win 
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the contract. Silviconsult, a forestry con- 
sultant, had teamed up with Societe 
Generale de Surveillance (5С5), a Swiss- 
based inspection company that already has 
à contract to inspect Indonesia's imports at 
point of origin. Their local partner was 
state-owned inspector Sucofindo and 
Wahanabhakti Persadajaya, a privately 
owned Indonesian consulting firm. 

Both Silviconsult, owned by British ag- 
ricultural giant Booker Tate, and Reid, 
Collins, owned by Canadian consultants 
H. A. Simons, have excellent reputations in 
their field. But Silviconsult's team was con- 
sidered superior because of the extensive 
inspection experience of scs. Neither Reid, 
Collins nor CTNS has done much inspec- 
tion work. 

In addition, some concern has been 
raised over Reid, Collins' choice of a local 
partner. The majority shareholder of СТМ, 
Bimantara, also has a stake in PT Itci, 
which owns a 550,000-ha logging conces- 
sion and plywood mill in East Kalimantan. 
According to CTNS president Justian 
Suhandinata, Bimantara's partners in PT 
Itci are a military foundation and Bob 
Hasan. 

Hasan is the most powerful figure in 
Indonesia's forestry business, 
with extensive holdings in 
plywood, rattan, logging and 
furniture, and exercises control 
over the major industry asso- 
ciations. Asks an official of 
Walhi, Indonesia's largest en- 
vironmental organisation: 
"How can Reid, Collins in- 
spect a concession which is 
owned by a sister company of 
their local partner?" 

Wightman of Reid, Collins 
defends the firm's choice of the 
politically powerful Bimantara 
as its local partner, saying 
"that's the way the game is 
played in Indonesia." Suhan- 
dinata denies there would be 
any conflict of interest. "The 
different units of Bimantara conduct their 
businesses independently," he argues. "In 
any case, we are sure that Reid, Collins 
won't allow anything to affect the objectiv- 
ity of their evaluations." 

Environmentalists, however, have 
mixed views on what Reid, Collins can 
achieve. Russell Betts, head of the Indone- 
sian office of the Worldwide Fund for Na- 
ture, concedes that inspecting Indonesia's 
forests will be technically difficult. "But to 
the extent that it's possible, it will be a very 
powerful step," he says. 

Others are sceptical that rainforests can 
be sustainably developed even under tight 
supervision. "There is no proof that a 
tropical rainforest can be sustainably de- 
veloped on a large scale," says Hira 
Jhamtani of Konphalindo, an Indonesian 
environmental research institute. п 
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COMPANIES 1 


Malaysian racecourse developer emerges into the spotlight 


On the inside track 


By Jonathan Friedland and 
Doug Tsuruoka in Kuala Lumpur 


After three decades of dis- 
creet global wheeling and 
dealing, Ananda Krishnan 
has emerged during the past 

: six months as a formidable 
and conspicuous force on Malaysia's busi- 
ness scene. Two major projects have cata- 
pulted him to prominence: a US$2.5 billion 
real-estate development in Kuala Lumpur, 
and a plan to launch Malaysia's first satel- 
lite. But rivals contend that Krishnan's 
success has been underpinned by adroit 
exploitation of political friendships. 

In the tightly knit and Chinese-domi- 
nated business community, there is con- 
siderable envy of Krishnan’s longstanding 
and close relationship with Prime Minister 
Datuk Seri Mahathir Mohamad. Yet, in a 
feat achieved by few businessmen, the ty- 
coon maintains an enduring friendship 
with opposition leader Tunku Razaleigh 
Hamzah, as well as Mahathir. 

Krishnan, according to his critics, con- 
centrates on developing assets and busi- 
nesses whose value will multiply mainly 
as a result of government approvals. Apart 
from the real-estate and satellite projects, 
the tycoon's rivals resent the fact that he 
has been granted a gaming concession that 
will provide him with the cash flow to fi- 
nance his ambitions. 





Krishnan fiercely denies the accusations 
of his competitors. “There is no quid pro 
quo,” the 53-year-old entrepreneur told the 
REVIEW in his first ever major interview. 
“We have been treated [by the govern- 
ment] as friends and it has always been 
understood that we would not let the side 
down if we made a commitment.” 

Krishnan is an unusual Southeast Asian 
success story. He is a Jaffna Tamil, a group 
noted more for their skills as bureaucrats, 
scholars and fighters than for their business 
acumen. He made his money not in prop- 
erty or manufacturing, but in the oil busi- 
ness. He has punted heavily in the US, in- 
cluding an unsuccessful 
attempt to buy publicly 
listed Primark, manufac- 
turer of Tupperware prod- 
ucts. And he has spent a 
good part of his adult life 
living outside the region, 
mainly in London and, 
more recently, Switzer- 
land. 

In other ways, how- 
ever, he resembles an ar- 
chetypal Southeast Asian 
entrepreneur. From the 
outset of his business life, 
as a management con- 
sultant during the heady 
post-independence days 





Krishnan has assiduously cultivated key 
policymakers, providing them with ad- 
vice, accommodating them when they vis- 
ited London, and keeping an eye on their 
children while they attended private 
schools. 

Krishnan has organised his businesses 
in the opaque manner favoured by many 
regional entrepreneurs. His vehicle for tak- 
ing control of the 39-ha Selangor Turf Club 
property in the centre of Kuala Lumpur is 
a Channel Islands company owned by 
trusts. 

And when he made his move into a 
moribund counter called Tanjong Tin 
Dredging, now revived as 
a gaming concern simply 
named Tanjong, Krishnan 
used a Hongkong shell 
company called Marle- 
stone Investments that 
gave him convenient 
deniability. His main in- 
ternational holding com- 
pany, Hongkong-based 
Excorp, is held through a 
web of nominees. 

But Krishnan now is 
tipping his hand publicly, 
though he did once before 
enter the limelight by 
helping organise the Live 
Aid concerts staged in 
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of the 1960s in Malaysia, 


Krishnan: conspicuous force. 


London and Philadelphia 





Oil's ups and downs 


Although Ananda Krishnan is generally demure about his oil- 
trading days, he does admit that “unbelievable” amounts of 
money were raked in by his Manila-based company Exoil 
Trading Ltd (ETL). The key to establishing this lucrative franchise 
was a steady supply of crude oil from the Middle East. “We saw 
ourselves in the exchange business,” Krishnan says. “We took 
crude oil from someone who didn’t want it and found someone 
who did.” 

ETL would, for example, purchase oil from Indonesian state 
monopoly Pertamina that was bound for Manila under a term 
contract with the Philippine National Oil Corp. (PNOC). As the oil 
could not be refined in the Philippines, it would be swapped for 
Arabian crude and the Indonesian product would be sold to 
Japanese refiners. 

Traders familiar with ETL's operations said that its biggest 
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deals involved shipping fuel oil and crude into the Philippines 
during the latter part of the Marcos era. Of the 1.5 million tonnes 
of fuel oil sent annually to the PNOC, “Exoil had the lion's share,” 
says one veteran trader. Profits during the 1976-81 period ranged 
from US$10-15 a barrel, he adds, though it is not clear how 
much Exoil received. 

“They [ETL] had a lock on PNOC,” adds this trader. “There 
were no opportunities to go out to tender at that time. It was a 
closed shop.” Similarly, traders say that ETL’s relationship with 
Pertamina and its trading arm Perta Oil Marketing was an 
unusually close one during this period. According to several 
sources in Singapore, Exoil still carries out trading manoeuvres 
with Pertamina, albeit on a more modest scale. “They pull off 
deals that no ordinary trading firm could manage,” says another 
senior oil merchant in Singapore. 

One such manoeuvre involved the purchase of Tapas crudt 
from Petronas with Figear, a Hongkong-registered company 
beneficially controlled by Tommy Suharto, the son of Indonesia': 
president. The crude was brought to Pertamina's Balikpapar 
refinery in Kalimantan for refining and then either sold tc 
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n 1985 to help Ethiopian famine victims. 
Ће company through which he controls 
fanjong, Usaha Tegas, is owned directly 
vy him and his Manila-based brother Maya 
&rishnan. Nor is he making an effort to 
onceal his involvement in the US$250 mil- 
ion satellite deal being made on behalf of 
ı slew of companies associated with Ma- 
aysia's ruling party. 

"Ananda cannot hide himself any- 
nore," says Razaleigh, who has known 
krishnan since the early 1960s and counts 
iim as a close friend. "He has become а 
onversation piece." 

Krishnan refuses to give a reckoning of 
lis net worth. But an examination by the 
REVIEW of corporate records in Hongkong, 
he US, Malaysia and Singapore suggests 
hat his assets amount to at least US$125 
nillion. It is impossible to ascertain the 
ıxtent of his personal borrowings, but 
hose companies for which accounts are 
ivailable are either modestly leveraged or 
ire net lenders. 

Bankers familiar with Krishnan say that 
ie has always paid his debts on time. They 
dd that he is a tough negotiator who has 
ometimes been refused loans because of 
tis unwillingness to provide sufficient se- 
urity. Krishnan's way of doing business, 
iowever, suggests that debts should rarely 
е a problem. 

That approach was exemplified in one 
f his first big oil deals, back in 1969, in 
vhich Krishnan secured an offshore con- 
ession in Indonesia shortly after a major 
trike was made by independent driller 
Jatomas. Krishnan shopped the deal 
round the US, drawing on friends he had 
aade in Harvard Business School, and 
ventually pulled two other independent 
ompanies into a consortium in which 
rishnan's Pexamin Pacific took a small 
take. The US$2.5 million signature bonus 
md the US$15 million in drilling costs 


were borne mostly by others. 

“If you can find a customer for your 
asset, you do not have to put the money 
up," says Krishnan. "We do not take com- 
missions. We are principals in transactions. 
It is a base cost that we put down and then 
we sell it." 

^When we do anything, we plan it 
carefully and we bring the best people in," 
he adds, “1 demand that we live up to our 
commitments and not be careless." This is 
the primary reason, Krishnan says, that he 
won the right to oversee the complex 20- 
year transformation of the Turf Club into 
an integrated mini-city in the middle of 
Kuala Lumpur and to manage Malaysia's 
first satellite. 

Krishnan, the Kuala Lumpur-born son 
of senior clerk in the civil service, is a capa- 
ble and exacting manager. He has assem- 
bled a team of loyal and competent sub- 
ordinates, often recruiting them from 
multinational firms and giving them a slice 





of equity in his companies. And he is al- 
most obsessive about details and tidying 
up loose ends. 

After graduating from Harvard Busi- 
ness School, an important stamp of re- 
spectability and source of connections 
throughout his career, Krishnan returned 
to Kuala Lumpur in 1964 to build a con- 
sulting business called MAI. He made a 
name for himself quickly, taking on as- 
signments ranging from a reorganisation 
of Penang Port to an evaluation of the 
country's nascent industrialisation strategy, 
as well as winning business in Indonesia, 
the Philippines and Thailand. 

In 1967, Krishnan added another string 
to the bow of MAI, in the form of a number 
of joint ventures with Ken MacMahon and 
"artners. MacMahon was a mining engi- 
neer whose primary vehicle Mineral Secu- 
rities, or Minsec, became the hottest Syd- 
ney stock of the 1960s and, briefly, Austral- 
ia's largest mining company with assets of 


ertamina or traded out through Singapore to the highest bidder. 
A classic toll-gate operation," is how one oil analyst describes it, 
where neither inputs nor outputs reflect market pricing." 

The oil-trading business has presented Krishnan with the oc- 
asional unpleasant surprise, however. He lost a great deal of 
toney on Iranian crude when the shah was pitched out of power 
* 1978 and, more recently, was on tenterhooks when ETL’s al- 
»tment of 20-30,000 barrels of crude a day from Iraq was dis- 
ipted by the UN embargo and the Gulf War. According to 
rishnan, ETL is the biggest regional vendor of Iraqi crude. 

After Ferdinand Marcos fled the Philippines in 1986, the Phil- 
spines Commission on Good Government investigated ETL's 
tlationship with PNOC and its former chairman Geronimo 
ielasco. No evidence was adduced that Velasco had accepted 
bmmissions from Krishnan or had received an equity stake in 
«oil. An unrelated case is still pending against the former PNOC 
bss in the Sandiganbayan anti-corruption court. Velasco did not 
iturn repeated telephone calls. 

Krishnan denies that remuneration of any sort was provided 

Velasco in exchange for ETL's business. "We are extremely 


DECEMBER 1991 


careful about our contracts and not taking shortcuts," he says. 
He adds that ETL’s business with PNOC was cancelled by the 
Aquino government not because of any irregularities but be- 
cause "they did not need us anymore." PNOC officials would not 
comment on the matter, 

As information imperfections disappeared in the Asian oil 
market and competition became stiffer, Krishnan turned his 
sights to oil and gas exploration, in which he had cut some of his 
earliest deals. In 1982 and 1983, his firm Anadarko Land & Ex- 
ploration Co., based in Tulsa, Oklahoma, began raising funds for 
a series of limited partnerships to tap potential reserves in the 
southwestern US. The gambit did not pay off; oil and gas prices 
plummeted and by 1986 Krishnan and his partners had sold 
most of their equity to Esco Energy. 

According to Anadarko's former chief financial officer 
Leonard Pickett, the 30-man strong Tulsa arm of Krishnan's 
empire did not "develop the critical mass to be able to support 
the overheads of an organisation in a very difficult environ- 
ment." By Krishnan's reckoning, the Anadarko operation in the 
end lost US$23 million. ж Jonathan Friedland and Doug Tsuruoka 
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А5100 million (US$80 million. — _ 

Krishnan “used his network in Sou 
east Asia to get investors for Minsec,” sa 
his former college roommate and busin 
partner, Shann Turnbull, and adi 
"Ananda was.a great promoter." Accoi 
ing to Turnbull, he and Krishnan were 1 
driving force behind a pair of mutual fun 
established by Minsec in 1970. Th: 
months after the launch of the Australi 
Growth Fund One and. Two with A$ 
million in capital, Turnbull resigned frc 
the management company created to r 
the funds because he was nervous abc 
Minsec's financial health. 

He advised Krishnan to do the san 
pointing out in a memo that much of t 
proceeds from the mutual funds had be 
channelled into Minsec-controlled cov 
ters. The memo, which at the time did r 
convince Krishnan to break with M: 
Mahon, was entered into the record of . 
official investigation into Minsec's collar 
which took place shortly after. 

While Krishnan moved quickly after t 
collapse to limit the damage to the Sout 
east Asian joint ventures by rupturing ti 
with MacMahon, whom he now. chart 
terises as a farsighted, honest man, | 
| concedes that the experience taught hi 
“not to be an absentee director or to be 
polite, unquestioning one.” For his pa 
MacMahon is bitter that Krishnan did n 
stick by his side when the chips we 
down. “Ananda is a user,” says Ma 
Mahon. 

This is a refrain heard often fro 
Krishnan's early associates. Friends fro 
the 1960s and 1970s say that Krishnan w. 
in a tremendous hurry to gain mone 
power and status. His scaling of the soci 
ladder was given impetus in 1971 wh 
he married Supinda Chakrabhandu, 
Thai of royal extraction whose fath: 
served as minister of agriculture. By. th 
time, Krishnan had set up house in Lo 
don, where he later played host to a strir 
of Malaysian politicians, included M 
hathir who was then in the political w 
derness. 

After the Minsec collapse, Krishnz 
teamed up with a Houston-based ge 
physicist named Tom Cantwell to identi: 
and buy the rights to potentially rewardir 
petroleum concessions. Through a series 
modestly capitalised companies, various 
named Pexamin, Petco and Petrolew 
Holdings, they purchased the right to dr. 
concessions in Indonesia, the Philippine 
Sri Lanka, Egypt, the North Sea and tl 
US. In total, according to Cantwell, the: 
firms had more than 2.5 million ha und: 
lease. ; 

Few of the properties yielded any b: 
finds, but the pair were modestly succes 
ful in putting together consortiums i 
which they would maintain an equit 
stake. A separate company in whic 
Krishnan had a shareholding, Chenderian 


Government of Sri Lanka _ 






Invitation to Prequalify to Bid for 
Management Contracts of 
Plantations Estates 







Companies interested in participating in bids to manage 
Government owned plantations estates in Sri Lanka are 
invited to prequalify for an invitation to bid for the award 
of one or more management contracts. 










Four hundred and forty nine tea, rubber and coconut estates 
presently owned and managed by two Government 
corporations are to be formed into 22 companies, registered 
under the Companies Act. Some of these companies consist 
of both tea and rubber estates, others of tea estates alone 
and 2 consist only of coconut estates. The areas presently 
under cultivation in these companies range from 5,500- 
13,000 hectares and the agricultural condition is generally 
good. These companies are to be offered for private 
management under contract. The ownership of these 
companies will remain with the Government and 10% will 
be granted to workers. 

































Sri Lankan and foreign companies are invited to prequalify 
to bid on one or more of these management contracts. At 
this stage, Sri Lankan and foreign companies must 
prequalify separately. Prequalified Sri Lankan companies 
may bid on their own, whereas prequalified foreign 
companies will be required to submit bids in association 
with prequalified Sri Lankan companies. 









An application form to prequalify to bid on one or more of 
these management contracts, together with an explanatory 
memorandum and summary particulars of companies to be 
offered for management is available at the office of: 












Plantations Restructuring Unit 
(Ministry of Finance) 

2nd Floor, Unity Plaza 

2 Galle Road 

Colombo 4, Sri Lanka 

Tel: 941-502002, Fax: 941-502006 














A non-refundable registration fee is payable on submission 
of each completed prequalification application. 






Completed prequalification applications must be received by 
the PRU by 4.00 pm on Friday, January 3, 1992. 
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Ananda Krishnan’s main companies 


All companies 100% held 


unless otherwise noted 
Indirectly held 


“499% held jointly by MAL and Pacific Sites 


in Dredging, did strike it rich. It was in- 
olved in a partnership with Burmah Oil 
iat found exploitable North Sea reserves 
1 1974. The group sold its concession to 
nother, better-funded consortium. 

More importantly, Krishnan was learn- 
1g about the oil business at a time when 
was about to undergo a profound struc- 
iral change; oil climbed in price from 
'5$1.50 a barrel in 1969 to a peak of 
$$39 in 1981. Krishnan would later “catch 
ıe wave," as he puts it, trading up to 
20,000 barrels per day of crude oil and 
erivative products as prices rocketed 
«ywards. 

Just as critical to his later successes, 
3wever, was the fact that Krishnan was 
ne of the few Malaysians to know any- 
ting about the world oil business. Ma- 
ysia’s own production was divided 
nong Shell, Exxon and a handful of other 
iultinational companies that employed 
(patriates in key positions. When 
azaleigh, then chairman of state-owned 
vestment holding company Permodalan 
asional (Pernas), was instructed by then 
‘ime minister Tun Abdul Razak to form a 
itional oil company in 1974, he turned to 
rishnan for advice. 

Krishnan pointed Razaleigh to the pro- 
iction-sharing agreements instituted by 
?rtamina chief Ibnu Sutowo in neigh- 
suring Indonesia and informally assisted 
e future finance minister in his negotia- 
ms with foreign oil companies. In March 
84, Krishnan was appointed by Mahathir 
the board of state-oil company Petroliam 
asional (Petronas), which he served until 
ecember 1986. 

Krishnan's access to Razaleigh helped 
m gain credibility. “Ananda always 
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Source: Review Data 


showed up by accident," in Manila, in Ja- 
pan and elsewhere, says Razaleigh. In 1976, 
Krishnan was the go-between in the 
Razaleigh-engineered takeover by Pernas 
and others of London Tin, a move which 
helped convince British shareholders to 
relinquish their stakes in Malaysian tin 
mines. 

Razaleigh says he first met Krishnan in 
Malaysia in 1962, while serving as a dele- 
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gate to the UN. "I was already involved in 
politics,” he says. Razaleigh and Krishnan 
travelled together often to the Middle East 
and Europe. “There was no other 
Malaysian businessman that had such 
wide-ranging international connections,” 
says another old friend of Krishnan's. “He 
acted as a window on the world for many 
people.” 

Krishnan's constant travel, his canvass- 
ing of important people, and the fact that 
he hailed from a developing nation served 
him nicely during the early 1980s when oil 
was difficult to obtain and a guaranteed 
flow of it was treasured by the dynamic 
East Asian economies. 

By the mid-1980s, Krishnan was 
wealthy enough to focus more of his at- 
tention on public service and charitable 
donations, an attribute that has put him in 
particularly good stead with Mahathir. 
Despite having moved closer to Mahathir, 
whom he has known since the mid-1960s, 
Krishnan continues to maintain close ties 
with Razaleigh. "We go on holidays to- 
gether a lot in the South of France and 
Switzerland," the prince says unhesitat- 
ingly. 

“1 don't think Ananda is interested at 
all in politics," says Razaleigh. Another 
close acquaintance predicts, nonetheless: 
"Five years from now, he [Krishnan] won't 
only be a money broker but a power bro- 
ker." Some political analysts are convinced 
Krishnan will play a role in selecting the 
next prime minister and could perhaps 
even contrive a reconciliation between 
Mahathir and Razaleigh. = 





COMPANIES 2 


Big-time wagers 


By Doug Tsuruoka and 
Jonathan Friedland in Kuala Lumpur 
Ananda Krishnan has made 
himself Malaysia's most suc- 
cessful ethnic Indian entre- 
preneur by projecting on to a 
wider stage a style well-re- 
hearsed from his days as an oil trader. 
With an impeccable political network and 
a steady nerve, he has been able to move 
into real estate, legalised betting and the 
satellite communications business. He is 
adept at marrying charm to audacity in or- 
ganising billion-dollar projects, with little 
of his own capital at risk. 

Most recently, Krishnan has surfaced as 
the major shareholder in Binariang, a local 
company which on 12 November signed a 
US$250 million memorandum of under- 
standing with US-based Hughes Aircraft 
and Europe's Arianespace to purchase and 
orbit a communications satellite by 1994. 
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The satellite is being developed for a 
group which includes Krishnan's US-based 
television company, Worldwide Sports & 
Entertainment, and regional users. Other 
clients will be Time Engineering and 
Renong, both of which have strong links to 
the ruling United Malays National Or- 
ganisation, as well as Uniphone, the coun- 
try's largest maker of domestic telephone 
equipment. 

Krishnan told the REVIEW that he con- 
trols Binariang with Malay partners. "What 
we have is the hardware," he says, pre- 
dicting that the satellite's transponders will 
be used by the government and by Tv sta- 
tions controlled by the ruling party. 

Analysts say the Malaysian side of the 
user group could form the basis for a sec- 
ond nationwide telecommunications pro- 
vider to compete with the recently priva- 
tised telephone monopoly, Telekom Ma- 
laysia. Government officials have already 
endorsed in principle the creation of a sec- 
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ond telephone company. 

In an even more ambitious venture, 
Krishnan has allied himself with the state- 
run oil company, Petronas, and other in- 
vestors to transform Kuala Lumpur's 
former Selangor racetrack into a futuristic 
“city within a city” within 15 years. The 

project is believed to be one of the largest 
property developments in the Asia- Pacific 
region, encompassing 39 ha of choice real 
estate in the capital's "golden triangle" dis- 
trict. 

The official consortium company for the 
project is Seri Kuda, which was formerly 
controlled by Pacific States Investments, a 
British-based firm controlled by Krishnan. 
Cash-rich Petronas is slated to take up a 
51% stake in Seri Kuda, and Krishnan will 
retain a 15% personal interest. The com- 
pany will build, own and operate the 
project once it is completed. 

Democratic Action Party secretary-gen- 
eral Lim Kit Siang has denounced what he 
calls an inherent conflict of interest be- 
tween Seri Kuda and Petronas, based on 
Krishnan's past association with Petronas 
chairman Tan Sri Basir Ismail. Taking ad- 
vantage of parliamentary privilege, Lim 
alleged that one of Krishnan's offshore 
companies had guaranteed a loan taken 
out by Basir to finance his management 
buyout of Kumpulan Fima, a former gov- 
ernment-owned manufacturer, in Decem- 
ber 1990. Krishnan denies the accusation. 

Although Krishnan served on Petronas’ 
board between 1984 and 1986, and traded 
oil on its behalf, he says there is nothing 
untoward in the present association. 
^When [my friend] Tunku Razaleigh 
Hamzah was chairman of Petronas, I never 
exploited the situation," Krishnan says. 
Nor does he see anything abnormal about 
Petronas being the anchor tenant in the 
Turf Club development even though it will 
be moving from headquarters in central 
Kuala Lumpur completed as recently as 
1984. 

Krishnan is vague about how Seri Kuda 
purchased the prime racetrack site from its 
Turf Club owners for a relatively paltry 
sum of M$110 million 
(US$40 million). But he ar- 
gues a hefty premium is 
being charged by the gov- 
ernment for the conversion 
of the land to commercial 
use, under an agreement 
reached on 18 November. 
“It is the biggest number 
levelled on anyone in this 
town,” says Krishnan, who 
refuses to disclose the cost 
of the premium. 

The racecourse deve- 
lopment could bombard 
the local property market 
with M$7-8 billion worth of 
new office and commercial 
space over the next 20 





years, and will be the plan- 
ning focus for the city into 
the next century. But the 
initial stages of the project 
will come on line after an 
expected glut of office 
space in Kuala Lumpur, 
and one corner of the site 
may also contain cavern- 
ous limestone which 
would make construction 
difficult and expensive. 
Krishnan concedes: “The 
project’s value will go 
down before it goes up.” 

Another pivotal move 
for Krishnan, which was 
announced in September, 
involves a M$332.5 million 
reverse takeover of defunct tin company 
Tanjong Tin Dredging by Pan Malaysian 
Pools (PMP), a legalised gaming operation 
which Krishnan founded in 1988. Ananda 
Krishnan and his Manila-based brother 
Maya Krishnan indirectly control Tanjong 
through Usaha Tegas (Malay for “clear ef- 
forts”). 

The largely cashless manoeuvre in 
Tanjong was carried out at minimum cost 
to Krishnan and his companies. Ralph 
Marshall, a top Tanjong executive, says the 
takeover consisted of a back-to-back share 
swap between Tanjong and PMP and a 
modest cash payment to Tanjong’s former 
owners by the Hongkong company 
Marlestone Investments, which aided in 
the manoeuvre and which is controlled by 
a close friend of Krishnan’s. 

Krishnan injected another M$30-40 mil- 
lion into Tanjong from outside. Beyond 
this, Marshall says, “The only major thing 
is the premium paid to the Tote Board and 
the government. We are also paying 5% 
commission to the agents, which has gotten 
us the 300 outlets we now have.” 

Tanjong is scheduled to be relisted on 
the London and Kuala Lumpur stock 
exchanges on 24 December. The relisting 
of 1.5 million existing shares will be ac- 
companied by an issue of 166.3 million 
new Tanjong shares. In 
addition, there will be a 
five-for-one rights issue of 
2.3 million shares for en- 
titled scripholders at M$2 
apiece and a public issue 
in Malaysia of 17.5 million 
new Tanjong shares, mak- 
ing a total equity base of 
187.6 million shares. Of 
the 166.3 million new 
shares, 14.2 million will be 
reserved for Malay invest- 
ors. 

The share issues are ex- 
pected to pump £28.1 mil- 
lion (US$50 million) into 
Tanjong’s coffers. That 
would leave the revitalised 


Razaleigh. 
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& firm well-positioned to bid 
# for all the racetrack betting 
concessions in peninsula: 
Malaysia that are being 
spun-off by the country’s 

Racing Totalisator Board 

According to company es- 

timates, Tanjong coulc 

reap upwards of M$1.: 

billion a year in turnover i: 

it corners all the totalisatoi 

rights for the peninsula 

(The totalisator is a betting 

and lottery-based form o. 

gambling linked to horse 

racing.) 

Turnover from Par 
Malaysian Pool's totalisa- 
tor management is ex 

pected to reach as much as M$708 millior 
this year, compared with turnover of only 
M$16.2 million during its first year of op- 
eration in 1988. 

The anti-gambling wing of Prime Min- 
ister Mahathir's ruling party could stil 
torpedo Krishnan’s plans by pressuring 
public officials to deny PMP full totalisato: 
rights. But stern Islamic precepts agains 
gambling have not stopped Krishnan it 
the past. PMP obtained its initial right t 
manage its Numbers Forecast Totalisato 
Operation with the help of then financ 
minister Tun Daim Zainuddin in 1988 
even though, as one analyst points out, "i 
was done at a time when gambling wa: 
being criticised." 

As it is, Krishnan has convinced th 
government to lower the effective tax rat: 
on its existing numbers games from 25% 
to 10%. Krishnan notes that officials agree 
to lower the tax rate after PMP promise 
that the government — which is eager t 
dissociate itself from legalised gaming — 
would receive the same amount in annua 
tax revenue that it had collected before th: 
tax reduction. He also says he performed i 
public service by driving illegal number 
rackets — which pay no taxes — out о 
business. 

The special bumiputra issue of 14. 
million shares suggests, according to on: 
well-placed source, that "Ananda is bein; 
made to share" the fruits of his busines 
dealings by some elements in the rulin: 
party. Nevertheless, the tycoon appears t 
have reached a point where he feel 
there is more than enough to go arounc 
Also, his manoeuvring suggests a shift t 
longer-term investment strategies. Note 
one analyst: "Ananda will stay wit 
Tanjong Tin. This is one thing he wants t 
hang on to. It's a real money-spinner fc 

Krishnan has proved himself an ор 
portunistic player of the local stockmarke 
Four years ago, he disposed of a M$9 
million block of shares in the New Strai* 
Times, publisher of Malaysia’s bigges 
English-language newspaper, to the Ku 
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waiti Investment Office, at a premium of 
М$7 per share. He had paid about M$6 
each for shares obtained from Times Pub- 
lishing of Singapore. This coup was all the 
sweeter for being a triumph over Rashid 
Hussain Securities, the leading bumiputra 
broker. 

In January 1983, the tycoon was in- 
volved with the controversial businessman 
Effendi Stevens in the "Malaysianisation" 
of the local unit of the British-based 
Inchcape. Krishnan, who says he never had 
more than 30% of Inchcape and had sold 
out by 1986, was lured to the company by 
its "wonderful earnings." 

Krishnan's previous preference for a 
discreet style of operating has created an 
aura of intrigue around him that he would 
prefer to shed. For instance, he denies ve- 
hemently the rumours that he has acted as 
a middleman in several arms deals for the 
Malaysian Government. And he insists 
that his links to Lorrain Esme Osman are 
purely personal and unrelated to business; 
Osman is currently in custody in Britain 
fighting extradition to Hongkong for his 
alleged role in the Bumiputra Malaysia 
Finance scandal. 

Krishnan also rejects criticism that his 
success is born of political and business 
relationships. He argues that all his Ma- 
laysia-based operations are professionally 
run companies. "People do not give 
Southeast Asian businessmen enough 
credit,” he asserts, arguing that Tanjong 
and Seri Kuda are not run any less well 
than his US operations. 

These US forays have yielded mixed 
results, and remain something of a side- 
interest compared with Malaysia. In 1990, 
Krishnan paid US$25 million, mostly bor- 
rowed from Security Pacific Bank, to take 
control of the unlisted New York-based 
Crosman Corp., a unit of the Revlon Corp. 
that has 40% of the US air-rifle market. 
Earlier attempts to buy publicly listed US 
firms Stride Rite, a shoe-maker, and 
Primark, the manufacturer of goods traded 
under the famous Tupperware label, had 
been unsuccessful. 

Krishnan's US-based Pexco Holdings 
intends to focus on some larger acquisi- 
tions in the sports and recreation-goods 
industry. Says Krishnan: "It's difficult to 
buy value in Asia. But in the States, you 
zan still buy a good company for five times 
?arnings." 

Krishnan is dabbling in other areas; 
ae owns a 250-employee animation studio 
n Manila and a Tokyo-based company 
‘hat specialises in drilling geothermal wells 
‘or the hot-spring baths beloved of Japa- 
aese. To spend more time on his new 
ventures, Malaysian and otherwise, 
Krishnan says he has largely relinquished 
a role in the management of his oil-trading 
»usiness, with the Manila-based Exoil 
Trading being entrusted to his brother 

aya. ГЫ 
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Hello, nemesis 


About a year before Black Monday stunned major stockmarkets in October 1987, 
Wall Street flashed ominous warnings with one-day price falls that were taken at 
the time as aberrations. Now Wall Street is again signalling trouble ahead. Equally 
disturbing — if less obvious — signals have been emanating recently from Tokyo, 
where blithe optimism about a soft landing for the Japanese economy is giving 
way to a more sober assessment. 

It took two years after Black Monday before economic recession took hold in 
the US and Britain, and it may take a while before the second leg of the recession 
arrives, in the wake of another major bear market. But come they both will. 

As the US and parts of Europe slid into recession in 1990, many took comfort 
from the fact that Japan’s economy (and Germany’s) continued to boom, just as 
they were heartened in 1987 when the Tokyo stockmarket refused to fall in sympa- 
thy with Wall Street and London. Major economies and markets, it seemed, were 
moving independently, producing a systemic hedge against global recession. But 
the message of the Tokyo stockmarket crash in 1990 was that Japanese and West- 
ern economies faced a common nemesis. 

Economic prosperity in the late 1980s was born out of surplus financial liquidity 
as much in Japan as it was in the West. The only difference was the degree to 
which banks, stock and real-estate markets intermediated the process. 

Japan is about to discover what became painfully obvious in the US and Britain: 
once these engines of credit creation go into reverse, no amount of monetary policy 
easing will serve to prime the economic 
= pump. 
$ The balance sheets of banks have been 

ravaged by stock and land price falls and by 

a rising tide of corporate bankruptcies, not to 

mention the need to conform to official capi- 

tal-asset ratios. Even at lower interest rates, 
they are less willing and able to lend money. 
Then there is the all-important question of 
psychology and the impact of economic 
slowdown and reduced demand on busi- 
nessmen’s willingness to invest at any price. 
The Bank of Japan significantly stressed the 
need to restore business confidence when it 
lowered interest rates on 14 November. 
In theory, monetary easing on both sides 
of the Pacific ought to have Wall Street and 
Tokyo stockmarkets becoming as bullish now as they were bearish when a tighten- 
ing of credit heralded Black Monday in 1987 and the Tokyo crash two years later. 
But the markets have spotted that the link between money supply and economic 
activity has weakened if not actually snapped. In place of the link now is the 
famous “piece of string” which economist John Maynard Keynes suggested autho- 
rities were pushing on ineffectively during the 1930s in trying to kickstart econo- 
mies with liquidity injections alone. Keynes’ solution was to prefer fiscal stimula- 
tion in which governments prime activity directly rather than at one remove. 

Fiscal stimulation will happen next year in Japan, though whether on a scale 
sufficient to offset the slowdown in massive private (capital and consumption) 
expenditure in recent years is in grave doubt. It can happen in the US only if the 
federal government resorts to monetising its huge debts. And debt-strapped Ger- 
many has little room for manoeuvre. 

Meanwhile, in the unreal world of real-economy projections the IMF is happily 
assuming that real average growth for the G-7 countries in 1992 will more than 
double to 2.9%, from 1.3% in 1991. Even in Japan, where a common view was that 
the real economy would remain unaffected by the collapse of the bubble economy, 
some economists are now acknowledging that IMF projections for the US, Germany 
and Japan are over-ambitious. The OECD is projecting 2.5% growth for Japan next 
year against 3.4% forecast by the IMF. m Anthony Rowley 


Wishful thinking? Ё 


Real GNP 
(annual change %) 
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Japanese bankruptcies highlight economic problems 


CEDE; 


The body-c 


I By Anthony Rowley in Tokyo 





s the Japanese economy slows, the 
A number of corporate bankruptcies 

is rising rapidly. And the failures 
are spreading beyond the realm of small 
business, where bankruptcies are normally 
most common. 

The trend reflects a wider malaise than 
the collapse of Japan’s so-called bubble 
economy in stocks and land, and raises 
worries that banks and finance companies 
will come under increasing pressure as 
borrowers are unable to repay loans. 

Although the Bank of Japan (BOJ) pro- 
fesses no great concern as yet, the monthly 
rate of failures is now approaching the 
level where the central bank could be com- 
pelled to intervene by further easing mone- 
tary policy. 

When bankruptcies began to surge à 
year ago, the rise was almost entirely at- 
tributable to failures among speculative 
property developers squeezed between ris- 
ing interest rates and falling sales. But in 
recent months, corporate casualties have 
appeared across a wider spectrum. 

Small and medium-sized companies are 
suffering not only from the high costs of 
money — ameliorated somewhat by recent 
interest-rate reductions — but also from 
still-rising labour costs and reduced orders 
from large firms. 

The outlook for Japan's myriad suppli- 
ers of parts and components to the motor 
vehicle and electronics industries is far 
from bright, as is becoming apparent from 
the declining profits being reporting by 
these and other key sectors. 

Bankruptcy is also taking its toll on 
more exotic areas of Japanese business. 
According to Teikoku Databank, the num- 
ber of company failures stemming from 
falls in the value of stock and art invest- 
ments rose by 220% to nearly ¥800 billion 
(US$6.2 billion) between April and Septem- 
ber compared with the previous year. 

Itoman, the trading company turned 
real-estate developer which was bailed out 
earlier this year by Sumitomo Bank, had 
heavy exposure to art investments as well 
as to property. The collapse in Japanese 
demand for art works has dented even the 
total of the nation’s imports this year. 

Analysts expect the incidence of 
bankruptcies to rise across the board dur- 
ing 1992, and the total number of failures 
to surpass 10,000 (this year), compared 
with 8,409 by the end of October. 

Bankruptcies among companies with 
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ount rises 


debts of ¥10 million or more increased by 
66% in October, compared with the same 
month a year earlier. The total amounted 
to 1,071 cases, involving combined debts 
of ¥803.3 billion. If the level of liabilities 
rises above ¥1 trillion a month, the BOJ 
would probably regard it as a sign to lower 
interest rates further. 

The total amount of debt involved in 
the October bankruptcies showed a more 
than five-fold increase over the level a year 
ago. According to Tokyo Shoko Research, 
it was also the largest figure on record for 
October, when seasonal influences nor- 
mally boost bankruptcies. 

The figures also continued a trend ap- 


Ez 
Total bankruptcies 


Real estate failures 





parent in the April-September period, 
when bankruptcies involving debts of ¥10 
million and over soared 71% from a year 
earlier to 5,244 cases. Total liabilities in- 
volved jumped 380% to ¥3.82 trillion. 

Bankruptcies related to real estate — 
though still rising sharply — now consti- 
tute a smaller share of the total. Measured 
by value, property-related failures repre- 
sented less than one fifth of total bankrupt- 
cies in October, down from more than one 
third as recently as August. The number of 
such bankruptcies was less than 10% of the 
total in October. 

More and more Japanese companies are 
citing falling sales and mounting financial 
losses as the cause of their failure. With the 
OECD predicting real growth of only 2.5% 
in Japan’s economy in the fiscal year be- 
ginning next April — compared with an 
expected out-turn of 3.8% in the current 
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year — falling demand is likely to put 
small and medium-sized companies under 
increasing pressure. 

Japanese law is more accommodating 
to bankrupt companies than is the case in 
other countries — and this in turn puts 
pressure on banks and commercial credi- 
tors. Because of this, Akio Mikuni, of 
credit-rating agency Mikuni & Co., predicts 
increasing problems for Japanese banks. 

Moreover, a recent survey by Nihon 
Keizai Shimbun found that 30% of the total 
liabilities involved in 37 relatively major 
bankruptcies this year accrued to Japan's 
three long-term credit banks alone. This 
arises partly out of their exposure via leas- 
ing companies such as Japan Leasing, in 
which Long-Term Credit Bank is the sec- 
onc-largest shareholder. 

The non-bank sector is also highly vul- 
nerable to bankruptcies, especially those 
related to real estate. According to the Min- 
istry of Finance (MOF), some 42% of loans 
by non-bank financial institutions such as 
consumer credit, leasing and finance 
companies are to real-estate and construc- 
tior companies. 

Although real estate-related bankrupt- 
cies are declining as a percentage of total 
failures, they nevertheless rose by 260% in 
the April-September period, compared 
with a year previously. There were 521 
such cases, with debts totalling Y1.15 tril- 
lion. 

Banks are having virtually to run the 
affairs of many of their real-estate deve- 
loper clients. One such case is EIE Interna- 
tional, where operations have been scaled 
back sharply and assets are being sold. 

One MOF official was quoted by Nikkei 
as saying that “the effect from the real-es- 
tate market could be enormous, because 
two thirds of non-banks' collateral is in rea 
estate.” Officials express fears that possible 
failures among non-banks could also hi! 
banks, which used them as a conduit fo) 
expanding their real-estate loan portfolios 

The fact that land values all over Japar 
are now showing a marginal decline (pre 
viously falls were limited to a few cities 
suggests further trouble. Besides property 
speculators, those at risk include compa 
nies which used land as collateral for loans 
as well as the financial institutions from 
whom they borrowed. 

So far the biggest bankruptcy directh 
related to real estate has been that of con 
dominium developer Maruko Inc., whicl 
failed at the beginning of September witl 
debts of Y278 billion. This was the fifth 
largest failure in Japan's corporate history 

But the most spectacular bankruptcy і 
recent times was that of Osaka restauran 
proprietor Nui Onoue, who owed mor 
than Y400 billion. The discovery that he 
borrowings from the Industrial Bank of Ja 
pan (Bj) had been obtained using forge 
collateral forced the resignation of senio 
IB] officials. ! 
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Lippo Group agrees to terms for BCCHK bailout 


Rescue and rider 





3y Michael Taylor in Hongkong and 
Adam Schwarz in Jakarta 
provisional agreement which could 
rescue the stricken Bank of Credit 
and Commerce Hongkong (BCCHK) 
vas signed in late November between the 
jovernment-appointed liquidator and 
Tongkong Chinese Bank (HKCB), owned by 
ndonesia's Lippo Group. 

But despite repeated denials from the 
longkong Government, the agreement 
gaves the liquidator holding about HK$1 
illion (US$128 million) of BCCHK's assets 
vhich the buyer would not accept. 

Under the agreement, about HK$10 
illion of BCCHK's assets and liabilities will 
e hived off to a new company, of which a 
lajority stake will be owned by the Hong- 
ong Chinese Bank. The assets include an 
stimated HK$2 billion of BCCHK's bad 
зап, which the new bank will pay down 
y using BCCHK's existing provisions, and 
y cancelling interest payments and about 
J% of the total deposit base. 

For the 30,200 BCCHK clients with 
[K$100,000 or less in the bank, the deal 
‘ill mean that all their money will be re- 
»vered within three months of the final 
3reement being signed. Depositors with 
iore than. HK$100,000 will be paid 
(K$100,000 or 30% of the balance, which- 
ver is the greater, three months after the 
ink opens. 

A further 15% will be paid on the new 
ink's first anniversary, and thereafter 
epositors will receive 10% every six 
ionths for two years. 

Stephen Riady, executive director of 
«CB, says depositors will be repaid an 
sgregate of about 90% of their money, 
ther than the 85% figure publicised, be- 
use deposits pledged against borrowings 
ill be netted out before the 15% is de- 
acted. 

The negotiations have so far managed 

surmount or skirt the mammoth legal 
id accounting problems in which BCCI 
id BCCHK are mired. Credit for this goes 

HKCB and Noel Gleeson, the govern- 
ent's registrar-general and provisional 
juidator of BCCHK. However, there are 
ЇЇ some hurdles to be negotiated. 

First, the rescue package requires the 
»proval of those holding unencumbered 
‘posits worth HK$100,000; a 75% major- 
' will be required from those who exer- 
ie their right to vote. 

Second, Gleeson is seeking an accept- 
le guarantee that BCCHK's ultimate 
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owner — the sheik and government of 
Abu Dhabi — will honour any unrecorded 
liabilities of BCCHK that surface after the 
transfer. 

Third, enabling legislation to transfer 
the assets and liabilities must be passed by 
Hongkong's legislature. 

The Hongkong Government has been 
vigorously insisting that HKCB is taking 
all the assets and liabilities of BCCHK. 
Gleeson said: "Essentially, they will be 
taking on all the assets and all the liabili- 
ties, except unrecorded liabilities." And 
David Nendick, acting financial secretary, 
dismissed suggestions that HKCB will be 
taking only some of BCCHK's assets as a 
"red herring." 

Nevertheless, the fine 
print of the provisional 
agreement reads: "It is ex- 
pected that outstanding 
amounts owing by one 
overseas customer and its 
associates to BCCHK will be 
repaid or discharged in 
full prior to completion of 
the transfer . . . If such out- 
standing amounts are not 
so repaid or discharged in 
full, such outstanding 
amounts and all deposits 
of such customer and its 


associates . . . will be ex- 
cluded [from the trans- 
fer]." 


These unwanted loans, 
which will remain with 
BCCHK, total about HK$1 
billion and are almost cer- 
tainly owed by Prajogo 
Pangestu, of Indonesian 
conglomerate Barito Pacific (REVIEW, 18 
July), and his associates, though Riady 
refuses to discuss the identity of the bor- 
rower. Riady says: “We finally reduced it 
to this one customer — but this is a very 
special case. We made it clear [to the liq- 
uidator] from the very start that if we can't 
solve this, we have no need to go any fur- 
ther." 

Although the loan is almost fully se- 
cured against matching deposits, the 
documentation is suspected to be weak. 
Gleeson is apparently satisfied that the 
documentation is strong enough to tie the 
recovery of the loan to the repayment of 
the deposit. 

The one unacceptable situation would 
be if the depositor could sue for his HK$1 
billion worth of deposits while defaulting 
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Nendick: 'red herring.' 


on his HK$1 billion loan. 

If that happened, repaying the deposit 
would wipe out the HK$124 million worth 
of equity which is to be retained in the 
rump of BCCHK, and force it into bank- 
ruptcy. The attempt by the liquidator to 
secure guarantees from the Abu Dhabi 
authorities against possible unrecorded 
BCCHK liabilities would seem somewhat 
academic in this light. 

Lippo's Hongkong Chinese Bank will 
probably take at least 51% of the new bank, 
which will have a paid-up capital of 
HK$400 million, and it is currently in dis- 
cussions with potential investors. Although 
Riady will not comment on possible part- 
ners, Hongkong film and television tycoon 
Sir Run Run Shaw is expected to be among 
them, partly because of the large deposits 
he is believed to have kept with BCCHK. 

Hari Harilela — the patriarch of Hong- 
kong's Indian business community — is 
thought to be a possible partner, even 
though he is not personally exposed to 
BCCHK, but sources in Jakarta deny this. In 
addition, three of the biggest mainland 
Chinese state enterprises 
are said to be negotiating 
for a stake, and the Bank 
of China is believed to be 
ready to open credit lines 
with the new bank. 

Riady estimates that 
the new bank will inherit 
some HK$2 billion worth 
of bad loans, of which 
about half were already 
hidden in the bank at 
the time of its closure 
in July. Of the further 
HK$1 billion, most is 
money owed by other 
parts of the BCCI empire, 
and has been written off 
entirely. A relatively small 
number of loans are 
backed by collateral that 
is either badly docu- 
mented or considered un- 
enforceable. 

Astonishingly, there is still “a couple of 
hundred million” Hongkong dollars worth 
of non-performing Nigerian debt, for 
which Riady claims BCCHK was never 
forced to make provisions. 

Riady calculates that after writing down 
the bad debts, and making the first pay- 
ment to depositors, the new bank will be 
left with about HK$6 billion in deposits 
(compared with HKCB’s current deposit 
base of about HK$5.3 billion). The new 
bank will maintain BCCHK’s 25 branches, 
concentrating on medium-sized customers, 
primarily those whose deposits are 
pledged against loans and who would thus 
find it hard to abandon the new bank the 
moment it opens. Riady says these encum- 
bered deposits amount to about HK$4 bil- 
lion. " 
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BUSINESS AFFAIRS 





TRADE 1 


India wins reprieve in patent row with US 


The late convert 





By Hamish McDonald in New Delhi 


compromise appears likely in In- 
dia’s longrunning patent dispute 
with the US, which, if it comes off, 
would cap a remarkable but little noted 
shift in India’s position on international 
trade. After conciliatory signals from New 
Delhi, Washington said on 26 November 
that it was delaying trade retaliation be- 
cause negotiators were making headway 
in resolving the dispute. 
The outlines of a deal had been floated 
a few days earlier by Indian Commerce 
Minister P. Chidambaram. Speaking at a 
US-India business forum, he said New 
Delhi would consider granting phar- 
maceutical product patents if trading part- 
ners agreed to manufacture drugs in India 
at an affordable price. 
New Delhi's softening stance is part of 
a broader change of heart on key issues in 
the Uruguay Round of world trade talks. 
India went into the Round five years 
ago with a position that generally cast 
market-opening measures as a strategy of 
economic imperialism. It sought to be a 
leader of the industrialising South. With 
only 0.46% of world foreign trade and its 
protectionism set rock fast, India was seen 
as a nuisance. “Its importance came from 
its negative role,” says one Western trade 
official. 





TRADE 2 


The next 
salvo 


The stage has been set for US trade retali- 
ation against China following the failure 
of the two sides to agree on measures to 
guard against alleged infringements of 
US copyrights, patents and trademarks 
before a US-imposed 26 November 
deadline. 

US Trade Representative Carla Hills 
said she would publish a list of Chinese 
products that could be subject to puni- 
tive tariffs (of up to 100%). These would 
be levied to compensate for the estimated 
US$400 million that US firms say they 
lose each year because of infringements 
of intellectual property rights in China. 
Hills said a decision on imposing the 





But then its major allies switched sides. 
“We discovered that no-one was going to 
listen to us or accept us as leader,” said 
Bibek Debroy, a professor at the Indian In- 
stitute of Foreign Trade. “The interests of 
the South turned out to be too heterogene- 
ous. The moment Brazil reformed its 
economy [along IMF-recommended lines] 
we were left out in the cold." 

The new government of Prime Minister 
P. V. Narasimha Rao, which was formed 
in June, has committed itself to lowering 
tariffs once immediate budget difficulties 
are past, and with duties averaging some 
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150% it should have little difficulty match- 
ing the proposed 30% all-round cut. It is 
reducing controls on foreign investment, 
and has abandoned its “phased manufac- 
turing programme,” which mandated 
gradual localisation of inputs for industry. 

The current export-earnings linkage 
with import entitlements is a transitional 


tariffs would be taken within 30 days, 
during which time talks may continue. 

In the sixth round of talks since April, 
when Hills designated China a priority 
country under the so-called Special 301 
provisions of the 1988 Trade Act, the US 
sought to remedy what it sees as defi- 
ciencies in China’s anti-piracy laws. The 
problems include China's practice of 
patenting processes rather than products 
and the lack of protection provided by 
Peking's new copyright law for pre-ex- 
isting works. 

Another issue is China's lack of 
protection for foreign computer software. 
In China, software is not treated as a 
“literary work," as it is in most other 
countries. Under rules announced in 
July, foreign computer programs receive 
copyright protection only if they are 
published first in China. Software pirat- 
ing is thought to account for three quar- 
ters of all US losses due to piracy in 
China. 
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arrangement on the way to rupee convert- 
ibility in trade within five years. In serv- 
ices, a just-completed report on banking is 
thought to have recommended greater ac- 
cess for foreign banks, and at least a chink 
for foreign consultants in the state insur- 
ance monopoly. Telecommunications is 
being opened to foreign technology. 

India is still locked in dispute with the 
US and the EC, which want to extend the 
existing Multi-Fibre Arrangement (MFA. 
and its quotas for textile-supplier countries 
But here it is being offered the possibility 
of some gains through the juggling of US 

uotas. 

Although India is strong in fashionabk 
cotton, some Indian trade experts fear i 
might lose out in other sectors if quotas arı 
abandoned, given weak domestic demanc 
in the US, and potentially strong competi 
tion in Europe from former Eastern Blo 
countries. 

Having initially argued that trade i» 
services was not properly part of Gatt, th 
Indians are now trying to beat the US at it 
own game by pressing for an open ex 
change of labour, at least in skilled an 
semi-skilled industries like computer con 
sultancies and construction. The US an 
the EC still tend to regard this as an im 
migration matter, but may be prepared t 
concede something in the top end of th 
labour market. 

But it is intellectual property right 
(PRs) which have brought the sharpe: 
conflict with the US and Europe. The 197 
Indian Patent Act accords little protectio 
to discoveries in pharmaceuticals, chem 
cals and food. No patents are given fc 
products in these areas, only for processe 
which means that a rival can copy a prc 
duct as long as his production process is 


While the US is also negotiating with 
the Chinese on other alleged unfair trade 
practices, the intellectual property issue 
has recently received top priority among 
US trade officials. Trade specialists say 
the US sees high-technology exports as 
one of the few ways to shrink its trade 
gap with China, which they say could 
reach US$13 billion this year. Without 
increased copyright protection, US pro- 
ducers of high-technology goods will be 
reluctant to sell in China. 

The Bush administration is under 
increasing pressure either to strike a deal 
on intellectual property or to retaliate. 
Meanwhile, sentiment is growing within 
the Congress to place stringent condi- 
tions on the renewal of China's most 
favoured nation trade status next year. 
And US consumer groups are threat- 
ening to boycott toys from China, be- 
cause they claim that child labour is used 
to manufacture them. 

= Gordon Fairclough 
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little different. Patents run for only seven 
years instead of the normal 14. Licensing 
can be made compulsory if the discovery 
is not commercialised by local production 
within three years. 

The Patent Act has been built into a 
talisman of Indian sovereignty. A pharma- 
ceutical-industry body, the National 
Working Group on Patents (NWGP), pro- 
motes the line that the act balanced the in- 
terests of consumers and inventors. Ac- 
cording to the NWGP, it staved off an “im- 
port monopoly" by foreign capital which 
would jack up the prices of essential drugs 
for India's poor. 

The NwGP is a fountain of data and 
arguments which many experts like the 
Foreign Trade Institute's Debroy say are 
phoney. He points out that not more than 
5% of the drugs on the Indian list of 
essential drugs (which differs from the 
World Health Organisation list that the 
group often cites) are covered by foreign 
patents. The patents on the rest have ex- 
pired. 

Although they are sold at lower prices 
than the originals in the West, the drugs on 
the active patent list tend to be those used 

Љу better-off patients to treat conditions like 
‘high blood-pressure. In any case, essential- 
drug prices are subject to government 
controls to protect the public interest, so 
Rhe argument is about profit margins. 
"Nevertheless, the pharmaceutical industry 
widely believed to conduct lavish po- 
itical funding, and can turn on a 
lbackbench and press outcry any time the 
patent regime comes under attack. 
The seizure of the IPRs issue by the 
highly profitable local drug companies 
Khreatens to damage the position of other 
industries. The Indian computer-software 
industry is one, with an estimated US$500 
million a year turnover and a rapidly 
growing export component. The country 
^as vigorous entertainment and publish- 
Bng industries, all with an interest in copy- 
"ight and patent protection. Indian officials 
iind industrialists are also fond of touting 
"hat the country has the world's fourth- 
largest pool of scientific and engineering 
kills. 

In the 20 years since the Indian Patent 
Act was passed, patent issue has stagnated. 
"All but about 10% of those issued are esti- 
mated to cover design rather than tech- 
ology. The same period has seen a 
Mtepped-up technical brain-drain to the 
"Nest. 

India has taken some steps to meet for- 
ign concerns about enforcement of IPRs 

nder existing laws. Last year a court re- 
rained an Indian firm from selling corn- 
wakes in small packets almost identical to 
ose used by Kelloggs of the US. The US 
omputer software house Microsoft suc- 
sssfully sued a Bangalore firm for piracy; 
ie case was completed in the unheard of 
me of a little over half a year. " 
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Cold comfort 


is little sign that the fundamental 

forces driving Hongkong’s infla- 
tion are in retreat. The inflation rate fell to 
11.3% in October from 11.5% the previous 
month. Unfortunately, this fall largely 
represents the sharp jump in the colony's 
consumer price index a year ago, when oil 
prices rose dramatically in response to the 
Iraqi invasion of Kuwait. 

A similar statistical effect may show up 
in the first three months of next year. But 
in the medium term, the upturn in the 
Hongkong-dollar M1 money supply, 
which first started last autumn, is gathering 
pace at an alarming rate, suggesting that 
there is plenty of monetary fuel to re-ignite 
inflation. 

In September, M1 grew at a year-on- 
year rate of 24%, while the 12-month av- 
erage growth of M1 has now reached 16% 
— the highest level since May 1989. In ad- 
dition, the banking sector is still lending 
Hongkong dollars faster than it is taking 
them in from depositors. Also in Septem- 
ber, Hongkong-dollar bank lending had 
risen 18.6% over the year, while Hong- 
kong-dollar deposits had risen 12.1%. 

If there is little good news on inflation, 
Hongkong's domestic trade situation is 
looking less bleak. For the first time in 1991, 
domestic exports grew appreciably in 
September, climbing 5% to HK$20.5 billion 
(US$2.6 billion) over the year-earlier pe- 
riod. Once again, however, there is far less 
to cheer about in the medium term, since 
this export growth mainly reflects an unu- 
sually dismal performance in September 
1990. Hongkong's domestic exports for 
August and September 1991 combined 
were less than 0.5% higher than in August 
and September 1989. 

There is little comfort to be had from 
the most visible aspect of the service sector 
— tourism. From January to September, 4.3 
million tourists arrived in Hongkong, or 
0.1% fewer than in the same period in 1990. 
And they spent 1.8% less than in the year- 
earlier period. 

But it is not all bad news. The territory 
has been retaining fewer imports each 
month since April, when retained imports 
topped HK$24 billion. In September, the 
territory kept only HK$16.8 billion worth 
of imports, allowing it to achieve a visible 
trade surplus of HK$3.7 billion — the first 
significant monthly trade surplus since 
April 1990. 

Furthermore, the most important 
measure of the health of Hongkong's in- 


ears of a big increase in the trade 
і | l deficit may be receding, but there 
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creasingly service-based economy — the 
re-export trade centred on Hongkong-in- 
vested Guangdong — is unreservedly 
booming. Total in August and 
September were 32.6% higher than in the 
same two months in the previous year, and 
are now worth nearly 2.5 times Hong- 
kong’s domestic exports. 

About 63% of Hongkong's imports 
from China and 57% of its total exports to 
China are either received from, or are di- 
rected to, outward ing plants. As- 
suming that the re-export figures incorpo- 
rate profit margins both for Hongkong’s 
factory-investors and the value added by 
Hongkong-based middlemen, the flow of 
funds into Hongkong from the China-re- 
lated service economy is accelerating. 

This in turn helps explain why employ- 
ment remains tight and wages high in the 


Hongkong’s visible-trade balance 
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colony despite the relocation of Hong- 
kong’s industry into China. Re-export 
profits plus value added from this trade 
is resulting in a substantial net flow of 
funds into the territory, which allows 
Hongkong companies to continue to hire. 
The unemployment rate fell to 2.1% in the 
third quarter from 2.4% in the second 
quarter. 

Wages, too, are rising almost fast 
enough to keep up with inflation — even 
in the manufacturing sector, where pay- 
rolls contracted by 10% but per-capita 
earnings rose by 12% over the year to Sep- 
tember. Employment in the service sector 
fell 1-5% on average, but here too earnings 
rose by 11% on average. 

The situation is almost identical for the 
salaried class. Average nominal salaries for 
managers and professionals rose 10.6% in 
the year to June, while salaries for those 
who stayed with the same company rose 
15.1%. п Michael Taylor 
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Pakistan liberalises policy to boost investment 


Carrots for oil 


By Salamat Ali in Islamabad _ 


n an effort to promote foreign and lo- 

cal investment in Pakistan’s energy 

sector, the Pakistan Government is 
changing its oil and gas policy to offer 
more favourable terms to private business. 
“We are determined to create the environ- 
ment for the maximum investment in oil 
and gas exploration,” says the petroleum 
minister, Chaudhry Nisar Ali. 

The reaction from foreigners was gen- 
erally approving. The president of Austrian 
oil firm Ому, Kurt Bushati, said that the 
new policy “would certainly result in more 
foreign investment.” Ramses Hutapea, the 
adviser to Indonesia’s mines and energy 
minister, said the policy “is a good start, 
but it does not offer incentives commensu- 
rate with the high risk involved, especially 
in oil exploration.” They were attending a 
petroleum seminar in Islamabad on 25 
November. 

The new measures — which do not re- 
quire the approval of parliament — run 
the gamut of the industry, covering con- 
tract terms, taxes on inputs, pricing of out- 
put and administrative procedures. The 
existing policy stipulates that the govern- 
ment finances 5% of the cost of exploring 
for oil and gas in exchange for a 50% share 
of the production arising from any dis- 





covery. This has been dropped and, in- 
stead, companies will negotiate terms with 
the authorities on a case-by-case basis. 

Under the new policy, all applications 
for exploration concessions are to be evalu- 
ated within three months. To speed up the 
process, a standing committee comprising 
all relevant federal and provincial organi- 
sations is being set up in the Petroleum 
Ministry to consider applications. Interest 
in oil exploration has already picked up. In 
the year to October 1991, 23 concessions 
were granted, compared with only four 
during the preceding 12 months. 

A uniform duty of 5.25% is to be 
charged for imports of oil-related equip- 
ment, whereas before the duties varied de- 
pending on what the items were to be used 
for. Equipment for offshore operations and 
for energy conservation will be allowed in 
duty free. 

The confidentiality clause attached to all 
negotiations between an oil firm and the 
government is to be amended to bring it 
in line with international practice. And a 
model draft of a concession agreement is 
to be reviewed periodically in consultation 
with energy companies. Further incentives 
are promised through new regulations for 
oil exploration and recovery from deep oil 
wells. 

Oil and gas produced offshore will be 


priced at a similar level to comparable I 
drocarbons lifted elsewhere. In additic 
lubrication products have been freed frc 
price controls, and there is to be a prici 
formula for oil refineries based on par 
with prices for imports. The policy al 
promises to link the price of liquefied ү 
troleum gas to the international price. 

the moment, it is priced at a fixed rate 
Rs 5 (20 US cents) per million ft and 
future will be sold at 66% of the price | 
fuel oil. 

Gas producers have been guarante 
market outlets in Pakistan for up to fo 
years from the date of a commercial d 
covery. Oil refining is being almost coi 
pletely freed from controls, though pric 
for oil products will remain fixed until ne 
June. No official permission will be need 
for the setting up of new refineries. Refi 
ers will be allowed to set up their ov 
marketing companies or will be free to s 
their products to whatever company th 
choose. Further, investors will be free 
buy raw materials from either local or fc 
eign markets, with the foreign exchan; 
provided by the government. 

New laws are promised to ensure pr 
duct quality and to protect the enviro 
ment by means of such measures as a 1 
duction of lead content in petrol. The go 
ernment also intends to promote the u 
by motor vehicles of condensed natural g 
as a replacement for petrol and diesel. 

Pakistan currently produces 65,000 be 
rels per day (bpd) of oil and 1.5 billion 
per day of gas, representing a saving 
US$1.6 billion a year in imports. It impor 
ed the equivalent of 170,000 bpd of cruc 
oil and petroleum products worth US$1 
billion in the year ending June 1991. 


INVESTMENT 


Welcome home 


Pakistan may be making progress in its bid to recapture some 
of the capital and business talent it has lost over the years. 
Nearly half the 375 "foreign" attendees at a recent three-day 
investment conference were actually Pakistanis either based 
overseas or working for foreign multinationals. 

The meeting, co-hosted by the Pakistan Government and 
the Multilateral Investment Guarantee Agency, a World Bank 
affiliate, brought together 600 people from 40 nations to hear 
presentations on Pakistan's new investment policies. Putting a 
high gloss on the outcome, government officials claimed to 
have garnered US$1 billion worth of potential investment — 
even if a third of this was in "letters of intent" that are not even 
in the post. 

Islamabad put forward about 200 private-sector projects as 
candidates for foreign investment, while senior officials in- 
cluding Prime Minister Nawaz Sharif spelled out Pakistan's 
new investment regime. Sharif, who has pinned his personal 
prestige to liberalisation, said constitutional amendments 
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would be sought to protect the new policies. 

Among the many projects under discussion were a US$170 
million engineering plant by an Arab investor, a textile mill 
at Faisalabad by Saudi interests, a molasses processing unit 
by Agro Industries of Britain and a Dutch investment in a 
US$200 million automobile project with Pakistan's Yunus In- 
dustries. 

One of the foremost potential investors was Toyota Motor 
Co. of Japan. Already involved in car assembly at Karachi, it is 
now planning to develop its local supply lines. A senior Toyota 
official held talks with Sharif during the conference, while the 
Japanese vice-chairman of Indus Motors, Toyota's Karachi 
venture, was said to be negotiating a big, but so far undis- 
closed, investment. 

Officials also used the opportunity to highlight some of the 
big-ticket projects currently in train. These include a US$1.5 
billion thermal power plant near Karachi, funded by local in- 
vestors, the World Bank and Japanese banks, and a telecom- 
munications investment by Daewoo of South Korea. 

International businessmen, however, remain worried about 
Pakistan's political stability, bureaucratic obstacles, corruption, 
and discipline in financial institutions. To try to counter these 
problems, Sharif has set up a unit to follow up the conference 
discussions and report to him monthly. т Salamat Ali 
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Jakarta makes changes 

in money-market rules 

> Sweeping new regulations for Jakarta's 
rupiah and foreign-exchange money 
markets were announced on 18 
November by Bank Indonesia (Bi, the 
central bank). One measure reduces Bi's 
presence in the swap market, which will 
push up the cost of hedging foreign- 
exchange exposure and discourage 
overseas borrowing. Another measure 
requires banks to commit 80% of their 
foreign-exchange lending in Indonesia to 
activities that generate exports. 


Bangladesh yarn project 
receives IFC loan 

> The International Finance Corp. 
announced a US$4.5 million loan for a 
US$11.5 million yarn project planned by 
Dynamic Textile Industries Ltd (DTIL) of 
3angladesh. The plant, due to open in 
Valuka, 75 km from Dhaka, in 1993, will 
»roduce 2.1 million kg of yarn a year, 
заѕіпр a shortage of domestic supplies. 
JIL is a joint venture of Mustaque Alam 
-houdhury & Associates and Canadian- 
zased Sultan Rashid & Associates. А 
urther US$3.7 million will be supplied by 
he Saudi-Bangladesh Industrial & 
\gricultural Investment Co. 


\ustralia awards licence 

or second phone network 

» The Australian Government accepted a 
45750 million (US$590 million) bid to set 
ip à second phone network, ending the 
nonopoly of Telecom Australia. The 
vinner was Optus Communications, a 
onsortium of Bell South of the US, 
iritain’s Cable & Wireless and Australia's 
Jayne Nickless, AMP, National Mutual 
nd AIDC. Optus will own the Aussat 
atellite, and will spend AS4 billion over 
ve years to set up its own network. It 
rill also offer a cellular system from next 
ear. The only rival bid was from Kalori, 
ontrolled by Hongkong's Hutchison 
Vhampoa. 


lyundai backs down 
п tax arrears row 

Hyundai backed away from a 
mfrontation with the South Korean 
overnment, agreeing to pay Won 136 
illion (US$180 million) in back taxes. 
zars that the company would be 
«luded from bidding on government 
tracts, coupled with moves to cut off 
3 credit, prompted a climbdown on 20 
ovember, only two days after founder 
hung Ju Yung had flatly refused to pay. 
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Hyundai said it would request a 
postponement of up to nine months to 
pay Won 44.8 billion of the taxes and 
penalties. 


World Bank go-ahead 

for Peking projects 

> The World Bank and its affiliate, the 
International Development Association, 
have approved loans and credits worth 
US$125 million to help finance an 
environmental-protection programme in 
Peking. The project includes sewers, a 
heating system to replace the burning of 
raw coal, a large sanitary landfill and 
pollution-control equipment for Peking's 
dirtiest factories. 


Thai Military Bank wins 
another Cambodia permit 

> Thai Military Bank (TMB) said it had 
obtained permission from Phnom Penh to 
set up a branch on Koh Kong, a 
Cambodian island at the southeastern tip 
of Thailand. The island is a centre for 
Cambodian trade with the outside world. 
TMB already has a branch in Phnom Penh. 


Business indicators 
a: x 


3 


EEE 


ES 


a 
5 
RA 
@ 


Swissair accounts unit 

to shift to Bombay 

> Swissair is to shift its revenue 
department to Bombay to take advantage 
of cheaper staff costs. The department, 
which keeps account of global ticket sales 
and currently employs 200 people in 
Switzerland, will set up a joint venture 
with Tata Consultancy Services, which 
will process data sent over satellite links. 
The Swissair transfer will take place in 
1992, with a possibility of similar services 
later being offered to other airlines. 
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Antah’s covered warrants 

are first in Malaysia 

» Malaysian investment company Antah 
Holdings announced on 21 November 
that it plans to issue covered warrants — 
the nation's first — on its 15 million 
shares in Arab-Malaysian Merchant 

Bank (AMMB). The warrants will be 
distributed as a bonus to Antah 


shareholders, giving them the right to buy 


AMMB shares for M$6 (US$2.20) each — 
a 2.5% premium over the 21 November 
closing price. Antah expects to reap a 
profit of M$36.8 million if the warrants 
are converted. 


Berjaya sells holding 

in Hongkong's Semi-Tech 

> Berjaya Industrial of Malaysia said on 
21 November it had sold its 20% stake in 
Hongkong-listed Semi-Tech (Global), as 
well as warrants to buy additional 
Semi-Tech shares, for a total 
consideration of HK$796 million (US$102 
million). Berjaya’s controlling 
shareholder, Tan Sri Vincent Tan Chee 
Yioun, has been selling assets to cut debt 
and improve his chances in a long- 
running battle for control of Malayan 
United Industries. 


Thailand to establish 
interbank payments system 

> The Bank of Thailand (вот, the central 
bank) announced plans to install an 
electronic payments system throughout 
the banking sector by 1993, The system, to 
include both Thai and foreign bank 
branches, will cost around Baht 450 
million (US$18 million), with the BOT 
bearing just over half. Initially the system 
will speed up cheque clearance, but later 
it will be extended to allow fund transfers 
and payments through Thailand's two 
automated-teller networks, which are 
expected to merge. 


Hongkong property firms 
drop mortgage challenge 

> Hongkong's Real-Estate Developers’ 
Association said on 25 November its 
members would not try to circumvent 
new bank limits on mortgage lending, 
designed to cool the colony's 
overheating property market. The 
statement followed a “hands-off” warning 
by William Purves, head of Hongkong & 
Shanghai Bank, which led the move to 
cap loans on unfinished flats at 70% of 
value. Some property firms’ financing 
arms had subsequently advertised 90% 
mortgages. 
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Cocoa New York (7) 3 12 10 year govt 
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Petroleum Swiss Fr. — 80625 — 83125 à 8185 8065  — 
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Economic indicators, selected Asian countries 

YE f Australia - China Hongkong India Indonesia Japan Malaysia 

Economic Growth % (real) (1| 

1990 : 5 23 44) 7 56 98 

1991 AS 6 И 34 СС, ОИЕ АЛИ 38 4 LN 

International Reserves (5) 

Latest US$16.25b (Sept) US$38.58b (Jul) па. US$1.91b (Sept) US$8.47b (Aug) US$69.86b (Sept) US$9.88b (Apr) 

Year earlier S  US$15.18b US$2546b — na. A US$2995b — 0555080 — _ US$/7634b — US$774b 

Trade Balance (total merchandise) 

Latest 3 months +US$0.82b (Jul-Sept) +US$2.61b (Ju-Sept)  +US$0.66b (Jul-Sept) -US$0.59b (May-Jul) +US$1.09b(8) (Jun-Aug)  +US$22.86b (Aug-Oct) его 780 (May-Jul) 

Previous 3 months 4US$1.46b +US$1.42b -US$1.46b -US$0.54b -US$0.15b +US$18.12b -US$1.24b 

Year earlier _ . — 503% +09$2 350 60850,85 -US$0.80b +US$0.21b  «US$13.63b 40680115 —— 

Exports (5) 

Latest 3 months US$10.98b US$19.08b US$26.66b US$3.79b US$7.42b(8) US$80.92b US$8.62b 

% change previous 3 months 420 118 +123 199 4138 +59 +148 

% change year earlier S 0 0309 019,  - 918 423 .— — +309 EM +234 

Imports (7) 

Latest 3 months US$10.16b US$16.47b US$26.00b US$4.39b gs 330(8) US$58.06b US$9.40b 

% change previous 3 months 498 +52 +32 -16.9 +04 +73 

% change year earlier Cs keene, ANN . 4936 : 444. Kn - +52 209014805 

Сопѕитег Ргісеѕ 

Ваѕе Jul 80-Jun 81=100 Sept 1990=100 Oct 84-Sept 85=100(2) 1982-100 Apr 88-Mar 89=100 1990=100 1990-100 

Latest 3 months index average 251.7 (Jul-Sept) 104,5(11) (Sept) 161.3 (Jul-Sept) 213.3 (Jun-Aug) 125.2 (Jul-Sept) 103.2 (Jul-Sept) 104.8 (Jun-Aug) 

% previous 3 months +0.6 na, +15 +54 +438 unchanged 1л 

% change year earlier — 33 — | 35 ato $423 +135 — 491 +32 _ DNE 

Money Supply (3) 

Latest А yr 07b (9) (Sept) - е (Jan-Mar) MENO 62b (Sept) Rs 2.8019) (Aug) ke 90.48t (Jul) ¥504,11t (Sept) Mar 85b (Apr) 

% change previous month +6.4(10 08 303 

* change year earlier rr 4306 Kn +169 tee +22 v 





(11 Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (8) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6)fob (7) cif 3 
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wae Tokyo dips under 23,000 mark а т a New York sentiment remains brittle а u u 


Hongkong shuffles sideways а т a Straits bourses appear rudderless т u т 
Bangkok hitched to political developments in week ended 26 November а а а 












































































































































Manila 
Hongkong Composite index, 1,090.07 
4,000 Hang Seng index, 4,202.10 | 1,150 Average daily 1,800 
mover 
US$4.6m 
(Left scale) 
New York (l1 scale) 
3,200 Dow Jones Industrials, 2,916.14 30,000 
Average daily turnover US$6.7b 
| 2,800 27,000 | 
Токуо 
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rarer. FEN AU] 
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950 1.600 2.500 95 92.55 (Left scale) 
800 1,500 2,200 
650 | 1400 1,900 
Ё New Zealand 
NZSE-40 | Index, 
500 ws 4 1,600 
aipei 
350 Weighted Index, 4,529.62 3,000 
Average daily World Index? 503.2 
turnover US$930.6m Right scale 
[90 , Pah te 113 3 ا‎ MN SAC ee MIC E اال‎ ee ЕНГ ee ОЕ ee E 
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“Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a REVIEW newsletter, 1 Jan. 1990-100 101991 Morgan Stanley Capital international 
*Ап unweighted index composed of over 200 blue chip Asian stocks excluding Japan 







































































silippines South Prime Interbank Interbank Interbank 
= = Kona еш b 25 Nov. lending 1 month! 3 months! 6 months! 
5 83 9 51 10 
bs 887 oh ; ses Australia 125 — 835 — 825 85 
^" Britain 1050 1050 10.50 10.5625 
3$2.43b (Sept) US$29.77b (Jul) US$13.86b (Sept) US$75.77b (Aug) US$17.03b (Sept) 5 = 
3$1,00b US$24.79b US$15.89b US$67 66b i .  US$1264b - Hongkong 850 — 4125 4375 4875 
S$07tb(MayJu) 091.610 (Ju-Sept) — -US$1.89b (Aug-Oct) «US$384b(AugOc)  -US$2:34b (Jul-Sept) indonesia 5 — 2050 — 2100 — 2100 
550.900 20551790 20592386 +US$5.01b -USS0.65b pan о 
Sis — ил 056120 щил 060% _ 
"T00 63125 62013 60% 
522% USS15.12b US$17 776 US$19.80b 0587.48 - ——— 
3 +48 42 48 +142 Malaysia 825 — 78 79 817 
2 4143 463 +129 4068 — 
- New Zealand 1275 817 &7 810 
$2.98 US$1673 ви oe l^ qe Philippines 2200 — 190626 — 17125 17375 
7 4120 1987 4 93 +203 | Шабе a. E 
78-100 Sept 87-Aug 88-100 1985-100 1986=100 1986=100 South Korea 17.90 Ды - = 
79 (Jul-Sept) 110.3 (Jul-Sept) 144 6 (Jul-Sept) 115.8 (Ju-Sepl) 127.4 (Aug-Oct) — —— 
0 404 +20 422 15 Taiwan 1000 B EE ү: 
39 436 491 424 459 ы 
—R — کڪ‎ Thailand 1480 — 1200 1250 = 
17.82009) Ju зво (Aug) Wen 76.36t (Sept) тэл (Sept) ват 1,687.6b (Aug) ib 15 їз 50 “юз 
E "uc #58 =] кк 3153 ‘Long term "Short term ttMonetary Stabilisation Bond (1 year) 
Including petroleum (9) M3 (10) % change over past 3 months (11) Опе month Source; Official statistics tOffered rate Source: Telerate and Review Data 
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Politics and power 


ould-be investors in the 21.6 

million shares being issued by 

Philippine electricity supplier 

Manila Electric Co. (Meralco) 
need spend little time poring over the utili- 
ty's financial data or its price-earnings ra- 
tios. The company's profitability depends 
almost entirely on the acquiescence of a 
sympathetic government. 

The much-delayed Meralco issue is the 
biggest in the market's history, at P2.6 bil- 
lion (US$97 million). But the shares should 
carry a warning. The reason is the colos- 
sally insolvent position of the state-owned 
National Power Corp. (Napocor), which 
sells 70% of its electricity to Meralco. 
Napocor is such a drain on the exchequer 
that it has sent the budget deficit spinning 
out of control. 

Finance Secretary Jesus Estanislao, in a 
memorandum to President Corazon 
Aquino, has said that Meralco is not paying 
enough for the electricity it takes from 
Napocor. The tariffs Meralco charges its 
consumers are decided by the Energy 
Regulatory Board. Though notionally in- 
dependent, the board can be dismissed by 
the president at any time. 

The government has several unpalat- 
able options if it is serious about stopping 
Napocor bleeding money. For instance, it 
can raise Napocor's rates and hope to ride 
out the political repercussions of bigger 
household electricity bills, or it can con- 
tinue to subsidise Napocor and inertly 
await a deeper recession. 

An alternative proposal by Estanislao is 
that Napocor's rates be raised while 
Meralco be prevented from passing on all 
these extra operating costs to the consumer. 
That would have a direct effect on the 
firm's bottom line, and would put the 
lights out on its stock. Estanislao's star ap- 
pears to be declining, however, and it is 
debatable how much clout he has. 

Meralco's decision to go ahead with its 
listing, scheduled for 8 January, represents 
a gamble, but one that just might work. 
The dispersal of stock will create constitu- 
encies capable of applying pressure on the 
government to ensure that Meralco's mar- 
gins are not eroded. Some 35% of the 
shares will be sold internationally, and 
Meralco's lobbyists will undoubtedly argue 
for the need to maintain overseas invest- 
ment confidence in the country. 

A disastrous performance by the big- 
gest chunk of scrip ever to hit the bourse 
would not be easily containable. If the 
stock sinks, the market itself may not be 
far behind. More importantly, the Meralco 
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issue has the backing of a cross-section of 
the country's ruling class. 

The rush to list Meralco — which will 
enable the firm to settle its P900 million 
worth of loans to the state-owned Deve- 
lopment Bank of the Philippines — is in- 
tended to prevent Aquino's successor (with 
a presidential election due by May) from 
reversing the Lopez family's control of the 
monopoly. m Rigoberto Tiglao 


An air of unreality hangs over the latest half- 
year results from Japanese banks. Operat- 
ing profits at the 11 city banks rose by 
17.3% on average in the period to 30 Sep- 
tember, while the three long-term credit 
banks recorded a 27.4% increase. Only the 
seven major trust banks, with profit de- 
clines averaging 45.4%, appear to be in 
touch with reality. 

In effect, the city banks especially are 
making hay from fatter lending margins 
while a now wintry-looking sun still 
shines. But the Japanese economy is slow- 
ing, threatening renewed pressure on mar- 
gins and mounting problems from non- 
performing loans. 

Following a terrible second half last 
year, in which profits suffered a 37% 
average drop, the city banks have taken 
steps to put their operations on a sounder 
basis. By paying more attention to basic 
banking margins — instead of stockmarket 
and real-estate speculation — the banks 
have managed to claw back their position 
somewhat. 

While Japan’s short-term prime rate, on 
which most city bank lending is based, has 
declined by a little over 1.1% this year, 
money-market rates have fallen by 1.25% 
on average. This has been good for new 
loans made by the city banks and they 
have also been able to renegotiate terms on 
many existing loans to their advantage. 


Widening spreads 


ity ba 





FAR EASTERN ECONOMIC REVIEW 


This would appear to bode well for ope- 
rating income in the second half to 31 
March and beyond, but loan demand in 
Japan has become more anaemic of late 
and already margins are beginning to 
erode slightly. 

The official line from the Bank of Japan 
is that businessmen are waiting for even 
lower interest rates before they fully 
resume their borrowing. The next few 
months will tell, but it could well be that 
businessmen are worried about Japan’s 
slowing economy and about the wisdom 
of gearing up into a possible recession. 

The long-term credit banks have not 
been able to enjoy the benefit of a reason- 
ably buoyant demand for loans because 
their lending rate is tied by law to the yield 
on the debentures they use to fund them- 
selves. 

Trust banks — especially Yasuda, Toyc 
and Chuo — have taken a hammering as 
investors have cashed out of securities 
investment trusts and land trusts, hitting 
fee income. Also, interest rates on deposit: 
in loan trust accounts can only be 
renegotiated every six months, while lend 
ing rates move quickly in line with the 
market. 

For all major Japanese banks — trus 
banks especially — the critical question i: 
how the real-estate market moves fron 
here and where the high-water mark of i 
tide of corporate bankruptcies will settle. 

According to David Atkinson a 
Salomon Brothers in Tokyo, banks ar 
carrying about ¥20 trillion (US$150 billion 
of non-performing loans on their books, o 
around 6% of total loans. If that rose t 
around 8.5%, it could be sufficient to wip 
out recurring profits completely. 

Banks could sell equities and take ad 
vantage of part of their unrealised shar 
gains (which stand at around ¥22 trillic 
with the Nikkei 225 stock average г 
23,000) to restore profits at the pre-tax leve 
where non-operating income items are it 
cluded. But with perhaps three to fiv 
years of a property market slump in pro: 
pect, there is a limit to how deep the bank 
will be prepared to dig into reserves. 

The true position will not become а} 
parent until November next year when th 
banks report figures to September 199 
This is because Japanese banks are allowe 
to continue treating interest on non-pe 
forming loans on an accrual basis even if 
is not actually accruing. In short, it is tc 
early yet for Japanese banks or their shar 
holders to celebrate the return to sounde 
based profitability. m Anthony Rowl 
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Sfr Sale n‏ ص 


Commonwealth Funds Management Ltd announce: 
the disposition of its interest in a major 
Australian Regional Shopping Centre. 


AN EXCEPTIONAL 
INVESTMENT OPPORTUNIT 


50% Ownership 


Executive Programs 




















* = Westfield 
| ert i Shoppingtown 


pune ne Sagat Belconnen, A.CT. Australia 
International Business: 














a. Strategy & Management Major Australian City 50% net income approx. $ 
b. Human Resources 

` Management Managed by Westfield Seven key tenants, 
c. International Marketing 173 specialty shops 


June 29 — July 17 Strong growth catchment area 


4,8002 land for 
Management Site Area 70,000m? future development 
in Government 
July 6 — July 24 NLA 64,000m? Parking for 2,900 cars 


California Field Study » | А 
July 19 24 All enquiries should be directed to the sole exclusive agents: 
Entrepreneurship еа 
and Agribusiness Richard Ellis & — 
"March 23 = 27 international Property Consultants Jones Lang Wootton 









255 George St, Sydney 2000 225 George St, Sydney 2000 


(61 2) 251 3333 (61 2) 251 5888 
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PAMI Executive Programs 
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University of Hawaiʻi - Manoa 
2404 Maile Way, C202[E] 
Honolulu, Hawaii 96822 
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BASTION OFFSHORE 
TRUST COMPANY LIMITED 


PO. Box 595, West's Centre, 

St. Helier, Jersey, Channel Islands. 
Telephone. (0554) 35407 Fax. (0534) 55415 
Bastion Offshore Trust Company Limited 
ша private аш! bari Jerory résident Trust Company 
owned by Philip Sinel c? Cu. an established Јесу lau frm. 


a Channel Islands, is ideal for all of 
offshore requirements. 


йе contact us for further information. 
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+ Non-magnetic 


Hong Kong 
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SCHILLER INTERNATIONAL UNIVERSITY 


A UNIQUE opportunity to study for an 
AMERICAN DEGREE in EITHER or BOTH the 
U.S.A. and Europe 
Study in FLORIDA, U.S.A., OR at one or more of 
our campuses in: 
LONDON, PARIS, BERLIN, 
HEIDELBERG, MADRID, STRASBOURG, 
ENGELBERG and LEYSIN (Switzerland) 
OR Divide your studies between Florida 
and our European campuses 
ASSOCIATE, BACHELOR AND MASTER'S 
degree programs in areas such as: 
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Administration 9 International Relations/ 
Diplomacy 9 Psychology © Computer Systems 
Management 9 Engineering Management 
9 Pre-Medicine € European Studies 
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€ Small classes and personal attention 
* English as a Foreign Language courses at all campuses 
e Financial Aid opportunities 
€ Intensive courses in English. German & Spanish 
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Telephone: (071) 928 8484 · Fax: (071) 620 1226 - Telex: 8812438 SCOL G 
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Tel: 7351833/7350088 Fax: 7352467 
(Established reputation since 1980) 


Revi If you have something 
eview м 

| : tosay...sayit 
Classified Sections in the Classifieds! 
The classifications available in 

this section are as follows; when 
booking, please state your re- OR 


quirements: 


FOR NEGOTIATED 


Appointments 
Business Equipment 
Business Opportunities 





SALE 














e Ee Located Manila 
Business Services — | COMPLETE INTEGRATED 
Conferences & Exhibitions | TEXTILE MILL 
Courses & Seminars | Offers invited for 
Education , -Complete Mill with 55 Acre Site 
Fellowships | or 
Hotels & Accommodation | Complete Mill for Removal 
Investment Opportunities i or 
Notices | -Substantial Portions of the Mill 
Personal | For further details, Quote ret. PHTI 
Property | HENRY BUTCHER & CO. 

Positions Wanted | (PHILS.), INC. 
Publications | ene 
Residential Schools | rage жайы Ааны 


Universities 













fate e M 


BUSINESS AFFAIRS 





RESEARCH 


AND 


INNOVATION 


Clash of the titans 


ll engineers tend to speak their 
own incomprehensible jargon. 
But the language of telecommu- 
nications engineers is particularly 
hard for the layman to penetrate. This is 
largely because so many terms are reduced 
to acronyms. Indeed, it has been said — 


| only partly in jest — that a telecoms engi- 


neer will make an acronym out of any 
phrase he has to use more than once. 

If you listen carefully to telecoms peo- 
ple talking to each other, the acronym ATM 
is likely to recur repeatedly. ATM is a short 
form of asynchronous transfer mode, a 
method of handling different types of data 
within telephone networks. It has just be- 
gun to make its way out of the laboratory. 

As the technology goes commercial, it 
pits leading Japanese telecoms equipment 
makers NEC and Fujitsu against each other 
in a fierce battle for market leadership. ATM 
also illustrates the different approaches that 
Japan and the US are taking to upgrade 
their telephone networks. 

Conventionally, there are two ways of 
sending messages through a phone net- 
work. The older one is called circuit 
switching. This requires that a direct 
physical connection — that is, a circuit — 
be established between sending and re- 
ceiving ends. Once established, a circuit 
connection is an efficient way of sending 
large quantities of a single type of data, 
such as voice. But because the connection 
must be maintained even when no data is 


| being transmitted, circuit switching is also 


inflexible. 

The other way is called packet switch- 
ing. It transmits by assembling the data 
into discrete units, with each unit headed 
by information on its destination. 

Packet switching was developed to op- 
erate over copper cables. Metal is intrinsi- 
cally prone to introduce the occasional er- 
ror in data. One bad bit in every ten million 
or so may not sound a lot, but it could 
make a big difference if the data happened 
to be a bank transaction, say. 

To take care of the error problem, 
packet switches have to examine all the 


| data they transport; in effect, they have to 
, open up the packets and verify the integ- 
| rity of their contents before sending them 


on to their destination. This slows down 
transmission speeds considerably. 
Compared with copper cable, optical fi- 
bre is a much cleaner medium, and far less 
subject to error. Thus, as telephone compa- 
nies make the change from copper to fibre, 
they can dispense with all that time-con- 


| suming error correction software in their 


exchanges. 

In essence, ATM is a souped-up form of 
packet switching designed to operate in 
networks of optical fibre. It handles much 
smaller packets (known as cells), using 
hardware instead of software to speed 
things up. 

The other big difference between ATM 
and conventional switching systems is that 
it is designed to handle cells containing 
various kinds of information — data and 
video, as well as voice — moving at differ- 
ent speeds through the network, which is 
where the term "asynchronicity" comes in. 
The hardware acts as traffic cop, giving 
priority to traffic which has to be real-time, 
such as voice, while holding back that 
which does not. 

Thus, ATM is fundamental to the notion 
of a broadband digital network. A multi- 
lane data highway, in other words, is one 
that can simultaneously accommodate all 
sorts of media — but, in particular, infor- 
mation-rich media such as video in appli- 
cations such as video-conferencing. 

In Japan, Nippon Telegraph & Te- 
lephone (NTT) has committed itself to 
building a broadband network based on 





Silicon optical fibres: less errors. 


optical fibre and ATM switches. Beginning 
around 1995, the corporation will begin in- 
vesting trillions of yen in the deployment 
of high-speed (more than 150 million bits 
per second) ATM equipment. By 2015, NTT 
plans to have every office, factory and 
home in the country hooked up to the net- 
work via optical fibre. 

That is an especially bold vision given 
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the lack of enthusiasm which has 
NTT's narrowband (1.5 million bi: 
ond or less) digital network. Since 
guration in April 1988, the service 
tracted fewer than 50,000 subscrit 
spite this notable lack of succe 
executives believe that they know 
best for their customers. 

Historically, the corporati 
worked with a family of supplier 
development of new equipment. Fi 
NTT would draw up a list of specif 
which it would pass to its supplie 
plement. Today, in the wake of p 
tion and the liberalisation of the ] 
telecoms market, the relationship | 
the corporation and its supplier 
nearly so close. 

All NTT does is define the interf 
up to individual suppliers to devel 
own version of the required equ 
Hitachi, Fujitsu and NEC are all wo) 
different approaches to implementi 
But NEC claims to be closest to c 
cialising the technology. 

But the initial market the comp 
in mind for its product is not Jay 
the time being, the prospects are | 
the US, according to Botaro Hir 
senior manager at NEC's network : 
laboratories in Kawasaki. 

"The US is keeping two to thr 
ahead of Japan," he says. "Dem 
high-speed data traffic is much 
there than here." Japanese compan 
just begun to adopt low-speed lo 
networks; US firms are already mc 
to high-speed ones. High-speed n 
are typically used for transferrir 
volumes of data. 

In the US last March, NEC laun 
ATM switch capable of transferring 
speeds of up to 45 million bits per. 
The company reckons that the ma 
such equipment is approaching U 
lion a year. 

Although yet to announce a c 
cial product, Fujitsu is also aggr 
pursuing the US market. The corr 
conducting trials of its ATM equ 
with several regional telephone co 
including Nynex, Bell South and l 

In October, Fujitsu announces 
had come up with the world's fas 
switch module. The company cla 
this technology will eventually 
possible for homes to receive 4,0 
nels of high-definition television» 
the moment Fujitsu’s module, as 
is quick to point out, is just a ps 
not a product. m Bob. 


5 DECEMBE 














JV Ве iiS J5 


The Kowloon Hotel 
Hong Kong 


SHARE THE EXPERIENCE 











le mut de Cartier 
Paris 


f H ef | 


PEARL TIPPED LUXURY SLIM CIGARETTES 





P. DEGOEMB'ER 1 39:9. 1 





ЕгЕБаѕіегпЕсопотсе lider and Deeper 


J A PAN { 
New Drugs for Old 
PHILIPPINES 


Mitra Steals a March 





Bangladesh 
A’new start“ 


f 
|. 








Il II | 


rices unei 8$5.00 France Fir22 India Rs30 Korea Моп 2200 Nepal s Kina 3.00 comer L] T 50 Sweden...SKr25 U.K 
^ de ia As 00 ра аба C$5.00 Holland 2 - In — а Аі эн Malaysia M$6.00 New Zealand NZ$5.00 Philippines 5 Spa 300 Taiwan ..NT$100 U.S.A US$4.00 
iade Tate EA Paine  EEPVIR Mannknnn MECOR Janan Mvanmar/BurmaK5.50 Pakistan Rs 28 Saudi Arabia SR 13 Sri Lan ka 4 50 Thailand Baht 80 Vietnam 














ust New York Corporation and its affiliated companies. 


Hide from ri sk and 


you hide from its 


You've got to stick your neck Out to prosper. 

Risk and reward travel side by side. Avoid the 
one, and the other will also pass you by. 

But your choice of risk is critical. Some risk 
you want to take. Some, you don't. 

Helping you choose—and profit by your 
choice—is the strength of Bankers Trust. Our whole 
firm is dedicated to helping clients shed risk that can 
hurt them, assume risk by which they can profit. 


We'll work with you day in, day out, to analyze 


ewards. 


your risk. We have the intellectual strength to make 
hard choices look easy. The market strength to turn 
strategy into reality. And the capital strength to keep 
every commitment we make. 

Taking and managing risk is the mark of a 
leader. With Bankers Trust beside you, you'll truly be 


leading from strength. 


"Bankers Trust 
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‘On January 


Our agents are already at your disposal but on 
January 1 it's official: The East Asiatic Company of 
Denmark and Ben Line Containers of Scotland will 
launch EacBen, a new yet reassuringly familiar 


container carrier. 


EAC and Ben have been serving shippers East 
and West for more than a century. As EacBen, 
we've now strengthened our ability to meet the 
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‚ ме launcr 
increasingly complex requirements of the 
Europe-Far East trade. 

Top priority has been given to establishing a 
schedule with fast, frequent and dependable 
sailings—a necessity for just-in-time operations. 
New computer and communications systems ha 
been developed to ensure an efficient flow of infe 
mation and shelf-to-shelf control of your cargo. 

We'll be offering a full range of value-added 
services, from “hot box” pickup and delivery to 
logistics management. And as an EacBen custon 
your interests will be supervised at all times by a 
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new product 


For more information, tick the appropiate box(es) and return to: 





rsonal account manager who knows your re- 
irements and will make sure we live up to them. 
It’s first-class container transport in the 

idition of the "Red Propeller"-geared for the 

eds of today. 


Sales Department, EacBen Container Services Ltd, 
EAC House, 88 Main Road, Sundridge, Sevenoaks, 
Kent TN14 6ER, United Kingdom 


Г] Please send me a brochure about EacBen. 
Г] Please ask an EacBen agent to contact me. 


Name 
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Company 





Address 
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ole of Vietnamese misleading 

Susumu Awanohara makes several claims 
in the article Breaking ashore [10 Oct.] 
"which reflect either poor research or a 
Slanted opinion. 

First, the author claims that Vietnamese 
Americans fear that their political refugee 
status as a "buffer" may be lost if relations 
‘between the US and Vietnam are normal- 
ed and therefore they support the US 
economic embargo on Vietnam. Through- 
¿out the whole article he has failed to sub- 
.. Stantiate just what special programmes or 
entiments constitute this "buffer" from 
Which the Vietnamese Americans are cur- 
rently benefiting. 
^; The author also cites the low perform- 
“ance of the overseas Vietnamese against 
other Asian American groups as one major 
reason, but this comparison is outdated, 
using the 1980 census to portray the pic- 
ture of 1990s. Even if it were accurate, how 
сап anyone expect any immigrant group 
after being here for five short years to out- 
perform or even to come near the levels of 
the long-established Chinese, Japanese and 
ian groups? Furthermore, also using the 
80 census, the specific comparison of oc- 
pe and educational levels between 
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the Vietnamese and the Indians is horren- 
dously unfair. The US' immigration policy 
towards India is such that it is primarily 
the highly educated and professional Indi- 
ans that get visas to live in the US; they, 
therefore, are the highest performing group 
in the country, period. 

Perversely, the updated 1990s picture 
shows that the percentage of Vietnamese 
American professionals and college stu- 
dents have increased dramatically since the 
early 1980s. The outstanding performance 
of many Vietnamese American students in 
high schools and colleges today has in- 
spired numerous magazine and journal ar- 
ticles to explore this phenomenon and the 
fact that the Vietnamese are no longer on 
the list of the under-represented minorities 
in universities clearly demonstrates a pic- 
ture opposite to that which Awanohara is 
trying to paint. One book which has cited 
this outstanding performance is Boat People 
and Achievement in America, published in 
1989 by Nathan S. Caplan, John Whitmore 
and Marcella Choy. 

History has shown that there is a com- 
mon social pattern among most newly ar- 
rived immigrant groups. Not so long ago 
the few Italians, Chinese and Poles, who 
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could not find jobs in the new country 
turned to crime to rob fellow immigrant 
in their communities. So violent crime: 
occurring in the Vietnamese communit 
are not uniquely Vietnamese which is wha 
Awanohara seems to imply when hi 
brings up this aspect and distastefully anc 
descriptively sensationalises violent act: 
committed by Vietnamese gangsters: ^: 

On the Amerasian issue, this is a com 
mon problem that both the Vietnames« 
and the Americans have tried to ignore it 
the past. But once again the author choose: 
to portray only the Vietnamese as heartles: 
and opportunist in capitalising on th« 
Amerasian Orderly Departure Programme 
At least most Vietnamese acknowledge thi: 
problem, but how many average Ameri 
cans can the author verify that know € 
have heard about this Amerasian issue anc 
want to get involved at all? 

While many Vietnamese American: 
support the US economic embargo for г 
variety of complex reasons, the reasons 
given by Awanohara are misleading. 
Ann Arbor, inii ad DO TRI DUNC 





ignored by the US 
Recent events in East Timor reflects yei 


' again the potential capability of humans tc 

_ destroy one another through sheer force 

i and brutal violence. These events beai 

| similarities to the Tiananmen incident, уе! 

| this time there was less international out 
cry, in particular from the US. 


It is now hardly surprising that mos! 


| Asian leaders are very sceptical to the act: 
| or omissions of the US. Here we have г 
| helpless community being gunned dowr 
; and what response does it receive from thé 
, proponents of the New World Order: 
| President Bush should be doing something 
| but maybe he is too busy with his domes 
| tic economic reforms that he has now for 
| gotten about the international role the US 
| has assumed on its own accord. 


If he reads this column, he. will be 


| thinking “why call on the US whenever 
| they need something?" 
| because you have got yourself into all this 
| in asserting yourself as leading the way té 
| a new world order. 
| Melbourne 


My reply to that is 


Y. M. SIN 


| The problem with nostalgia 


Rodney Tasker's piece in TRAVELLER’: 


| TALES [5 Dec.] reeks of old-time colonia 


condescension. "Swishing" along tree-lined 


| boulevards in a pedicab may be nice bui 
| pity the poor driver who has to sweat anc 
E strain under à hot sun. A rather backward 


-influenced Phnom Penh is prefer 
stling, vibrant, exciting Bang: 
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ok, a city ruined by buccaneering capital- 
m and greed! How ridiculous. Hordes of 
Yotorbikes, taxis and pickup trucks. When 
'as the last time Tasker walked to work or 
ad to deliver a bag of rice on his back? 

Exorbitant prices. A basic result of sup- 
ly and demand. After all, the reverse is 
‘ue. International corporations open facto- 
es in Asia not for the scenery but for the 
heap labour. Traffic, smog, dirt? Has he 
isited New York, Los Angeles, London, 
longkong or Tokyo recently? The Thais 
doring money. What a slur on a generally 
ind and gracious people. 

The problem with nostalgia is that it is 
ıainly indulged in by a few so-called old 
mers who only remember how wonder- 
il it was for them. Swigging ice cold beer, 
wishing around in pedicabs, perhaps lin- 
1g up a girl for the night for the price of a 
ack of cigarettes. And the natives? How 
harming they look in their bare feet and 
arongs. “Boy, another stengah." Spare us 
uch nausea. 
angkok BILL GOODWIN 


tay at home 
‘our thorough review of Asia's transport 
Yfrastructure [FOCUS, 21 Nov.] shows how 
ле region is starting to choke on its own 
rowth. Unfortunately, the solutions of- 
этеа by transport planners across the re- 
ion tend to ignore one option that could 
ignificantly reduce traffic congestion and 
»e air pollution that goes with it. 

We have seen telecommuting, or 
»ework, used with great success, though 
n a limited basis, in the US, Japan and 
ıustralia, as well as in several European 
ountries. The concept is simple: instead of 
equiring that all workers commute to 
vork, we bring the work to them electroni- 
ally as they work at home or in so-called 
atellite offices close to home. Most infor- 
nation-based office work is suited to tele- 
ommuting for at least part of the week. 

Building more roads and bridges only 
айз to more congestion; encouraging car 
'ooling or mass transit use is often not ac- 
epted by workers or doesn't fit their 
chedules. On the other hand, telecom- 
nuting has direct benefits for workers and 
mployers alike, while also helping to un- 
ck gridlock. 
Aonmouth Junction, 
Jew Jersey 


GIL E. GORDON 


atervention is out 

Ће opening paragraph in the article News 
rom nowhere [28 Nov.] inaccurately por- 
rays the scenario your publication dis- 
ussed with Richard Li. 

At no time during Li's conversation 
vith the REVIEW did he provide the level 
f detail and specific references to govern- 
nent or business leaders that are ascribed 
o him in the article. 
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We also want to clarify two points re- 
lated to the article. First, STAR TV has es- 
tablished a back-up facility in Thailand to 
ensure 24-hour broadcasting even in the 
event of natural disasters or human error 
at our Clearwater Bay facility — not out of 
any concern over political intervention. 
Second, our agreement with the BBC leaves 
editorial matters totally in their hands. To 
do otherwise would compromise the in- 
tegrity and credibility of the world’s pre- 
mier international news broadcaster. 

VINCENT MANG 
Senior Vice-President 


Hongkong STAR TV 


Taxation for health 

I was delighted to read of the increase in 
taxation on alcohol and cigarettes in Anwar 
Ibrahim's first budget as finance minister 
[REVIEW, 14 Nov.]. With increasing afflu- 
ence in many Asian countries, the con- 
sumption of both these products has in- 
creased. The result is (or will soon be) an 
increase in many related diseases that are 
on the whole preventable — lung cancer, 
heart disease, strokes and liver disease. It 
has been shown in many Western coun- 
tries that the prices of cigarettes and alco- 
hol are inversely proportional to their con- 
sumption. In the short term, it may increase 
the revenue for the Malaysian Treasury. In 
the long term, however, it is an effective 
public-health measure. 
Manchester F. L. HEW 


Seeking sovereignty 
With considerable interest I read your story 
on Taiwan [14 Nov.]. South Korea aside, 


practically all Asian governments do not | 


recognise Taiwan as a sovereign entity, 
though most of them have booming trade 
with Taipei. 

As a German intellectual said to me 
years ago: "To us Europeans, the mainland 
is historically and legally China." The 
mainland has a population of more than 1 
billion and about 1,770 nuclear warheads 
(according to statistics by a research insti- 
tute in London, 1988). The population of 
Taiwan is just over 21 million. Taiwan's 
US$76 billion foreign reserves may help 
Taiwan win the friendship of /isiao peng yu 


(little friends) in distant lands, but will they | 
really matter when the chips are down in | 


the vortex of world politics? 

I hope Taiwan will strive to improve its 
non-political relations with people far and 
near. Taipei's sovereignty-seeking efforts 
will find no support from East and South- 
east Asian governments. 


Singapore SUN TUNG-SHAN 





Correction 


The Thai Military Bank [BUSINESS BRIEFING, 
5 Dec.] does not have a branch in Phnom Penh. 
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Century International Hotels 
Hong Kong * Jakarta * Sydney 
Tokyo (1992) * London (1992) 
Bangkok (1994) * Jakarta (Royal: 1994) 
Phuket (1995) * Bali (1995) 


* Valid to March 15, 1992. 








CONTENTS 


12 December 1991 Volume 154 Number 50 


Regional Affairs 


Cambodia : Peace Process 

Despite the 27 November mob attack in 
Phnom Penh on its leaders, the Khmer 
Rouge agrees to go along with the peace 
process 10 


China : Party Plenum 

A plenum of the central committee 
focuses on agriculture after failing to 
reach a consensus on appointments to 
the politburo and the status of former 
party leader Zhao Ziyang 11 





Indonesia : East Timor 

Gen. Sutrisno's defence of the November 
incident in Dili makes the job of the 
official inquiry difficult 12 


Philippines : Party Choice 

House Speaker Mitra's emergence as a 
strong contender in the 1992 presidential 
race is a snub for President Aquino and 
suggests that her influence in the ruling 
party may be waning 13 


Taiwan : Elections 

National Assembly elections later this 
month provide the Kuomintang with the 
biggest test of its legitimacy in the 45 
years it has ruled the island 19 


Bangladesh : Politics 

After a prolonged period of 
misgovernment, Bangladesh has made a 
new start — politically and 
economically. For Prime Minister 
Khaleda Zia's government, the first to 


EE: 
INTELLIGENCE 


Drawing the Line 


Australia will shortly wind up 
remaining equipment aid under its 
defence-cooperation programmes with 
Southeast Asian and Pacific countries. 
As well as a symptom of its own tight 
budgets, Canberra's decision reflects a 
feeling that Southeast Asians are now in 
a position to finance their own 
requirements, and that, having provided 
the small South Pacific states with 
maritime patrol craft, it has met their 
immediate needs. Cooperation in future 
will comprise training and personnel 
exchanges. The US$47 million a year 
military aid to Papua New Guinea 
(PNG) is also under scrutiny. Canberra 


gain power peacefully in 
the country's brief history, 
the next two years will be 
critical in maintaining the 
democratic and 
developmental momentum. At stake, 
according to Editor Philip Bowring, are 
not just the country's stability and 
prosperity but also the ties with its 
neighbours. Politically, the newly revived 
democratic institutions will have to be 
nurtured by the ruling party and the 
opposition. On the economic front, there 
is now a window of opportunity to bring 
in fiscal rectitude, end state subsidies and 
channel aid and investment in 
productive areas — including mass 
literacy and rural development. More 
important, Bangladesh will have to 
redouble its efforts to capitalise on 
export-led growth — of which its 
garment sector is a prime example 20 





Pakistan : Islamic Laws 
Prime Minister Sharif 
continues to walk a 
tightrope on the issue of 
Islamising the country's 
laws on the economy but 
he is rapidly running out 
of room for manoeuvre 27 


Malaysia : Language 
Options 

While Malay continues to 
enjoy pre-eminence as the 
national language and the 
language of instruction in 


is disillusioned with the PNG Defence 
Force, and is inclining towards the 
view that assistance to improve 
domestic law and order would be a 
better contribution to PNG's national 
security. 


Business Leader 

In another sign that Japan is preparing 
to abandon the US-led economic 
embargo imposed on Hanoi following 
the October peace agreement on 
Cambodia, a representative from the 
Bank of Tokyo visited Vietnam in late 
November to scout out possibilities for 
opening a representative office in 
Vietnam. Bank of Tokyo activities in 
Vietnam would need the approval of 
Japan's Ministry of Finance, which has 
supported Washington's efforts to limit 
foreign investment in Vietnam since its 
1978 invasion of Cambodia. A Japanese 


FAR EASTERN ECONOMIC REVIEW 


Malaysian schools, there is 
increasing concern that 
declining standards of 
proficiency in English, the 
language of the colonial 
past, may hinder the country's economic 
development. Kuala Lumpur bureau 
chief Michael Vatikiotis traces the 
circumstances leading to the 
government's realisation that English- 
language instruction urgently needs to bi 
revamped. He examines the need to 
strike a balance between the competing 
claims of Malay as an instrument of 
nation-building and English as a 
necessary prop to Malaysia's growing 
role in international commerce and 
industry 28 


Afghanistan : Negotiations 

The UN despairs of the mujahideens' 
inability to strike a compromise with 
Kabul 34 





Peace process falters (10). 


representative banking office in Vietnam 
would facilitate the trading activities of 
Japanese companies, which this year 
have replaced the Soviet Union as 
Vietnam's largest foreign trading 
partner. 


Supping With the Devil 

The New Delhi government is 
understood to have agreed in principle 
to allow direct foreign portfolio 
investment in Indian equities and an 
official announcement is expected 
soon. At the moment, non-resident 
Indians can invest in shares through a 
special portfolio investment account at 
Indian banks. This scheme is expected 
to be extended to foreigners, who at 
the moment can only buy stocks 
through four authorised funds. Official 
mistrust about liberalising foreign 
investment remains as deep-rooted as 


12 DECEMBER 1991 








hailand : Political Party 

ormer leaders of the democratic 
1ovement, led by students in the early 
2705, form a new political party 34 


rts and Society 


nvironment : Endangered Species 
1 the contest between developing land 


specially true in Asia as its forests 

hrink and its population grows. Can 
nything be done? Correspondents look 
t the responses in the Malaysian state of 
abah, in the Philippines and in the 

isian ivory trade 40 


usiness Affairs 


apan : Energy 

ipan's dependence on oil imports is 
riving the government to promote 
onservation measures at home and to 
eploy its official aid programme to 
romote new energy sources in the 
»gion 52 


sia : Investment 

he agency charged with selling off 
tate-owned enterprises in eastern 
sermany is stepping up its campaign to 
гоо Asian investors 53 


jetnam : Energy 

lanoi is to go it alone in the 
levelopment of the country's natural gas 
ields off the southern coast, after failing 
» attract foreign loans or partners 54 


ver, but India is desperately short of 
apital. 


Mficial Links 


Jhina and Israel 
ould establish 
liplomatic relations 
ry the summer of 
992, according to 
source close to a 
xrivate Israeli 
conomic 
lelegation to China 
his month. The 
rip followed a 
ecret 4-8 November visit to Peking by 
Defence Minister Moshe Arens, the first 
ver by an Israeli cabinet member. The 
xxonomic delegation, which met Vice- 
?remier Wu Xueqian, included former 
irmy chief Dan Shomron, now head of 
he state-owned Israel Military 


Arens. 


12 DECEMBER 1991 








Industry : Japan 
Japan's pharmaceutical companies are 
pigmies on the world stage compared 
with their US and European rivals and 
will have to make new drugs as foreign 
firms and local upstarts muscle their way 
into the Japanese market. Technology 
correspondent Bob Johnstone examines 
how the protectionist policies have 
backfired, resulting in low R&D spending 
and a mollycoddled industry 56 
Hitting for home 58 

rt or wither 59 
Immune deficiency 59 


Australia : Investments 

The major mining companies are 
developing less costly mines in Asia 
closer to their customers 60 


Taiwan : Finance 

A scattershot approach to financial 
liberalisation is resulting in needed 
reforms but causing confusion 62 


Philippines : Finance 
A new Customs Bureau chief is 
appointed to the discredited agency 64 


Indonesia : Banking 

The central bank has assumed greater 
control over offshore financing by 
Indonesian banks and companies 65 


Vietnam : Investment 

Foreign funds face large obstacles to 
doing business in Vietnam 71 
Singapore : Industry 

The city-state's first DRAM chip 


Industries. Shomron held talks on 
converting Chinese military industries to 
civilian uses. 

Job Exchange 


Stockmarket sources in Jakarta say the 


> chief of the exchange's watchdog agency 


Marzuki Usman will be replaced by 
mid-December. He will apparently 
switch jobs with Soekanto 
Reksohadiprojo, who heads a training 
and education institute at the Ministry of 
Finance. Usman's deputy, Hasan Zein 
Mahmud, is tipped to head the soon-to- 
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CAMBODIA 


Khmer Rouge ignore humiliation to promote peace process 


Tactics of silence 





By Rodney Tasker in Bangkok and | 
Nate Thayer in Phnom Penh 


fter a nervous week of specula- 

tion that the fragile October Cam- 

bodian peace agreement might 

die a premature death, it appears 
that an all-round effort to put the accord 
programme back on track may succeed. 
Above all, a Khmer Rouge willingness to 
shrug off a dramatic attack against its 
leaders and adopt a pragmatic approach 
leads international brokers of the Paris ac- 
cord to believe that the peace process will 
continue. 

The air of compromise emerged at an 
emergency meeting of the Cambodian Su- 
preme National Council (SNC), UN Secu- 
rity Council Permanent Five envoys to the 
SNC in Phnom Penh, and representatives of 
the joint French and Indonesian chairmen 
of the Paris Cambodian peace conference 
in the Thai resort of Pattaya. The only issue 
on the agenda was the aftermath of the 
violent attack on the Phnom Penh villa 
housing Khmer Rouge SNC delegates by a 
mob of Cambodians, allegedly orches- 
trated by the Phnom Penh government of 
Prime Minister Hun Sen. The attack got 
out of hand as the mob not only looted the 
villa and burned Khmer Rouge documents 
and other possessions but assaulted Khmer 
Rouge president Khieu Samphan and tried 
to lynch him. 

After the 27 November raid, which led 
to Khieu Samphan and his colleague Son 
Sen being hurriedly flown to Bangkok, the 
Khmer Rouge was quoted as saying that 
its leaders would not return to the Cambo- 
dian capital unless UN troops provided 
protection for them. Few tears were shed 
around the world over the picture of Khieu 
Samphan with blood dripping from his 
forehead, given the universal loathing for 
the period of mass executions and other 
brutalities during the Khmer Rouge's 1975- 
78 rule. But under the Paris accord, the 
Khmer Rouge and the three other factions 
have to take part in the SNC to oversee the 
UN military and civilian presence designed 
to keep the peace in the run-up to elections 
scheduled for 1993. 

When Khieu Samphan and Son Sen at- 
tended the 2-3 December SNC meeting in 
Pattaya it appeared that the Khmer 
Rouge's acknowledged leader Pol Pot had 
realised that the faction had more to gain 
politically by stoically going along with the 
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Police attempt to restrain rioters outside Khieu Samphan's house. 


peace process, rather than sulking over the 
27 November attack and risking further 
isolation. Two of the four Cambodian fac- 
tions — one loyal to SNC president Prince 
Norodom Sihanouk and Hun Sen's Phnom 
Penh government — have already formal- 
ised a political alliance. Given the wide- 
spread distaste for any political equation 
involving the Khmer Rouge, the UN Per- 
manent Five were not about to agree to 
any infusion of UN troops to protect the 
Khmer Rouge SNC delegates in Phnom 
Penh. 

One Khmer Rouge delegate in Pattaya 
commented: "No one can backtrack on the 
peace process now; we remain fully com- 
mitted. It is the only way for the survival 
of the Cambodians.” The Khmer Rouge 
has made some political capital out of the 
27 November attack, spreading its tradi- 
tional support among the rural poor to 
some in the urban areas. Its leadership is 
also aware that Western diplomats and UN 
officials in Phnom Penh have already de- 
livered some harsh words to the Hun Sen 
government over the attack. 

From the deal in Pattaya it emerged that 
the Khmer Rouge's delegates to the SNC 
would be housed in the SNC building in 
Phnom Penh. The spacious building was 
once the residence of the French colonial 
governor. Also in the building will be a 
liaison office of the UN Advance Mission 
in Cambodia (UNAMIC), which will inter- 
nationalise the building. This seems to have 
reassured the Khmer Rouge of their safety. 
Future SNC meetings will be in Sihanouk's 
royal palace. The UN has no mandate un- 


FAR EASTERN ECONOMIC REVIEW 


der the Paris agreement for protection o 
any faction, but the Paris accord does cal 
for the UN to provide a neutral politica 
environment — which the Pattaya meetin; 
has reaffirmed. 

UNAMIC has nearly 200 mainly Austral 
ian and French troops in place awaiting 
the main presence of the UN Transitiona 
Authority in Cambodia (UNTAC), whicl 
will require thousands of UN troops anc 
civilian personnel to be in Cambodia — 
the first UNTAC troops are expected to ar 
rive by February — to pacify the countr 
and ensure orderly elections. The ОТА 
force is expected to cost at least US$1 bil 
lion. 

Aides to Sihanouk said he would cance 
his planned trip to Vietnam in late Decem 
ber. Given the Khmer Rouge's ingrainec 
suspicion of the Vietnamese, who over 
threw its regime in 1978, this was taken a: 
a sop to the Khmer Rouge. One senior UN 
Permanent Five official commented: “1 an 
pleased with the outcome of this Pattay; 
meeting, and I am cautiously optimisti: 
about the future." 

The 27 November raid on the Khme 
Rouge's Phnom Penh villa was a brutal af 
fair which threatened to derail the peac 
process completely. On his arrival a 
Phnom Penh on the same day, Khiet 
Samphan said: "I'm going to live here for i 
very long time. I am very happy to b: 
back." 

Shortly after Khieu Samphan and hi: 
delegation were led into their villa ir 
downtown Phnom Penh thousands o 
screaming demonstrators armed witl 
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itchets, rocks, and sticks stormed the 
Juse shouting “kill, kill, kill” as Khieu 
imphan, Son Sen and other leaders cow- 
ed in terror in a barricaded upstairs room 
‘ the two-storey building. 

Khmer Rouge advance teams were in 
hnom Penh for more than a week earlier 
) organise security arrangements and the 
overnment had repeatedly guaranteed 
iat their security would be ensured. Offi- 
als had issued a directive to security 
irces earlier in the morning not to arrest 
г use force against the demonstrators and 
niling, lightly armed contingents of gov- 
"ment police did virtually nothing to 
op the assault. 

After an hour of pelting the house with 
xks and debris, breaking all windows, a 
rst wave of demonstrators tore down the 
ympound fence, kicked in the front gate, 
nd stormed the house. Hundreds of 
oung men went from room to room de- 
roying everything, looting luggage, and 
wowing furniture and booty into the 
reet where huge bonfires were set as the 
rowds cheered on. 

More than US$200,000 in cash was sto- 
т from their luggage, according to Khmer 
ouge officials in the house, some of it 
own on the bonfires. Khieu Samphan's 
assport was triumphantly ripped to 
hreds and burned. Hun Sen appeared 
cross the street and addressed the crowd 
y megaphone, but no government sol- 
iers were ordered to the scene and no 
rder to disperse was issued. 

The Khmer Rouge delegation was holed 
p in one upstairs room during the seven- 
our orgy of violence, along with as many 
s 10 armed Khmer Rouge guards. But 
chmer Rouge sources said that Khieu 
amphan ordered the guards to refrain 
rom opening fire if the demonstrators in- 
aded the room. 

Government negotiators were dis- 
заќсһеа to the Khmer Rouge villa in the 
arly afternoon, climbing a fire ladder to 
he second floor to request that Khieu 
iamphan allow them to evacuate him from 
he country. Khmer Rouge and govern- 
nent sources said that Khieu Samphan re- 
used to leave for more than an hour, but 
inally relented. 

But another wave of demonstrators 
weached the perimeter and armed with 
ticks, pipes, and rocks stormed into the 
ouse, attacking a cowering Khieu 
iamphan with fists and sticks, and at- 
empted to lynch him with electric wire. 
оте government plainclothesmen with 
he demonstrators assumed the role of 
yrotectors and shouted to the crowded 
‘oom not to kill the Khmer Rouge leaders. 

By the time the government decided to 
ake control of the riot, dozens of armed 
joters who clearly were out to kill were in 
he same room with Khieu Samphan and 
iis delegation. Some of his bodyguards 
were being beaten prostrate on the floor 
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and Khieu Samphan was bleeding pro- 
fusely from a head wound and wearing a 
steel helmet. 

When finally the government brought 
in its first soldiers armed with automatic 
weapons and five armoured personnel 
carriers — more than four hours after the 
incident began — the crowd dispersed 
within minutes. Khieu Samphan and his 
delegation were hustled into one armoured 
carrier that had backed up to the front door 
and were whisked away under a hail of 
rocks, sticks and debris. 

Virtually all observers in Phnom Penh 
agree that the incident was a planned 
state-directed attack which got out of 
control. Diplomats and 
UN officials were shocked 
and angered that the gov- 
ernment would so bla- 
tantly try to undermine 
the years of peace nego- 
tiations which were to cul- 
minate with the return of 
the Khmer Rouge to 
Phnom Penh and begin 
the process of national rec- 
onciliation that would end 
with UN organised elec- 
tions. 

Khmer Rouge officials 
and some diplomats be- 
lieve that Vietnamese 


Government officials were Hun Sen: 





attack sanctioned. 


involved in organising the attack. Some of 
the plainclothesmen interspersed with the 
demonstrators spoke in Vietnamese. A few 
Khmer Rouge officials were whisked away 
from the house by government agents dur- 
ing the melee and interrogated in secret 
locations by what they claim were Viet- 
namese officials. 

One Khmer Rouge official remained 
unaccounted for after he was allegedly 
taken away by the police. He was respon- 
sible for sending coded messages back to 
guerilla bases. In the event, the Khmer 
Rouge has been willing to suffer the hu- 
miliation of the attack in order not to 
hinder the peace process. The Khmer 
Rouge will let the UN take 
the lead in condemning 
the attack and ensuring 
that similar incidents do 
not happen again. 

Ironically, | Khmer 
Rouge leaders and some 
diplomats in Phnom Penh 
believe that it is the Khmer 
Rouge who have gained 
politically from the inci- 
dent. In a country desper- 
ate for peace, most people 
in the capital held the Hun 
Sen government responsi- 
ble for threatening to 
plunge Cambodia back 
into war. L| 
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CHINA 


Party plenum skips politburo changes 


Avoiding the issues 


By Lincoln Kaye in Peking 

kirting such loaded issues as person- 
S changes and reassessment of 

eclipsed pre-1989 leaders, the Chinese 
Communist Party Central Committee's 
first plenum in nearly a year focused in- 
stead on agriculture. Yet, even on this safe 
topic, the plenum's guarded and self-con- 
tradictory communique betrayed the par- 
ty's factional divisions and anxiety about 
its dwindling credibility. 

Rural support pulled the elderly leader- 
ship through the challenge of the 1989 pro- 
democracy demonstrations and the subse- 
quent crack-down, according to conven- 
tional wisdom. The gerontocrats enjoy a 
free hand in curbing restive urbanites, as 
long as they can appease the 80% of the 
population that lives in the countryside. 

Paramount leader Deng Xiaoping's 
recipe for rural loyalty throughout the 
1980s has been to enrich peasants with 
family farm plots and money-spinning vil- 
lage sideline industries. These benefits, the 
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communique says, the people have already 
come to "appreciate and expect." 

Yet rising incomes have bred material 
expectations that outstrip the country's 
backward productive capacity — a di- 
lemma the communique calls "the main 
contradiction of the present stage." Posing 
the problem in this way is already a victory 
for Deng’s line of economic primacy; Mao- 
ist hard-liners would sooner characterise 
class struggle as the main contradiction. 

Still, the agrarian focus leaves plenty of 
room for conservative nostrums like 
strengthening party organs in the country- 
side and collective (rather than individual) 
efforts to shore up the crumbling rural in- 
frastructure. As a harbinger of possible 
shifts in the political climate, the Maoist 
model commune of Dazhai (whose prodi- 
gious 1970s production claims have long 
since been debunked by Dengists) lately 
reinstated its Cultural Revolution-era party 
secretary after a 13-year eclipse. 

The plenum promised "step-wise" 
hikes in farm prices to improve rural-ur- 
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ban terms-of-trade. And the communique 
placed special stress on water resource 
management, a pet theme of conservative 
Premier Li Peng — a Soviet-trained hy- 
draulic engineer. 

The emphasis on waterworks sounds 
like a prelude to the expected push this 
spring to railroad the controversial Three 
Gorges hydroelectric project through the 
National People’s Congress (NPC), or 
parliament. A 25-member МРС delegation 
just returned from a fortnight's swing 
through the affected area of the central 
Yangtze basin, and individual parliamen- 
tary opponents of the project, are report- 
edly being taken there for “intensive per- 
suasion.” 

The NPC.— or, more likely, the full 
party congress scheduled for the autumn 
of 1992 — could also be the forum for some 
of the Central Committee's unfinished per- 
sonnel business. Before the plenum, ru- 
mours abounded about possible shifts in 
the top leadership. 

Two vice-premiers, conservative plan- 
ning chief Zou Jiahua and Shanghai's re- 
formist ex-mayor Zhu Rongji, were to have 
been elevated to the politburo. So was 
Yang Baibing, younger brother of President 
Yang Shangkun and ideology chief of the 
powerful Central Military Commission. 
But the triple promotion was an all-or- 
nothing package, analysts say, and since 
reformists could not get conservatives to 
go along on Zhu, none of the three were 
appointed this time. 

Consensus proved equally elusive on a 
long-predicted statement about pre-1989 





party general secretary Zhao Ziyang, de- 
tailing his errors but absolving him of 
crimes. Meanwhile, however, the plenum 
reaffirmed the formal status of Zhao's 
successor, Jiang Zemin, as the party's 
"core" (and, implicitly, Deng's ostensible 
heir as top leader). 

Waiting in the wings are a number of 
"princelings" — children of first-generation 
communist luminaries — who now enjoy 
bureaucratic or provincial sinecures pend- 
ing their emergence on the national politi- 
cal stage. Such a list might include central 
bank vice-president Chen Yuan, son of 
economics tsar Chen Yun; Henan gover- 
nor Liu Yuan, son of the late president Liu 




























INDONESIA 


No apologies 


By Adam Schwarz in Jakarta 


In a forceful four-hour presentation to 
parliament on 27 November, the com- 
mander of the Indonesian armed forces 
Gen. Try Sutrisno defiantly rejected ac- 
cusations that the army used excessive 
force in the killings of Timorese demon- 
strators in Dili. Sutrisno's statement is 
likely to harden international opinion of 
Indonesia and complicate the task of the 
official commission inquiring into the 
incident, analysts say. 

According to eyewitnesses, Indone- 
sian soldiers opened fire on 12 Novem- 
ber on a crowd of about 2,000 Timorese 
youths who were entering the Santa 
Cruz cemetery in Dili to lay flowers for a 
Timorese slain two weeks earlier in a 
clash with intelligence agents. Many in 
the crowd carried banners and shouted 
slogans calling for Timorese indepen- 
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dence. 

The army described the demonstra- 
tion as "unruly and violent" and said 
soldiers fired in self-defence. It put the 
death toll at 19 and said 89 others were 
injured. Foreign and Timorese eyewit- 
nesses put the death toll at up to 100 with 
many more injured. 

In his address to parliament, Sutrisno 
recounted at length the official version of 
events. He said soldiers were taunted 
and threatened and warning shots were 
ignored. 

He blamed remnants of Fretilin, a 
Timorese guerilla group fighting for in- 
dependence, for taking advantage of the 
memorial procession to instigate an 
"anti-Indonesia" demonstration. 

Sutrisno told Indonesians to ignore 
foreign accounts of the incident which 
contradicted the army's version. He sug- 
gested foreigners present had been 
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Shaoqi; Peking tourism boss Bo Xicheng, 
son of veteran commissar Bo Yibo; and 
Wang Jun, vice-manager of the state's in- 
ternational finance company, whose father 
is conservative ideologue Wang Zhen. 
Politically reliable though they may be, 
the princelings are generally regarded as 
more open-minded than their elders. Their 
promotion could pave the way for the 
gerontocrats’ retirement and smooth the 
course of reform. But there remains plenty 
of political jockeying to be done before that 
can happen. That may be why the plenumy 
put off the full party congress until the au- 
tumn, rather than next summer, as earlier 
speculated. [L4 


planted there by "anti-Indonesia" ele- 
ments to help discredit Indonesia. 

Other senior officials such as Defence 
Minister Benny Murdani and Foreign 
Minister Ali Alatas have largely withheld 
comment pending the final report of the 
inquiry commission. 

In a conciliatory gesture to foreign 
critics, Sutrisno said that Indonesia 
would "thoroughly re-evaluate” all as- 
pects of East Timor's development. He 
added that one battalion of soldiers in- 
volved in the shooting, Battalion 303, 
would be withdrawn from East Timor. 
Diplomatic sources also detected a sof- 
tening of stance in the government's de- 
cision to allow foreign press reports 
critical of the army's account to circulate 
freely in Indonesia. This decision was 
cleared with the military, sources said. 

Indonesian officials have been sur- 
prised by the persistence and severity of 
international condemnation of the 
shooting. Several countries have said aid 
programmes to Indonesia would be re- 
viewed if the inquiry commission's re- 
port adheres strictly to the army's ac- 
count. 
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PHILIPPINES 


Vitra wins party vote for 1992 race 


Ahead of the pack 


зу Rigoberto Tiglao in Manila 

ouse of Representatives Speaker 

Ramon Mitra has emerged as the 

candidate of the ruling party, 
„akas ng Demokratikong Pilipino (LDP), for 
he May 1992 presidential elections, beating 
ormer defence secretary Fidel Ramos in a 
'ontest that indicated — among other 
hings — that President Corazon Aquino's 
nfluence over the LDP is waning. 

The LDP proceedings also offered a stark 
'ontrast to the bickering and confusion that 
nas so far plagued nominations by the anti- 
idministration Nacionalista Party and the 
lefections of key leaders of the Liberal 
Party to support former chief justice 
Marcelo Fernan's bid for the presidency. 
Ramos conceded defeat on the evening of 
he party polls and early reports of his 
supporters’ plan to protest against the 
»utcome have fizzled out. 

Mitra's de facto nomination by a 12% 
margin of delegates' votes on 30 November 
was technically only a straw vote — called 
1 "presidential preference survey" — be- 
:ause of a new election law which says that 
»ominations can be made only 165 days 
»efore election day on 11 May. A party 
convention will be held in January for 
Mitra’s formal nomination. 

The day after the LDP vote, Ramos and 
Mitra, together with stalwarts of both 
camps — including Aquino's brother and 
-DP Secretary-General Jose Cojuangco who 
supported Ramos — held a meeting in- 
tended to project an image of party unity. 
Members of the two camps have even 
tested the water through the local media 
on the acceptability of Ramos as Mitra's 
vice-presidential running mate. 

These developments suggest that the 
most likely scenario for the 1992 presiden- 
tial election will consist of the ruling party 
facing various types of coalitions, which 
will not have the advantage of nationwide 
party machinery on the scale of the LDr's. 

Of the other presidential hopefuls, 
Marcos crony Eduardo Cojuangco is 
forming a political force consisting mainly 
of coconut-oil industry magnates, scattered 
bastions of political patronage in Central 
Luzon, Negros and Quezon provinces, and 
sections of the remaining Marcos loyalist 
organisations. 

Senate president Jovito Salonga's Lib- 
eral Party has been unable to resurrect its 
pre-martial law party machine, and is re- 
portedly seeking alliances with so-called 
cause-oriented groups spawned by the 
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anti-Marcos struggle in the early 1980s. 

Fernan is pinning his hopes on a section 
of Manila and Cebu big business, though 
he is also seeking the support of politicised 
upper- and middle-class organisations. The 
electoral machines of other presidential 
aspirants — Vice-President Salvador Lau- 
rel, senators Joseph Estrada, Juan Ponce 
Enrile and Aquilino Pimentel — have 
hardly taken off, with their bases of sup- 
port being still marginal. 

Mitra's credible party victory — despite 
a last-minute attempt by Jose Cojuangco 
and allegedly by Aquino herself to brow- 
beat the LDP into supporting Ramos — will 
have a bandwagon effect within the party, 
with a section of the 
former defence minister's 
supporters probably shift- 
ing their allegiance to 
Mitra, if only for reasons 
of personal survival. 

His victory could have 
a similar impact outside 
the party, as Mitra is per- 
ceived not as being venge- 
ful towards Marcos allies 
but as a pragmatic politi- 
cian whose patronage 
could be wooed. 

On the other hand, 
there is widespread cyni- 
cism over Mitra. Many 
businessmen and upper- 
class Filipinos see him as a 
patronage-builder in the 
mould of traditional poli- 
ticians who will shirk from 
unpopular yet necessary 
economic reforms. This 
perception has been bolstered by surveys 
by different institutions. An April 1991 
survey by the Ateneo de Manila Univer- 
sity, for instance, found that only 3% of 
respondents were willing to vote for Mitra, 
compared to 7% for Salonga and 10% for 
Ramos. 

Observers have not totally ruled out the 
possibility of Ramos forming his own alli- 
ance to pursue his ambitions, though this 
seems unlikely. More importantly, Ramos 
is basically not a politician. LDP insiders 
claim that his presidential ambitions were 
nurtured only by Jose Cojuangco and 
Aquino, both of whom had perceived 
Mitra not only as an unreliable ally but also 
a weak presidential contender because of 
his low popularity ratings. 

Mitra's victory settles several issues in 
the country's political development to- 
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Mitra: clear winner. 


wards the 1992 election. First, it has proven 
that, contrary to perceptions that it is a 
loose alliance vulnerable to a break-up, the 
LDP is evolving as a cohesive party. Charles 
Avila, a member of the LDP executive 
committee, told the REVIEW: “What out- 
siders fail to appreciate is the internal dy- 
namics of the LDP. The different groups 
within it are motivated by enlightened self- 
interest. They bargain things out and all 
this leads to a quite united organisation." 

Second, skill in party politicking — 
Mitra's style of building support networks 
through patronage — remains, as in pre- 
martial law politics, the norm for assum- 
ing leadership in the Philippines. 

And third, the influence of both Aquino, 
who had made known her preference 
for Ramos, and of Jose Cojuangco, con- 
sidered the LDP king-maker, has waned 
within the ruling party. It was also signi- 
ficant that while Aquino's relatives had 
supported Ramos, her in-laws — prin- 
cipally Benigno Aquino's brother Agapito 
Aquino — supported Mitra. 

This will work to 
Mitra’s advantage in the 
1992 elections. He can dis- 
tance himself from the 
shortcomings of the 
Aquino administration, 
for which the president's 
brother will be blamed, 
and project himself as an 
independent leader. Yet, 
backed by the slain 
Benigno Aquino's bro- 
thers, he could claim po- 
litical lineage to the anti- 
dictatorship leader whose 
assassination catapulted 
his wife to the presidency. 

Mitra's strategy has 
been in stark contrast, for 
instance, to the adversa- 
rial moves within the 
Nacionalista Party by 
Eduardo Cojuangco, 
whom many observers 
claim is a shrewd manipulator of the Phil- 
ippine political culture. 

Clearly aware that Philippine politics is 
still mainly determined by electoral ma- 
chines rather than popularity, Mitra stuck 
to his strategy of building up patronage 
networks among local political bosses. He 
projected an image of an underdog bullied 
by the president's relatives, and then, after 
defying the powers-that-be in Malacanang, 
immediately extended his hand in friend- 
ship to his rival. 

Ramos seemed to have been lulled into 
a false sense of security by non-traditional, 
novel indicators of political strength — his 
high ratings in surveys by Manila-based 
polling institutions, his image as a hero of 
the 1986 people-power uprising, the sup- 
port of powerful business groups, and the 
president's backing. " 
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Election threat by 

former Thai premier 

> Assets totalling more than Baht 200 
million (US$7.8 million) were seized from 
former Thai prime minister Chatichai 
Choonhavan on 26 November after he 
was found to be "extraordinarily 
wealthy" by an assets committee 
appointed by the military junta. Chatichai 
said he would fight back through 
"peaceful democratic means," adding that 
he may run in the general election 
scheduled to take place in February- 
March 1992. Chatichai, who was ousted in 
a February military coup, can appeal to 
the Supreme Court, and in the meantime 
is allowed to run for election. 


Taiwan dissidents 

jailed for sedition 

> Four dissidents, whose arrest last May 
provoked student protests and street 
demonstrations, received jail terms for 
sedition in a trial at Taiwan's High Court. 
The group claimed there was no clear 
evidence against them, though they 
admitted to having contact with an 
obscure pro-independence organisation in 
Japan. Two defendants, Wang Hsiu-hui 
and Chen Cheng-jan, were jailed for two 
years, and a third for 18 months. The 
fourth was sentenced to 10 months, 
suspended for three years. A fifth man 
was acquitted. 


Hanoi jails two 

for subversion 

> A Ho Chi Minh City court has 
sentenced Nguyen Dan Que, a doctor and 
the first Vietnamese member of Amnesty 
International, to 20 years' jail for 
"subversive activities against people's 
power," according to the government's 
official newsagency. Que and a colleague, 
Nguyen Van Thuan, who was sentenced 
to 10 years' jail, were found guilty of 
distributing anti-government leaflets and 
setting up an organisation "aimed at 
overthrowing the revolutionary 
administration." 


Islamic official suspended 

in Jakarta lottery row 

> The Nahdlatul Ulama, Indonesia's 
largest Islamic organisation, has 
suspended its secretary-general, Ghaffar 
Rahman, over a controversial decision to 
accept funds from the state-run lottery 
known as SDSB. Islamic leaders say the 
lottery is a form of gambling and is 
prohibited by Islamic law. The 
government maintains it needs the lottery 
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to fund several welfare activities. The 
dispute over SDSB has strained relations 
between President Suharto, whose Golkar 
party must contest general elections in 
June, and several major Islamic groups. 


Rift widens in Japanese 
religious sect 

> The Nichiren Shoshu Buddhist sect has 
declared that the Soka Gakkai is no longer 
a recognised lay organisation and asked 
members to withdraw from the Soka 
Gakkai and join individual Nichiren 
temples. The expulsion on 28 November 
came only weeks after Nichiren priests 
unsuccessfully ordered the Soka Gakkai 
to disband. In the struggle for control of 
Japan's largest religious organisation, 
Daisaku Ikeda, leader of the Soka Gakkai, 
has criticised the priests for 
authoritarianism and excessively 
luxurious lifestyles. Nichiren clergy have 
accused Ikeda of trying to turn the sect 
into his own personal power base. 
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Social indicators 


Pyongyang team walks 
out of Seoul conference 


> A North Korean delegation walked out 
of a regional conference on world peace 
and the role of women in Seoul on 29 
November, complaining that South 
Korean authorities were making too much 
political propaganda. Seoul officials, 
however, accused the Pyongyang 
delegation of seeking to politicise their 
presence. Yo Yon Ku, deputy chairman of 
North Korea's Supreme People's 
Assembly and leader of the Pyongyang 
delegation, fuelled local resentment when 
she placed a wreath from North Korean 
President Kim Il Sung at the Seoul grave 
of her father, Yo Un Hyong, a leftist 
leader assassinated in South Korea in 
1947. 
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North Korea hosts 
anti-communist churchman 


> Moon Sun Myung, 
the staunchly anti- 
communist leader of 
South Korea's 
Unification Church, 
flew into Pyongyang 
on 30 November in 
an aircraft provided 
by the North Korean 
Government in a 
triumphal return to 
the city where he was jailed in 1950, just 
before the outbreak of the Korean War. 
Moon's schedule in North Korea included 
a meeting with North Korean President 
Kim Il Sung to discuss holding an 
international media conference in 
Pyongyang, in a move that could help 
open up one of the world's most isolated 
countries and talks with other Northern 
officials on investment and economic 
aid. 





Moon. 


Go-ahead on Japan's 
peacekeeping role 

> Japan's Lower House passed а 
controversial bill on 3 December to 

allow the Self-Defence Forces to 
participate in the UN peacekeeping 
operations overseas. The bill, which critics 
and opposition parties have condemned 
as indicating a resurgence of Japanese 
militarism, had earlier been technically 
approved by a Lower House committee 
on 25 November, but opponents caused 

a near brawl when they physically 

tried to prevent the committee chairman 
from declaring the bill passed. In nse 
to this, the government sought and 
obtained re-approval from the committee 
one day before the Lower House voted 
on it. 


Incumbents win easily 

in Central Asian polls 

> Former communist party leader 
Rakhmon Nabiyev swept home with 57% 
of the votes cast in presidential elections 
in the Soviet Central Asian republic of 
Tajikistan on 24 November. The 319; 
vote for opposition candidate Davlat 
Khudonazarev was a strong showing for 
the newly organised opposition coalition, 
but Nabiyev received strong support 
from his clan base in the Leninabad 
region, where 34% of Tajikistan's 

voters live. In presidential elections 

in neighbouring Kazakhstan on 1 
December, Nursultan Nazarbayev, 
running unopposed, received 98% of the 
votes. 
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TAIWAN 


Voter apathy worries ruling party 


Now. for the hard part 





By Julian Baum in Taipei ; 
Т` aiwan’s ruling party has entered the 





most difficult stage of President Lee 

Teng-hui's constitutional reform 
р mme as candidates begin to cam- 
paign for National Assembly elections later 
this month. 

The 21 December poll will be the first 
time the Kuomintang (KMT) has asked 
voters for a majority in an assembly which 
has no guaranteed voting bloc of incum- 
bent members. KMT officials see the elec- 
tion as their biggest test of legitimacy so 
far. 


During its 45-year rule of the island, the 
KMT has avoided risking a full, popular 
election for legislative posts. But now it has 
to fill the vacancies created by the enforced 
retirement at the end of this year of senior 
parliamentarians from mainland China, 
who have not stood for election since 
1947. 

The next National Assembly's sole 
function will be to amend the constitution 
at an April convention next year. In addi- 
tion to the 225 directly elected seats up for 
grabs, there are 100 set aside for at-large 
candidates to be appointed proportionally 
among political parties winning at least 5% 
of the vote, including 20 reserved for 
Overseas Chinese. The remaining 80 posi- 
tions in the 405-seat assembly will be 
filled by incumbent members who 
were elected in 1986. 

There is little doubt that the KMT, 
which is fighting for 215 of the directly 
elected seats, will win a majority in the 
assembly. The main opposition party, 
the Democratic Progressive Party (DPP), 
is only standing for 94 seats, the Chi- 
nese Social Democratic Party for 45 
and a coalition of independents for 35 
seats. 

The gerrymandering of election dis- 
tricts and the KMT's campaign spend- 
ing, which is many times the official 
limit per candidate, have boosted its 
chances of success. But the KMT needs a 
three-quarters majority in the assembly 
to control the constitutional amend- 
ment process and observers say it is 
too early to predict whether it will win 
such a sizeable share. 

A further challenge is to prevent the 
election campaign from turning into an 
open debate on the issue of indepen- 
dence versus unification with China. 
Despite sedition laws and restrictions 
on campaign advertising, which are 
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being widely flouted, the DPP is openly 
advocating a “Republic of Taiwan” as well 
as direct election of the president. The KMT 
is telling its candidates to keep the rhetoric 
subdued and avoid debating these issues, 
while making clear the party’s anti-inde- 
pendence views. 

The KMr's advertising campaign is fo- 
cusing instead on the themes of prosperity, 
stability and renovating the country — 
ideas which surveys have shown appeal to 
a largely middle-class electorate which is 
satisfied with the status quo and wants to 
avoid hard choices about Taiwan's murky 
political future. “We want to let people 
know that the opposition would endanger 
their livelihood, their homes and their 
property values,” said the leader of a 
women’s organisation mobilising votes for 
the KMT. 

The ruling party has been especially 
defensive about its doctrine on the unifi- 
cation of China. “The DPP is accusing us of 
hastily pursuing unification,” said Chien 
Han-sen, KMT chief for Taipei. “But we are 
not in a rush to unify — there is no time- 
table. This accusation is quite irresponsi- 
ble.” 

To combat the opposition’s open sup- 
port for independence, the KMT's latest 
slogan is "Communist China is not China." 
The distinction is one which local KMT 
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leaders say cannot be made too often in the — 
face of opposition attempts to make voters 
believe that the KMT would seek unifica- 
tion at any cost. "Nobody on this island 
wants to unify with China now,” said a 
KMT district leader in Taipei. 

One challenge for both parties is the 
lack of attractive candidates, according to 
Lu Ya-li, who teaches politics at National 
Taiwan University. There are few recog- 
nisable names among candidates for any 


of the parties and even fewer who have _ 
had previous political experience. More _ 


than half the KMT candidates in Taipei city, 
the most competitive election arena, have 
advanced degrees. But elsewhere in the 
country, many are poorly qualified for the 
job, Lu said. Many are using the election to 
advertise their family name and some as a 


launching pad for next year's legislative _ 


race. 

The KMT is counting on its list of can- 
didates to be appointed to the at-large seats 
to provide the talent and experience 
needed to manage next year's constitu- 
tional convention. 

Although the KMT wants to avoid a 


heated campaign, which could broaden the 


теч 
n 


audience of the independence advocates, - 


its biggest problem may be simply getting 


out the voters. As in the past, it is relying _ 
on organisational clout and local factions — 


to mobilise supporters. But the ruling par- 
ty’s machine is not as impressive as before. 
A few party officials privately complain 
about a lack of the strong leadership that 
inspired grassroots support in the days 


when the Chiang family ruled the island — 


with an iron fist. 


Analysts say that a low voter turnout — 


would help the opposition because the - 


"silent majority" who favour the status 
quo are most likely to stay home. Voter 


posts was 65%, but there were many 
popular vote-getters standing then. 


popular interest, say local party lead- 


leave constitutional reform to the 


wan Government rules. Surveys show 
that many voters have no strong 
opinion over whether the constitution 
should be amended, as the KMT pro- 
poses, or wholly rewritten, as the DPP 
insists. 

There is also a notable lack of en- 
thusiasm among the candidates. Un- 
like their predecessors, the newly 


no salary and few perks. A truncated 
four-year term also means that this 
assembly will not choose the next 


concessions from the KMT on the direct 
election of the president or not. a 


turnout in the 1989 elections for some 
legislative seats and local government — 


Another reason for the lack of |. 
ers, is that the public is willing to. 


experts since the constitution has 
had little impact on the way the Tai- — 


elected assembly members will receive 


president, whether the opposition wins - 
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BANGLADESH 1 


Khaleda s opportunity to get the country moving 


A turning point 





By Philip Bowring in Dhaka 

For Philippines 1986, read 
Bangladesh 1991 — minus 
= shoes, hype and Imelda. 
After a prolonged period of 
misgovernment, Bangladesh 
has made a new start politically and eco- 
nomically, having meanwhile weathered 
the traumas of the April cyclone and the 
Gulf War. The next two years will be 
critical in seeing whether a momentum of 
progress can be generated. At stake are not 
just political stability and economic deve- 
lopment but also relations with neighbours 
which could be seriously affected by a 
destitute, unstable Bangladesh. 

Most immediately at issue is whether 
the government of Prime Minister Khaleda 
Zia and her Bangladesh Nationalist Party 
(BNP), which came to power in parliamen- 
tary elections in February, can show itself 
capable of effective administration — de- 
vising and executing coherent policies. 

Slightly further ahead is the question of 
whether the players in the new parlia- 
mentary game — be it the BNP itself or the 
principal opposition party, the Awami 
League — are prepared for the kind of 
compromises needed to make democratic 
systems work. Or will the pursuit of power 
at any cost overwhelm their high sounding 
commitment to the “will of the people?” 

Awami League leader Sheikh Hasina 
Wajed is a bad loser and doubts the BNP’s 
democratic commitment, persistently 
charging that the BNP is the party of the 
generals. She told the REVIEW: "If the 
Awami League won office, there would 
have been martial law within three 
months." But Hasina's only possible way 
of gaining power is through the ballot 
box. If the two principal parties do not 
learn the art of compromise, will the mili- 
tary re-emerge as the final arbiter — as it 
did under former president H. M. Ershad 
— to impose its own version of discipline 
on squabbling civilians? 

On the economic front, there is now a 
window of opportunity to escape the feeble 
levels of growth of the Ershad era by cre- 
ating a more competitive environment 
capable of capitalising on the few resources 
the country enjoys and directing develop- 
ment funds into productive assets rather 
than subsidies. The external environment 
is currently quite favourable but cannot be 


expected to remain so for very long. 
20 









The economy is still hung over from the 
Ershad years which, in perspective, can be 
seen as the Marcos era in miniature. Scarce 
resources went to favoured business cro- 
nies, much of which were then diverted to 
swell political and personal coffers, rather 
than for productive investment. In the 
process significant sections of the business 
community acquired reputations which 
have created suspicions in the minds of the 
new government and are an obstacle to the 
private-sector initiatives it would like to 
see. As in the Philippines, the removal of 
past abuses will not on its own create a 
new dynamism. 

The clean-up process is tricky. For ex- 
ample, the new government is desperate 
to attract foreign capital, but has already 
fallen foul of a Japanese-led consortium 
supposed to be building a US$400 million 
gas-fed fertiliser plant. It has declined to 
proceed with a deal hastily signed during 
the dying hours of the Ershad regime 
which has all the signs of gross abuse of 
the national interest. 

But there are plenty of bright spots. The 
damage done by the cyclone and the fall in 
expatriate remittances due to the Gulf War 
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Bring on the water i 


conditions in the world. But inadequate irrigatio 
for dry-season crops prevents it from taking 
proper advantage of soil and sun, and multiple 
cropping. Average yields remain low compared - 
Not only with industrialised rice growing 
Countries like S. Korea and rain-rich Indonesia — 
- but even with neighbouring Burma. Infusions 

- of development aid made little impact on yields · 
“їп the decade to 1988, even compared with 7 
_ India, let alone with China which was then at — 


С peak of benefits from agricultural price 





reform. 
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are now things of the past. Grain outpu 
growth should resume next year. Aid is 
plentiful, and the garment export boom i: 
continuing unabated. Energy abundance is 
assured. Cyclical trends should work to the 
advantage of the new government and 
provide a platform on which to build sus- 
tainable growth. 

Failure to achieve any real long-term 
improvement in living standards has im- 
plications for neighbours. Already, some 
neighbours see an inexorable demographic 
threat in 114 million people, growing at 
2.2% a year, occupying so tiny a portion of 
the globe. Meanwhile, in Bangladesh itself 
there is occasional talk of lebensraum — not 
in terms of state aggression but of the 
spillage of surplus population into India's 
Assam state, already troubled by internal 
migration pressures, or into Burma’s rela- 
tively empty Arakan region which has 
historical and religious links to Bengal. 

There is nothing inevitable about this. 
Bangladesh's rich, well-watered land can 
support a much greater population at 
higher living standards. But that requires 
effective development policies. Failure 
could yet turn Bangladesh into a Malthu- 
sian nightmare for its neighbours as well 
as for itself. 

The most immediate task of the govern- 
ment is to show that it has the will and the 
means to restore law and order. Political 
killings, armed extortion rackets, violent 
strikes and campus unrest remain all too 
frequent. The movement to oust Ershad 
generated grassroots politicians and gangs 
of thugs that the government led by the 
BNP, whose own party structure is rather 
weak, is having difficulty controlling. 

In some cases there has been a lack of 
will to crack down on government sup- 
porters who think they are above the law. 
If this is not tackled rigorously, faith in the 
democratic process will be undermined, 
investment put off and government insti- 
tutions paralysed. Some critics already ac- 
cuse Khaleda of being weak and indecisive. 
However, it is probably too early to make 
judgments on a new government and 
many view Khaleda's character as closer to 
the tough, imperious Indira Gandhi than 
to Corazon Aquino. 

It was a major achievement for Bangla- 
desh, with its history of bloody changes of 
leadership, to have had a relatively peace- 
ful transition from authoritarian rule to a 
free and fairly elected government. But 
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building the institutions which can provide 
a stable administrative framework cannot 
be done overnight. Meanwhile, forbear- 
ance by politicians will be sorely needed. 

The BNP government, however, does 
have time to put its house in order. It en- 
joys abundant goodwill, the Awami 
League is no threat to it in parliament, and 
the generals and colonels are likely to lie 
low for the time being while the military's 
popular image, badly dented under 
Ershad, is refurbished. The medium-term 
outlook for political stability is quite en- 
couraging. 

Many believe that what the country 
most needs is broad consensus on long- 
term economic and social goals which, as 
in Thailand, will be adhered to despite 
changes in government, however those are 
brought about. 

Can that be achieved? The Awami 
League seems to harbour vague nostalgia 
for the Nehru-style socialism of the 1950s, 
but — if an interview with Hasina is any 
guide — it does not appear to have a co- 
herent economic programme which would 
set it apart from the BNP. But, unlike Thai- 
land, the bureaucracy is seen by many as 
more of a hindrance than an assurance of 
continuity. At the petty, form-filling level it 
is excessively interventionist; at another it 
avoids decision-making unless it is sure of 
approval at the highest political level. 





Read and prosper 


engalis pride themselves on their literary 

tradition and their reputation for intellectual 
pursuits. But the literacy rate is abysmal even 
by the standards of the Subcontinent, and is in 
particular contrast to the less developed 
Southeast Asian countries such as Indonesia 
and Vietnam. 
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Percent of literate adults (1985) 
Bangladesh EEEE 33 


A major current complaint is that deci- 
sions are being avoided for fear that, in the 
new spirit of parliamentary accountability, 
bureaucrats will be subject to accusations 
of making decisions for personal gain. Pri- 
vatisation and the end of subsidies also do 
not accord with the bureaucrats’ interest. 
Some announced liberalisations — for ex- 
ample, of foreign-exchange access — have 
been diluted by bureaucratic practices. 
Ministers are mostly as yet quite inexperi- 
enced. 


However, there are signs that after 
slow start some ministers are getting a gri] 
on their departments and forcing throug 
decisions, and the bureaucrats are gettin; 
accustomed to a post-Ershad world. Al 
though many ministers lack experience 
Finance Minister Saifur Rahman handle 
the same portfolio under Zia. He is effec 
tively the decision-maker of last resort fo 
other ministries and does not suffer delay 
kindly. Planning Minister A. Z. M. Zahi 
ruddin Khan, an ebullient industrialist, ha 
a healthy contempt for traditional plannin, 
and wants to concentrate on a few majo 
goals. 

In the longer term, a greater cause fo 
concern, say some observers, is that th 
political and bureaucratic elites live in ; 
Dhaka cocoon. Their numbers are tiny, so 
cial mobility is low, and personal and fam 
ily rivalries loom large. Whatever thei 
rhetorical politics, they have had a sym 
biotic relationship with organised labou 
in Dhaka, be they jute-mill workers o 
teachers, whose political muscle has been i 
major cause of economic inefficiency anc 
has taken resources away from where the 
were most needed — the countryside 
Even the new government moved early t 
raise government salaries, an ехегсіѕх 
which only narrowly escaped Work 
Bank/IMF censure. 

Elite worries about the disruptive 
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wer of unemployed graduates may also 
xrtly explain the lack of commitment to 
nass literacy on the assumption that the 
iducation of farmers would not so much 
nake them better farmers as malcontent 
irbanites. 

A democratic system offers a chance of 
wreaking out of this mould by providing a 
‘onstituency for taking education seriously, 
emoving urban subsidies, and using the 
noney to improve rural infrastructure and 
о help the rural sector pull itself up. The 
INP government has made a start in re- 
leeming its commitment to majority inter- 
sts. m 





клучна set Sabo 
provinces. Taiwan and the Netherlands were — 
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densely populated before they built their 
industries on the back of surpluses іп the 












INTERVIEW/KHALEDA 


ZIA 


Fresh priorities 


Prime Minister Khaleda Zia's 
victory in the elections early 
BI this year marked the first 
peaceful transfer of power in 
the brief and bloody history 
of Bangladesh. In a recent wide-ranging 
interview with REVIEW Editor Philip 
Bowring, she discussed these and other 
issues. Excerpts: 


Law and order has generally deteriorated 
in Bangladesh. People openly accuse the 
police force of conniving with criminals. 
How are you tackling this? 

The law and order situation is a legacy 
of the autocratic regime. In order to cling 
to power, miscreants were patronised and 
arms were supplied to them. Corruption, 
nepotism and violence were systematically 
promoted. All institutions were violated. 
We must bring back discipline into all in- 
stitutions. Even my own partymen will not 
be spared if they do wrong. 


What is behind the campus violence? 
The main problem is with armed out- 





siders living on campus. We want to solve 
the problem politically and have formed a 
parliamentary committee of various parties 
to recommend what to do. We intend to 
implement their recommendations and if 
these do not work we will not hesitate to 
take very strong measures. 


Is the police force being cooperative? 

Law-enforcing agencies were also not 
allowed to play their proper role. Some of 
the paid armed agents of the ousted regime 
are still very much active, making desper- 
ate bids to destabilise the democratic gov- 
ernment. There is no substance in the alle- 
gation that the police force is conniving 
with criminals. Things have greatly im- 
proved. However, concerted steps are 
needed to bring the law and order situation 
under full control. 


What specific measures have you taken 
to make government more transparent 
and end the system of corruption known 
as “rent seeking”? 

Several parliamentary committees 
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have been constituted to monitor the func- 
tioning of ministries. The press has been 
made completely free. From the open de- 
bates in parliament and the free flow of 
information, you can very well ascertain 
how we have already introduced account- 
ability into government. Consequently, the 
system of rent seeking widely practised 
during the autocratic regime has now vir- 
tually ended. 


You have said that your government 
would try to reach a consensus on na- 
tional issues. What issues did you have in 
mind? 

Firstly, safeguarding the sovereignty of 
our country. The second is the commitment 
to the continuation and full flowering of a 
democratic dispensation. Third is a cor- 
ruption-free administration. Last but not 
least is economic and social uplift by pro- 
moting self-reliance, production and em- 
ployment, checking population growth, 
ensuring the five basic needs (food, cloth- 
ing, shelter, medicare and education), pro- 
tecting environment and bringing women 
into the mainstream of development. 


Some of your economic policies have 
been appreciated by the international 


community. However, 
there are doubts about 
whether there is firm 
overall direction of priori- 
ties. 

There is no reason to 
have doubts about the firm 
overall direction of priori- 
ties. The specific strategies 
are: 
> Human resource devel- 
opment beginning with the 
removal of illiteracy and 


appropriate population- A > 
control measures; ш 
> Increased employment Khaleda Zia. 


opportunities, particularly 

for the poorer 50% of the population 
mostly residing in the rural areas; 

> Priority to the development of agricul- 
ture; 

> Promotion of private enterprise based 
on competitive efficiency and with empha- 
sis on export-oriented industries. 


Concessions to the private sector look 
good on paper but some prospective in- 
vestors have complained about bureau- 
cratic road blocks. 

Procedures have been simplified. The 
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Rocky road to growth 


Fiscal rectitude and rapid 
economic growth do not al- 
ways go hand in hand, at 
least in the short term. The 
Bangladesh economy is very 
sluggish. For 1991 as a whole, growth is 
likely to be less than 3%, partly due to the 
cyclone in April and of subsequent unusu- 
ally heavy monsoon rains, partly to Gulf 
War effects and partly to political uncer- 
tainties and sluggish decision-making. 
However, the silver lining may well be 
more sustainable future growth based on 
fiscal discipline and better allocation of re- 
sources. 

The nature of the previous regime can 
best be summed up by the condition of the 
banking sector it left behind: an extraordi- 
narily high level of loan defaults; the actual 
investments by many of ex-president H. M. 
Ershad's cronies bore little relation to the 
size of their loans. 

Publication of a list of loan defaulters 
was supposed to show up these people 
and pressure them into repayment. The list 
also exposed some quite legitimate entre- 
preneurs whose businesses were in diffi- 
culties. This has put off new borrowing, 
and made bank managers nervous of mak- 
ing fresh loans. The result has been very 
slow growth in commercial and industrial 





credit, despite other moves by the govern- 
ment to rescue regulatory impediments to 
investment, reduce tariffs on capital goods 
and ease import restrictions. 

However, the emphasis on rectitude 
was badly needed, and Finance Minister 
Saifur Rahman insists that the "default cul- 
ture" had to be addressed before private- 
sector credit expanded, otherwise it would 
have been as ineffectively invested as in 
the past. 

Meanwhile, the government's own ac- 
counts have — despite the wage rise for 


n spite of direct and indirect subsidies, the 

rate of growth of industry has barely been 
more than that of agriculture. Indeed it would 
have been worse but for the performance of the 
garment export business which was helped 
only marginally by the government. 
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functions of the Board o! 
Investment have been de 
centralised. Government 
permission is not necessary 
for setting up industries 
with entrepreneur's own 
funds or with funds from 
private financial institu- 
tions. 


What are the basic tenets 
of your foreign policy? 
How are your relations 
with India, Pakistan and 
Burma? 

We have good relations 
with India. We have a few 
outstanding problems including the ques- 
tion of sharing of the Ganga waters. These 
need to be addressed speedily. Our rela- 
tions with Pakistan are excellent. There are 
some problems such as division of assets 
and repatriation of stranded Pakistanis 
from Bangladesh. We hope to settle these 
amicably soon. We share a short and 
peaceful border with Myanmar. We have 
taken up the question of refugees coming 
in from Myanmar with the authorities of 
that country. We hope to find a solution 
through dialogue soon. " 


civil servants — shown a marked im- 
provement. A new value-added tax — col- 
lected at source on a few key items — and 
improved income-tax collection have in- 
creased revenue in the fiscal year ending 
June 1992 by more than 20%, which is 
above World Bank/IMF targets. 

On the expenditure side, subsidies have 
been cut. All this has at last made available 
some local currency financing, shortage of 
which has stalled many foreign aid 
projects. More than US$5 billion is cur- 
rently in the aid pipeline but disbursement 
last year was only around US$1.7 billion. 
From almost zero, the proportion of the 
development budget financed domestically 
should rise sharply this year, and the aim 
is to get it back to 35% (the level it was pre- 
Ershad) by 1995 and 50% by the end of the 
decade. 

Project implementation is not following 
as fast as might be hoped. But momentum 
is likely to build up next year. In addition 
to the execution of project loans, Bangla- 
desh can also look forward to faster 
disbursal of aid. Thanks to donor response 
to political and economic reform, US$2.4 
billion in total aid has been pledged for 
this fiscal year against US$1.8 billion the 
previous year. 

Aid levels will increase foreign-ex- 
change availability and with reserves now 
standing at over US$1 billion, the highest 


| for nearly three years, exchange availabil- 


ity will not be a near-term deterrent to 
faster economic growth. 
The broad strategy is now for the gov- 
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ernment to concentrate on rural economic 
and social infrastructure to raise incomes 
to a level where they can generate more 
demand for manufactures. Meanwhile 
the private sector is to be given as 
much freedom as possible in developing 
export oriented industries from the 
garment boom. Planning Minister 
Zahiruddin Khan, himself an industrialist, 
says the engine of growth has to be 
agriculture which also, he says, has the best 
returns on investment, whether in terms of 
output or employment. He wants to see 
massive irrigation efforts and encour- 
agement of crop diversification away 
from rice and jute by providing better 
roads and opportunities for markets to 
develop. 

He also thinks there is scope for tree 
crop plantation, such as coconut palms, in 
the foothill country and on the islands in 
the Bay of Bengal most exposed to cy- 
clones. Rural development will be helped 
by the fact that much of the aid held up in 
the pipeline is for such projects. 

But redirecting government resources is 


BANGLADESH 3 


` Rags to 
riches 


At the time of the nation’s 

birth, the Bangladesh textile 

industry had more spindles 

than that of Thailand. Now 

the Thais have several times 
às many. The industry was victim of a va- 
riety of factors ranging from official mis- 
management of former Pakistani-owned 
mills the state acquired, feeble domestic 
demand, competition from smuggled In- 
dian fabrics and poor quality. Now, how- 
ever, there is a real chance that the textile 
industry can provide a new dynamism by 
building on the back of the garment in- 
dustry’s success — an achievement based 
largely on imported fabrics. 

The record of the garment industry is a 
tribute to the dynamism of some medium- 
scale local entrepreneurs. Although some 
of the garment output is from foreign- 

_ owned factories in the Chittagong Export 
Processing Zone, much too is attributable 
to smaller scale, locally owned operations 
using bonded warehouses. 

Some local textile companies have 
reached the cost and quality demands of 
the garment makers. Thanks to its status as 
one of the world’s poorest countries, 
Bangladesh is not yet facing serious quota 
problems in Western markets. Garment 
exports are expected to expand 20% or 
more a year at least till exports surpass the 
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a lot easier said than done. Currently a very 
large chunk of available resources is taken 
up subsidising — either from the budget 
or the banking system — the state-owned 
industrial sector. The Bangladesh Power 
Development Board has a 40% "system 
loss," about half of which is straight theft; 
the railways lose Taka 500 million (US$13 
million) a year thanks to a workforce of 
60,000 — at least a third more than needed. 





US$2 billion mark. The industry is gaining 
expertise in higher quality products, and 
the scale is such that opportunities for 
backward integration into textiles are in- 
creasing. 

What applies to garments may well be 
applied to plastic goods and simple toys — 
particularly if the US hostility to Chinese 
toys takes root, and there is evidence that 
buyers who have been supplying the US 
from China are now scurrying around in 
search of alternatives. 

But Bangladesh is likely to have to 
move quickly if it is to take advantage of 
its very cheap labour while manufacturers 
in East and Southeast Asia are still looking 
to relocate. 

The liberalisation of conditions for for- 
eign investors is beginning to attract for- 
eign interest both inside and outside the 
processing zones. The zones (which are 
free of unions and strikes) already have 38 
foreign factories in operation, with Japan 
the principal investor followed by the US 
and South Korea. Now, outside the zones, 
up to 100% foreign ownership is being al- 
lowed. 

But law and order and infrastructure 
bottlenecks remain problematic, as is the 
weakness of the domestic market. Another 
challenge is that other South Asian coun- 
tries with bigger domestic markets and a 
better supply of local capital are liberalising 
also. And Bangladesh needs to secure itself 
a larger market share of low wage 
manufacturing before Vietnam, with its 
better educated workforce, becomes a seri- 
ous competitor. 

But all now agree that export orienta- 
tion is the only way for Bangladesh to ad- 
vance both the industrialisation process 
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The Jute Mills Corp. employing 110,000 is 
similarly overmanned. 

These are all highly unionised and po- 
litically sensitive Dhaka-centred activities 
which make reform very difficult. The 
government and the World Bank are look- 
ing at ways of getting workers to accept 
voluntary redundancy and plant closures. 
But it is indicative of the nature of power 
in Bangladesh that small urban workforces 
have such power, despite the huge pool of 
under-employed labour. The government 
has been facing down labour unrest in the 
public textile sector, but it has many battles 
ahead before state sector losses have been 
eliminated and the funds put to canals, 
roads and literacy. 

Whether an elected government can use 
its authority to take on vested interests re- 
mains to be seen. But if it can, there is a 
real prospect of raising the agricultural 
growth rate to 4% and GDP to 5-6%. The 
word "development" will then begin to 
mean something to the majority, and birth 
rates and dependence on foreign aid will 
fall automatically. m Philip Bowring 


and generate urban employment. The na- 
tion simply does not have the capital to 
build costly import substituting plants. Nor 
does it have the wherewithal to support 
them not only against global producers but 
also against India's high volume products 
which will always find their way through 
a porous border regardless of tariffs and 
import bans. m Philip Bowring 


Selling labour 












. Middle Eas the primary source, NA 
. government would like to increase the earnings 
from East Asia. There are already tens of — 
thousands of illegal workers in Japan, Taiwan, 
_ Korea and elsewhere and numbers are likely to 
_ expand. The Bangladesh Government is to 
_ reduce exploitation by providing labour оп 
contract for limited periods. Hopefully these — 
- workers would take skills as well as capital back 
_ to Bangladesh and set up small businesses and _ 
- these workers would be replaced by others. 
~ Regulated labour export would be more useful ~ 
than aid, say officials. But Bangladesh is getting - 
~ scant cooperation from East Asian countries. _ 
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IBM personal computers 
now cost up to 40% less. 


LI 


Call IBM: Bangkok 273 4444 © Beijing 500 6677 • Colombo 44 0810 • Hong Kong 825 6868 * Jakarta 571 1455 * Kuala Lun 
.PS/2 is a trademark of IBM. 





rdaPS'2” 


If you haven’t priced an IBM PS/2™ à 
lately you're in for a surprise. We've been j 
listening to your call for lower prices. And 
over the past year we've responded with cuts 
of up to 4096 on computers throughout our 
range — from laptops to LAN servers. The 
newest models in our line are also priced 
surprisingly low. 

That means instead of settling for 
something less, you can have the PS/2 you 
really want. The quality, service and support 
you expect from IBM. 

Right now is the best time ever to get a 
PS/2. So before you buy an ordinary PC, 
call one of our dealers and let us give you a 
price you never thought you'd get from IBM. 
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The High 


Fa years I had heard and read about 
how Japanese businessmen love golf. 
So it came as no surprise when Suzuki- 
san, my joint-venture partner in Tokyo, 
began practicing his swing — minus 
club — while we waited for a taxi in 
Aoyama. 

“Do you play golf, Suzuki-san?” I 
asked. 

“I love golf,” he answered. “I don’t 
get the chance to play very often. 
Usually only on business.” He swung 
away and together, we watched the 
imaginary ball fly over the Aoyama 
Twin Tower buildings. 

“Good shot!” I said. Suzuki-san 
smiled at his efforts. 

It was his first smile in days. We had 
been involved with some difficult 
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contract negotiations. Suzuki-san was 

in charge of the negotiations for his 
company and | for mine. I took up 
Suzuki-san’s reference to playing golf 
on business and suggested that we form 
a foursome of his president, himself, the 
vice president and myself. 

“That’s a great idea” Suzuki-san 
responded. “We have a company 
membership at a beautiful course. Let 
me arrange it.” 

It was a beautiful cloudless day — 
perfect golf weather. All four of us 
played well. Minato-san — the 
company president — and I talked 
often as we seemed to always hit to the 
same lies. Our conversations were 
fruitful and relaxed. Then we 
approached the 7th hole, a short par 3. 

As soon as Minato-san hit the ball, I 
knew it was a good shot. I watched as 
the ball struck before the green and 
rolled right for the pin. Before I knew 
what was happening, it rolled in the 
cup. I gasped in disbelief. 

"A hole-in-one! You got a hole-in 
one!” I couldn't believe his luck. 
“Congratulations!” I said. I was excited, 
but as I looked at Minato-san, he 
showed no expression of joy. In fact, he 
looked ... well, slightly shocked. He 
quickly began searching his golf bag. 
Suzuki-san approached me wearing a 
serious face. 

“Is there something wrong?" 
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“Well... in Japan, if you hit a hole- 
in-one, it's not always good news. 
There are a few things you must do." If 
you hit a hole-in-one in Japan you 
must tip your caddy very well for his 
part in your good luck. Also, it is 
customary to treat your party to a 
lavish dinner and provide some sort of 
memento to commemorate the 
occasion. The total bill can reach as 
high as Y300,000. 

*What luck! My insurance policy is 
still valid," Minato-san said, staring at 
some papers he produced from his golf 
bag. “I thought my policy expired last 
month but it's good until the end of the 
year." 

"Insurance?" ] asked 

*Hole-in-one insurance," Suzuki-san 
said, smiling now. Yes. There really is 
insurance for holes-in one in Japan. For 
à very small fee you can beat the high 
price of good luck. 

Minato-san's unfortunate fortune 
seemed to bond our foursome together. 
When we arrived at the second par 3, 
there were ample jokes and warnings 
about his drive. He nervously took a big 
swing and raised his head looking for the 
ball. We all looked for it, but we couldn't 
see it. Did it fall in the cup again! 


, Then, we all looked down at the tee 


and there was Minato-san's ball 
untouched. He let out a hearty laugh at 
himself. We couldn't help but join him. 


JAL, through its diversified investments, is able to offer its passengers 
added options in numerous recreational activities, including golf. 
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Sharif in dilemma over Islamisation 


Question of interest 





By Salamat All in Islamabad 


rime Minister Nawaz Sharif has 

averted an immediate collapse of 

the ruling coalition, the Islamic 
Democratic Alliance (IDA), with a pledge to 
Islamise some 22 laws governing Pakis- 
tan's economy. Implicit in the pledge is the 
abolition of interest on bank deposits and 
loans. But neither the government nor the 
religious groups, within and outside the 
IDA, lobbying for abolition have any idea 
how to eliminate bank interest — a move 
which no Muslim country has yet suc- 
ceeded in implementing. 

The abolition of interest has been one of 
the two major policies advocated by Pakis- 
tan’s religious parties ever since they 
gained political prominence under the rule 
of late president Zia-ul Haq. Their other 
main target is the Islamisation of all laws 
governing crime and punishment. 

Zia made some cosmetic changes but 
stalled on the demand for total Islam- 
isation. Instead, he turned the tables on the 
clergy by asking them to give him an 
agreed set of workable laws to replace ex- 
isting ones. No one took up his challenge. 

In the 1990 national elections, the IDA's 
election platform included the Islamisation 
of all laws as well as a strong attack on the 
religious credentials of the Pakistan Peo- 
ple's Party — led by former prime minister 
Benazir Bhutto. Under pressure from his 
clerical coalition partners, Sharif this year 
enacted the Shariat Bill which envisaged 
Islamisation of the economy, the education 
system and all other laws. But the com- 
mitment under the law was open-dated. 
Separate commissions were appointed on 
education and the economy, but these do 
not seem to have made much progress. 

Independently, the federal Shariat 
Court — the country's supreme religious 
court — was tackling 119 cases challenging 
various laws on the economy as un- 
Islamic. Pakistan's constitution makes Is- 
lam the state religion and obliges the gov- 
ernment to help people order their lives in 
line with Islamic injunctions. 

As part of its deliberations, the court 
sent out to clergy, non-clerical scholars, 
economists and bankers both at home and 
abroad a questionnaire on inflation, cur- 
rency revaluation and devaluation, ex- 
change rates, the banking system, dis- 
counting of bills, bank guarantees and, 
more importantly, riba, or fixed return on 
loans. Clerics, economists and experts were 
also summoned for personal testimony. 
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The government's lawyers questioned 
whether productive credit could be classi- 
fied as riba, because riba had been out- 
lawed at the dawn of Islam, when the 
concept of advances made for production 
was unknown. All loans were for con- 
sumption alone. They argued that riba was 
not defined either in the Koran or in the 
traditions of the Prophet, the two sources 
of Islamic jurisprudence. Hence riba came 
under mutshahbiat, the grey area left by the 
Koran for interpretation by scholars. 

The lawyers suggested that the issue of 
interest be left alone until the commission 
on the economy came up with an alterna- 
tive, because it was linked with the pre- 
vailing economic system. There would be 
chaos if a verdict was reached on interest 
without correlating it with other aspects of 
Pakistan's fiscal structure, 
such as paper currency and 
banking practices. The 
lawyers also stressed the 
need to enforce existing le- 
gal contracts. 

On 14 November, the 
court declared that there 
was no avoiding the fact 
that bank interest and all 
other interest was riba 
prohibited by Islam in all 
its forms, regardless of 
whether a loan was taken 
for productive purposes or 
consumption. The court 
referred to a similar con- 
clusion reached by the 
Islamic Academy of Juris- 
prudence, constituted un- 
der the Organisation of 
Islamic States, at its second session at 
Jiddah in 1985. 

Declaring 22 laws on the economy to be 
repugnant to Islam, the court gave the 
government until 30 June 1992 to bring 
them into conformity with Islam. After that 
date all 22 laws would be invalid. 

Jolted by the verdict, Finance Minister 
Sartaj Aziz said the government could ap- 
peal to the Supreme Court, which has 
overriding jurisdiction over all courts, in- 
cluding the religious courts. Religious 
parties responded with a storm of protests 
and threats. Jamaate Islami, the most im- 
portant IDA component after Sharif's own 
Muslim League, declared such a move 
would be the last nail in the IDA coffin. 
Another IDA component, Jamiate Ahle 
Hadith, warned that the appeal would 
leave it no reason to stay in the IDA. Sharif's 
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Sharif: politics of survival. 


own religious affairs minister hinted he | 


would be forced to resign. 

Only two IDA components, the Muslim 
League and Ghulam Mustafa Jatoi's Na- 
tional People's Party, stayed silent. Mean- 
while, religious parties outside the IDA 
threatened to launch agitation with the 
support of unidentified IDA factions. 


ac ON = 


This unexpected backlash forced Aziz 


to backtrack. After a meeting with senior 
officials of the central bank and relevant 


ministries, it was announced that nine of — 


the 22 laws concerned provincial gov- 
ernments, which were being advised 
to Islamise them. The remaining laws 


would be examined by an inter-ministerial | 
committee in consultation with legal ex- — 
perts. The committee had been asked to . 


report within three weeks from 25 
November on two key laws — the Nego- 
tiable Instruments Act of 1881 and the 
Banking Companies Recovery of Loans Act 
of 1979. 


Aziz said the government had no doubt _ 


that riba is totally prohibited in Islam but 
so far there had been no universally ac- 
ceptable definition against which existing 
financial practices could be tested. More 

research and legislative ac- 
§ tion was necessary to en- 
hance the Islamisation 


verdict, he said the gov- 
ernment had the right to 
seek clarification on certain 
laws or extension of time 
given for Islamisation. 

Aziz's difficulty arises 
primarily from Pakistan's 
claim to being the trail 
blazer for the Muslim 
world in matters of Islam- 
isation. Saudi Arabia abol- 
ished interest years ago 
but only by renaming it. 
Interest paid on deposits is 
called profit and interest 
on bank advances is called 
service charge. Iran too has 
abolished bank interest but its banks 
guarantee a minimum annual return. Al- 
though Islamabad's promise to Islamise the 
laws has stemmed the tide of clerical 
wrath, no one — not even the Law Minis- 
try, whose job it is to draft amendments to 
the targeted laws — is clear on what to do 
next. 

There are a number of possible courses 
of action. Sharif could hold a conference of 
clergy and heads of the religious parties 
and ask them to suggest a solution. The 
second option would be to wait until the 


process. As for the court | 


30 June deadline approaches before apply- - 


ing to the court for more time to bring 


about the changes. The third alternative is — 


to draw a distinction between domestic 
and international banking and then apply 
domestically what Iran and Saudi T 
have done. 
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Government concerned that declining proficiency in English could hit economy 


A question of priorities 


By Mi Michael Vatikiotis in Kuala Lumpur 


Two decades of promoting 
Malay as the national lan- 
guage in Malaysia has had an 


Mas) 
б undesirable side-effect: Ma- 
laysians are becoming less 


proficient in English, which was sup- 
planted by Malay as the premier language 
after independence. Concerned that de- 
clining standards of English could ad- 
versely affect the country’s economic pros- 
pects, the government has ordered English 
language instruction to be revamped in 
schools. But in Malaysia’s multiracial soci- 
ety, this raises questions about what role 
the national language should play. 

“We have been worried about the de- 
cline of English for some time,” explains 
Deputy Education Minister Fong Chan 
Onn. Results in the 1990 Sijil Pelajaran 
Malaysia (SPM) examination, that all stu- 
dents have to sit for at the end of 11 years 
of schooling, showed an 8% decline in 
English language pass rates, prompting 
Prime Minister Datuk Seri Mahathir Mo- 
hamad to express concern. 

“This broke the camel's back,” 
says Fong, revealing that Mahathir 
has mooted changes to the school 
examination system, making a pass 
in English a condition for being 
awarded an SPM certificate. 

Commenting on the need for 
language proficiency in September, 
Mahathir described English as “a 
tool to develop [the] nation.” The 
government's chief concern is that 
declining standards of English 
could hinder Malaysia’s progress 
towards achieving developed-na- 
tion status. “The prime minister is 
particularly concerned about the re- 
gional role Malaysians should 
play,” says Fong. 

Singapore has successfully used 
proficiency in the English language to rein- 
force its role as a regional financial service 
centre. If Kuala Lumpur or other urban 
centres in Malaysia are to compete, profi- 
ciency in English must be a priority. Com- 
pared with neighbouring Indonesia and 
Thailand, Malaysia's bilingual or even tri- 
lingual potential is significant enough to 
constitute a major advantage in service 
sectors of the regional economy. 

The decline of English proficiency in 
Malaysia is an inevitable by-product of 


natural nationalist urges: a collective effort 
to eliminate the British colonial legacy. 
Ironically, the region's rapid economic de- 
velopment meant that even as this legacy 
was being overcome, the language of the 
colonial past was fast becoming entrenched 
as the language of international commerce 
and industry. 

In this respect, Malaysians should have 
had an edge over their regional neigh- 
bours. Educated Malaysians of the older 
generation enjoyed a bilingual ability 
under the British colonial administration. 
English was the medium of instruction in 
schools and the language used by the 
colonial civil service. In addition, most 
Malaysians spoke either Malay, Tamil 
or Chinese, depending on their ethnic ori- 
gin. 

After independence in 1957, the gov- 
ernment initiated a 10-year transition plan 
to switch from English to Malay as the of- 
ficial language. Sabah and Sarawak joined 
the Malaysian federation in 1963, but the 
linguistic transition in East Malaysia was 
completed only in the mid-1980s. One of 





Primary school class: declining English proficiency. 


the last bastions of English usage in Ma- 
laysia was the courts. Use of Malay was 
made mandatory in the High Court only 
in 1990, 

Even in the early stages of language 
planning, some Malaysians feared that too 
rapid a shift to Malay would accelerate the 
loss of fluency in English. Malaysia's first 
prime minister, the late Tunku Abdul 
Rahman, favoured retaining English as the 
official language in key ministries such as 
trade and finance. But the National Lan- 
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guage Act of 1967 reflected more national- 
istic concerns. 

After 1971, education using English as 
the medium of instruction disappeared — 
a process completed by 1980. Ever since, 
education officials admit, English has not 
been taught sufficiently well as a second 
language. 

Language experts suggest that com- 
parisons between the colonial and post-co- 
lonial contexts may be unfair, English was 
taught mainly in urban areas and mainly 
to non-Malays and members of the elite in 
the colonial period, points out Azmah 
Omar, a professor at the University of 
Malaya’s Language Institute. To talk about 
a decline of English is actually misleading, 
she argues. “More Malays speak English 
today than during the colonial period.” 

It was never the government's intention 
to eliminate the use of English in Malaysia. 
The New Education Policy introduced in 
1970 reaffirmed the status of English as the 
"second most important.language." This 
made English teaching compulsory in 
schools, but fell short of making a pass in 
English obligatory for the award of 
the SPM certificate, the minimum 
educational qualification for most 
jobs in Malaysia. 

Initially, this spread knowledge 
of English to a wider section of the 
population. The 1980 census showed 
a marked increase in the percentage 
of Malaysians able to speak English 
in everyday situations — 23% com- 
pared to 14% in 1970. But with the 
spread of education in Malay, the 
intensity of English usage and, con- 
sequently, proficiency in English, 
began to decline. 

Some products of the Malaysian 
education system feel that in the 
process of promoting the national 
language — 89% of Malaysians were 
able to use Malay in everyday con- 
versation in 1980 compared to 71% in 1970 
— the government failed to stress the con- 
tinuing importance of English. 

"So much emphasis was put on the im- 
portance of Malay that people thought 
English was no longer important," said a 
civil servant in Johor. Fong explains: “On 
the one hand, we want people to realise 
the importance of English, but not at the 
expense of the national language.” 

The problem has been most acute in 
rural areas, where English is taught as an 
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The safest runway de-icer in the world. 
A product demonstration. 


No-one in their right minds would try to land a 
plane on a runway covered in snow and ice. Which is 
why choosing the right runway de-icer is so important. 

Unfortunately traditional de-icers, while clearing 
away the wintry covering, have an annoying habit of 
releasing damaging chemicals into the surrounding lakes 
and countryside. 

Not very nice for the environment, nor the creatures 
great and small who live there. Including, of course, ducks. 

Now BP Chemicals has come up with the solution. 
It's called Clearway 1. The most harmless runway de- 


icer ever developed, it is based on nothing more dangerous 


than vinegar. The stuff you sprinkle on your salads. 


So has BP sacrificed effectiveness in an attempt 
to appease Mother Nature? 

Far from it. In fact Clearway 1 is quicker and more 
effective than any de-icer yet developed. 

Helping to make airports a safer place, however 
you choose to fly, is one of the things BP is doing 


today, for all our tomorrows. 


For all our tomorrows. 
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examination subject, but the standard of 
teaching has been declining. Most migrants 
to Malaysia’s cities are from rural areas, 
and their English is poor. Acknowledg- 
ment of this by the early 1980s prompted 
the Ministry of Education to begin retrain- 
ing teachers of English and supplementing 
local teaching staff with expatriates. 

Declining standards of English in the 
population at large must be set against a 
socio-economic trend in Malaysia whereby 
fluency i in English is fast becoming a pre- 
mium for employment in urban areas. “It 
is impossible to secure a good job in Kuala 
Lumpur without English,” complained a 
recent Malay immigrant to the city. 

Twenty years after Malay became the 
sole medium for instruction at the second- 
ary and tertiary levels of education, fluency 
in English has become a potentially dis- 
criminative factor in employment. Univer- 
sity graduates from local institutions tend 
to speak English less well than their over- 
seas-educated peers. “Employers complain 
that local graduates are not as bright,” says 
Fong. “In fact, this may simply reflect their 
poor command of English.” 

This may not have become such an 
important factor in the competition for jobs 
were it not for the fact that the number of 
degree holders graduating overseas almost 
equals those graduating from local uni- 
versities. About 40,000 Malaysians study in 
universities overseas, and almost 60,000 
attend local universities. Even those seek- 
ing places in universities abroad are now 
at a disadvantage unless they have ob- 
tained special tuition in English, or have 
already had some secondary schooling 
overseas. 

The fact is that in urban areas, the 
spread of Malay usage in mixed racial 
circles has run up against pressure from 
the modern economic sector to use more 
English. In the private sector, the language 
of business is English: the best jobs go 
to: Malaysians who are fluent in English; 
those who are less proficient in English 
but secure jobs under the racial quota sys- 
tem, face difficulties in the promotion 
stakes. 

The situation appears to set goals 
of nation-building in conflict with the 
needs of economic development. Set in a 
broader context, the need to improve 
English-language skills can be seen as part 
of the qualitative adjustments the govern- 
ment is urging in defence of the quota 
system. 

Somehow a balance must be struck. The 
government runs the risk of drawing 
fire from conservative Malay political 
quarters if plans to boost English fluency 
appear to threaten the status of the Malay 
language. But judging from the pragma- 
tism now colouring government develop- 
ment programmes, some of the nationalis- 
tic obsessions of the past appear to be re- 
ceding. Li 
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MALAYSIA 2 


Ethnic attitudes impede wider use of Malay 


Purity and perception 


Two Malays, meeting in the 
heart of Kuala Lumpur, greet 

each other in the national 
QD language: "Selamat pagi, apa 

khabar? (Good morning, how 
are you?)" What follows, though, is a 
mixture of English and Malay. With an 
ease that is almost disconcerting to listen- 
ers, urban Malaysians of every race per- 
form linguistic acrobatics in almost every 
conversation they hold. It is a mixed lexi- 
con bred of a pluralism where English is a 
common arena of interaction. 

Strangely, given the government's con- 

cern about falling standards of English, 
some Malay-speaking Malaysians believe 
it is the Malay language which is most 
threatened. Asmah Omar, a professor at 
the University of Malaya's Language Insti- 
tute, sees à paradox. “The fact that English 
is no longer an official language does not 
mean that it no longer plays an official 
role,” she wrote in a 1988 seminar 
paper. 
One facet of this paradox is 
that while the government pro- 
motes the use of Malay as the na- 
tional language, many official in- 
stitutions continue to be desig- 
nated by their English acronyms. 
For example, instead of Pertu- 
buhan Kebangsaan Melayu 
Bersatu, the ruling Malay political 
party is known as Umno — from 
the initials of its English rendition, 
“United Malays National Organi- 
sation.” 

In 1980, Datuk Hassan Ahmad, 
the then head of the Dewan Ba- 
hasa dan Pustaka, an official body 
monitoring the Malay language, 
declared that over half the popu- 
lation could not speak the national langu- 
age properly. (Non-Malays comprise al- 
most half the population. ) In 1981 a report 
found that only 13.7% of government offic- 
ers could speak Malay fluently. This, de- 
spite the fact that since 1970 a pass in Ma- 
lay is necessary to secure a government job. 

Malay-medium education has only 
been fully established for a little over a 
decade and is unlikely to have a full im- 
pact on civil-service intake for some years. 
Thus, another facet of the paradox still 
lurks in the halls of the government bu- 
reaucracy. As one report on Malay usage 
put it: “The less English they use the better 
it is. The more English they know the bet- 
ter it is.” 

Apart from education, the main source 
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Mahathir: promoting English. 


of this linguistic ambivalence is the nature 
of Malaysian society. Prominent Malaysian 
playwright Syed Alwi believes that en- 
trenched ethnic politics have impeded ef- 
forts at fostering wider use of the national 
language by all races. “We are in a schizo- 
phrenic situation. Malays begin by want- 
ing the Chinese to speak Malay, but when 
they do so well, they feel threatened,” he 
says. 

At one extreme there are Malays who 
associate the language with racial and 
religious identity. A Malaysian Indian was 
complimented for her good Malay by a 
radio disc jockey and then asked if she was 
a Muslim. “The moment you speak Malay 

a value judgment is made,” says Syed 


Alwi. "But if I speak English with a Malay- 
sian of different race, we are immediately 
equals." 

Equals, but probably also co-existing in 
a higher socio-economic class context. In a 





society as racially complex as Malaysia's, 
where it is considered difficult to deter- 
mine class boundaries, fluency in English 
is a good measure of affluence and status. 
A professor at the Dewan Pustaka, Farid 
Onn, regards the Malay language as an 
important unifying factor. "Imagine if 
English became more important, we would 
still face the problem of elitism." 

Another view is that not enough time 
has elapsed since Malay became the na- 
tional language for it to evolve as the uni- 
versal medium of communication. "We 
feel that so long as Malay remains the me- 
dium of education and the official lan- 
guage, it is only a matter of time," said 
Farid. 

One problem, he adds, is the dearth of 
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REGIONAL AFFAIRS 


textbooks in Malay and a comprehensive 
body of Malay scientific, technical and eco- 
nomic terminology. By one estimate, only 
15-20% of textbooks in university libraries 
are in Malay. In an effort to overcome the 
problem, the Dewan Bahasa publishes long 
lists of terminology in Malay, which is ex- 
pected to drift into common usage through 
the education system. 

This is not always the case, as the easy 
way out for most Malaysians is to simply 
adopt the English equivalent. The practice 
is accepted, even defended, as a measure 
of the dynamism of Malay. A few years 
ago, former deputy prime minister Datuk 
Musa Hitam said that for a language to 
progress “it must be able to take a certain 
amount of pollution.” 

Acceptance of the need to complement 
the Malay language with loan-words is 


found even at the heart of the academic 
establishment. “Malay has always existed 
in the midst of other languages,” says 
Asmah. “We are not purists about our 
language, like the French.” 

Unlike the Thai language, which has 
traditionally drawn on its Sanskrit roots to 
find new words to accommodate modern 
terms, Malay as it is used in both Malaysia 
and Indonesia has unashamedly borrowed 
from the West — and, in the case of Ma- 
laysia, also from Arabic — despite sharing 
similar roots in Sanskrit. 

Ultimately, Syed Alwi believes, lan- 
guage is an important component of cul- 
ture. But in modern Malaysia, he com- 
plains, certain expressions of culture are 
considered a threat to racial harmony. “We 
have become afraid of any cultural en- 
deavour which is not safely set in a West- 





MALAYSIA 3 


Asean neighbours seek to maintain common roots 


National imperatives 


When Portuguese adventur- 
ers and Jesuit missionaries in 
the 16th century reached the 


WA 
oS 
Cay then fabled spice islands in 
Indonesia’s Moluccas chain, 


they found that Malay was the medium of 
communication. “Most of them speak it 
and avail themselves of it throughout the 
whole region, where it is like Latin in Eu- 
rope,” wrote the Portuguese chronicler, 
Antonio Galvao. 

Indeed, for most of the past 500 years, 
Malay has been the commercial lingua 
franca throughout Southeast Asia, and even 
beyond. However, today the same in- 
quisitive Jesuits would find it hard to get 
around the region using anything other 
than English. And with Malay, they might 
be confused between the Malay spoken in 
Malaysia and that of Indonesia. 

The Malay language has always been 
differentiated by regional dialects, some of 
them characterised by marked differences 
in pronunciation and vocabulary. It has 
also borrowed freely from a variety of 
languages — Sanskrit, Arabic, Chinese, 
Dutch and Portuguese as well as English. 
But institutional variegation of the lan- 
guage dates from the establishment of in- 
dependent states after the colonial period. 

What was once the great language of 
trade in a vast region of Asia fell prey to 
the identification of Malay-speakers as eth- 
nic or national groups. Linguistically 
speaking, this may have been unfortunate. 
But there is no denying the contribution 
the language has played as a binding 
mechanism in post-independence South- 





east Asia. 

The decision by Indonesia to adopt the 
Malay dialect, common to south Sumatra 
and Johor, as the national language, in one 
stroke helped unify the country’s diverse 
peoples. In Malaysia, the language has 
helped Malays lend substance to their 
claim to political dominance over the Chi- 
nese. 

Nationalistic definitions imposed on 
Malay have constrained its scope and im- 
portance. Taken as a whole, the total 
number of Malay speakers — numbering 
some 250 million — make it in theory eligi- 
ble for adoption as an official language at 
the UN, claims one academic. 

Closer to home, there have been at- 
tempts at proposing Malay as a common 
language in Asean. Apart from Brunei, In- 
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ern context,” he says. 

The effect this has on language deve- 
lopment is obvious. Malaysia’s mainstream 
media is a mixture of English- and Malay- 
language newspapers and television pro- 
grammes, and there is no sign of a move 
towards allowing the Malay-language 
media to dominate. 

Syed Alwi revealed that official backing 
for a recent staging of his play Tok Perak 
was only forthcoming after he agreed to 
stage a version in English as well as in 
Malay. 

The government claims that the preser- 
vation of English is vital for the country’s 
economic prospects. Behind this reasoning 
there may also lie doubt whether the coun- 
try is socially or politically ready to accept 
communicating in a single, national lan- 
guage. m Michael Vatikiotis 


donesia and Malaysia, Malay is an official 
language of Singapore and is closely re- 
lated to Tagalog, the national language of 
the Philippines. 

But as in so many pan-regional con- 
cepts, nationalism acts as a barrier. Neither 
Malaysia nor Indonesia can agree on a 
common name for the language, which in 
the respective countries is called Bahasa 
Malaysia and Bahasa Indonesia. The term 
Bahasa Nusantara, or "Language of the 
Malay Archipelago," has been proposed, 
but the issue is sensitive. 

Inevitably, the Malay spoken in Indo- 
nesia and Malaysia has drifted in different 
directions. Spellings, vocabulary, even the 
adoption of loan-words differ. 

On a recent visit to Jakarta, Malaysia's 
Information Minister Datuk Mohamad 
Rahmat was told by his amused Indone- 
sian hosts that kakitangan, the Malaysian 
term for civil servant, carried connotations 
of spying in Bahasa Indonesia. For their 
part, Malaysians find the Indonesian ob- 
session with acronyms hard to understand. 

Recognition of the need to maintain 
common roots prompted the setting-up of 
a council of experts in the 1970s. Involving 
academics from Brunei, Indonesia and 
Malaysia, the council meets once a year to 
discuss about 1,000 new terms and words 
in Malay. “Naturally, we don't agree on 
everything," says Farid Onn, a professor at 
Malaysia's Dewan Bahasa dan Pustaka. 

Farid adds: "At higher levels of educa- 
tion, we would like to see the languages as 
more or less the same." But this goal is not 
helped by policies of mutual political mis- 
trust which hinder the flow of Malay-lan- 
guage publications between the two coun- 
tries. In Indonesia, the print media is the 
most important forum of debate on cul- 
tural, intellectual and political issues. 

Most Malaysians have no access to the 
Indonesian press, though the Prime Minis- 
ter's Office reportedly receives a specially 
air-flown copy of the Indonesian daily 
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also set free their Afghan captives. While 
the Soviets are not known to hold any АЁ 
ghan rebels, Hekmatyar considers Moscow 
responsible for all those taken prisoner by 
the Najibullah regime. 

The Soviets had also agreed to replace 
the Kabul government with an interim re 
gime of all Afghan parties which woulc 
hold elections within two years. Hek 
matyar wants the election within a few 
months, rather than two years after the 
interim set up is in. place. On its part 
Islamabad has reservations over ending 
arms supplies by Moscow and Washingtor 
to their respective Afghan allies. 

Faced with these conflicting pressures 
Sevan abandoned his usual diplomatic 
reticence. "Too many guerilla groups witt 
too much wishful thinking have domi- 
nated the scene for too long resulting so fai 
in the death of 2 million. Afghans. The 
country is sown with 10 million mines and 
producing 2,000 tons of opium each year, 
the largest producer of opiates. It is time 
now for Afghans to sit together and iror 
out differences for the sake of peace. A fail- 
ure could destabilise the region and suck 
in all neighbours,” he warned. 

п Salamat Ali 


AFGHANISTAN 


Glitch in 
the deal 


aving won significant concessions 
H from Moscow in mid-November 

on the shape of an interim Afghan 
regime, rebel mujahideen and their Paki- - 
stani backers are hanging tough to further 
weaken the position of President 
Najibullah’s regime. This obstinacy could 
lead to the fragmentation of the country, 
according to UN Special Representative on 
Afghanistan Benon Sevan. 

The Moscow agreement was flawed be- 
cause Gulbuddin Hekmatyar, head of 
Hizbe Islami, the most powerful funda- 
mentalist guerilla group, did not take part 
in the talks. The Moscow declaration called 
for the release of the first batch of Soviet 
prisoners of war by January. But Hek- 
matyar, whose group probably holds the 
bulk of the Soviet prisoners, has refused to 
cooperate and called on other mujahideen 
groups to do likewise, unless the Soviets 


- Kompas, and the weekly news magazine 
` Tempo is available to the public by sub- 
* scription. A senior Indonesian official re- 
= cently expressed surprise when told that 
Malaysian dailies followed closely and 
| reported critically the recent shooting of 
t. civilian mourners in East Timor. None of 
the Malay-language newspapers printed 
_ in Malaysia are allowed to circulate іп Ja- 
Кана. 
з И has taken commercial enterprise and 
the pursuit of profit to break down some 
of these artificial barriers to linguistic inter- 
‹ action between Malaysia and Indonesia. 
| Cooperation is intensifying between 
musicians of both countries. The same goes 
. for the film industry. Malaysian artists eye 
|. the potential market in Indonesia; Indone- 
` “sian performers seek exposure to the more 
.. affluent Malaysian audiences. 
Whether tapping youth culture will 
help in the re-assertion of a common Malay 
: identity depends on how resilient the re- 
_ gion's new-found prosperity proves to be. 
_ For recent history has shown that the in- 
ternal problems of neighbours in the Malay 
archipelago can be accompanied by the 
exploitation of narrow nationalistic emo- 
tions. тш Michael Vatikiotis 
















THAILAND Statements or petitions against certain 
government policies. During his prime 
ministership in 1988-91, Chatichai 
Choonhavan tapped some of them as. 


advisers. 





















: By | Paul Handley ‘in Bangkok 


Fifteen. years after the pro- democracy 
student movement was crushed by a 
rightwing army coup, some of its mem- 
bers are returning to the Thai political 
arena with their own party. 

About 80 former activists have 
banded together as the Pracha Dhamma 
Party, with hopes of distinguishing 
themselves from the money- and power- 
focused parties which currently domi- 
nate Thai politics. Not coincidentally, 
they are reassembling at a time when 
they see the Thai army bent on restricting 
democracy and claiming political power 
for itself. 

Party coordinator Kriengkamol 
‚ Laohapairojn says the group is not ready 
“to contest the elections, expected next 
“March. But the party is already making 
|. its presence felt by putting out state- 
¿ments on current issues. In mid-No- 
.vember Pracha Dhamma joined with 
_ Other parties to oppose the ruling junta's 
“controversial draft constitution. The coa- 
lition of forces successfully forced the 
removal of numerous allegedly anti- 
democratic clauses from the draft docu- 
ment. 

.. Pracha Dhamma has its roots in the 





Turning full circle 


politics of the 1970s. In November 1971, 
the then prime minister Gen. Thanom 
Kittikachorn staged a coup, giving birth 
to the students' democracy movement 
which eventually succeeded in over- 
throwing Kittikachorn on 14 October 
1973. 

After three years of civilian-led de- 
mocracy, however, the Thai rightwing 
restored itself to power in a campaign 
which climaxed in the 6 October 1976 
massacre of students on Thammasat 
University campus in Bangkok. 

Many activists were arrested and 
thousands took to the countryside, ally- 
ing themselves with the outlawed Com- 
munist Party of Thailand (CPT). 

Kriengkamol, who had been secre- 
tary-general of the National Student 
Centre of Thailand, spent nearly five 
years hiding in northern Thailand, Laos 
and in China. 

It was only between 1980 and 1982, 
after democracy had been re-established, 
that they left the jungles and gave up 
their association with the CPT. 

But since then they have kept a low 
profile. A handful became MPs for the 
mainstream Democrat and Solidarity 
political parties. Others, especially the 
academics, have occasionally issued 








Most returned to university to teach, 
to practise law, or go into business. Many 
have become leaders of social and de- 
velopment-minded non-governmental 
organisations (NGOs): 

The group's resurfacing now, 
Kriengkamol says, is in part because it 
sees that the political situation has come 
full circle since 1971. Since the 23 Febru- 
ary coup this year the army has at- 
tempted to rewrite the constitution to 
leave itself in firm control following next 
year's election. 

Analysts think Pracha Dhamma 
could be a potent political force in the 
future. Never out of touch with each 
other, the ex-students constitute a sub- 
stantial network across the country. The 
NGO connections give them links into 
rural villages and information on local 
issues. And their background as pro-de- 
mocracy activists makes them immedi- 
ately attractive to the current generation 
of students. 

At the moment. Pracha. Dhamma is 
managed by five coordinators, all former 
student leaders. When the party is firmly 
established, it has plans to invite a 
prominent, respected figure to act as the 
party's leader. Most likely that will be an 
academic or retired government techno- 
crat. E 
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THE COLUMN 


Window of opportunity 


resident George Bush’s decision to 

postpone his Asia-Pacific trip 

comes as a disappointment to the 

political leadership of all countries 
on the original itinerary, particularly since 
Bush practises the art of personal diplo- 
macy better than perhaps any of his pred- 
ecessors. 

This postponement makes a little-no- 
ticed luncheon Bush held in September a 
matter of broader interest. While in New 
York for the UN General Assembly, Bush 
met New Zealand Prime Minister Jim 


Bolger, the first encounter between Yank 
and Kiwi leaders in almost a decade. The 


timing of the meeting — on the heels of 


| Bush's nuclear-arms reduction proposals 


— was not a coincidence, given that the 
proposals could have a far-reaching impact 
on the Pacific region. Specifically, Bush's 
plan to remove tactical nuclear weapons 
from US naval ships gives New Zealand 
the opening to re-establish the Australia- 
New Zealand-US (Anzus) alliance by re- 
versing its ban on visits from American na- 
val ships. 

The rupture in defence relations came 
about in 1984, when then New Zealand 
prime minister David Lange instituted the 
ban on visits to New Zealand by US naval 
ships. To be fair, the ban only involved 
ships that were nuclear-powered or carried 
nuclear weapons. But since the US Navy's 
long-standing policy is to "neither confirm 
nor deny" whether a ship has such weap- 
ons on board, New Zealand effectively 
banned all US naval vessels from its wa- 
ters. As a result, the US announced it 
would no longer honour its security obli- 
gations to New Zealand and the 40-year- 
old Anzus alliance collapsed in 1986. 

Although many small countries in the 
West had concerns about their relation- 
Ships with the US during the Cold War, 
only New Zealand chose the policy of 
opting out of the US-led strategic deter- 
rence altogether. As Anzus had been the 
cornerstone of the South Pacific defence 
relationship since World War II, its collapse 
substantially increased New Zealand's de- 
fence isolation. 

The move seemed all the more illogical 
when one considers New Zealand's contri- 
butions to Western defence in both world 


_ wars as well as in other smaller conflicts. 


Indeed, New Zealand even sent a small 
force to participate in the Gulf War. Add to 
that the fact that the US — given that it is a 
large English-speaking democracy with 
substantial Pacific interests — ought to be 


By Frank Lavin 


a natural ally of New Zealand. 

The recent changes in East-West rela- 
tionships provide a rare opening for the 
New Zealand Government to re-establish 
its defence relationship with the US, and to 
do so without apology. New Zealand can 
simply state the facts: that East-West ten- 
sions have been greatly reduced, the US 
nuclear arsenal the sea-borne nuclear arse- 
nal in particular, is being substantially re- 
duced and the US Navy is being cut back 
significantly. Therefore, New Zealand 
concerns have been met. Although Bolger 
will be certain to encounter domestic criti- 
cism from some quarters for his change in 
policy, he now must an- 
swer the question of 
whether the ship-ban 
policy stemmed from 
honest concerns over nu- 
clear weapons or mere 
reflexive anti-American- 
ism. 

Bolger currently suf- 
fers from low popularity 
ratings (around 20% or 
lower, according to some 
surveys) brought on by 
New Zealand's recession. 
Perversely, this gives him 
the opening to take a 
stand which might be 
unpopular. Even if 60% 
of New Zealand opposes 
a change in the ship- 
visit policy, having the 
support of the remain- 
ing 40% would almost 
double Bolger's popular- 
ity. 

More importantly, the 
experience in Europe and 
the US with controversial defence matters 
shows that the original opposition to a 
particular initiative quickly dissipates as it 
becomes clear that the dire consequences 
forecast by its opponents never materialise. 
Witness the deployment of the Pershing II 
missiles in Europe, or the rejection of the 
nuclear freeze proposals in the US. Helmut 
Schmidt, Margaret Thatcher and Ronald 
Reagan all benefited from their willingness 
to lead their countries in controversial de- 
fence issues. 

Bolger has the rare opportunity to de- 
clare victory and move on. One can see 
right away what advantages there might 
be for the Kiwis: 
> Re-integration into the Western defence 
establishment. New Zealand plays a criti- 
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cal regional role in promoting stabilit 
among the frequently unstable Pacifi 
Island countries. Its location in the Souti 
Pacific also makes it an important base fo 
maritime patrol, sea lane assistance, ѕеагсі 
and rescue missions and so forth. By re 
establishing a working relationship witl 
Washington, New Zealand could рай 
access to modern equipment and training 
and upgrade its intelligence capabilities. 
> New Zealand forces would benefit fron 
participating in joint exercises with US 
forces. Simply by availing itself of the Ut 
Antarctic facilities, for example, New Zea 
land could significantly increase its role ir 
Antarctic research, eco 
logical and territorial is 
sues. 

> A broader trading re 
lationship with the US 
New Zealand and Aus 
tralia are the only deve 
loped English-speaking 
countries not currently ir 
a trade bloc, though they 
do share a mutual frec 
trade agreement. Bul 
differences over the ship 
visit policy are a sore 
point in establishing a 
closer trading relation- 
ship with the US. As 
Washington continues tc 
lower trade barriers, 
New Zealand is well- 
positioned to sign a 
framework agreement 
on trade which would 
put it in line for an even- 
tual free trade pact with 
the US. 

> Enhanced influence 
on political issues. New Zealand retains 
broad interest in regional issues, such as 
French nuclear testing in the South Pacific. 
Not surprisingly, as long as France is a 
member of the Western defence commu- 
nity and New Zealand is not, other West- 
ern nations have tended to sympathise 
more with France in these disputes. 

The two political leaders broke the ice 
at a luncheon in September. Let us hope 
that the meeting in New York will lead to 
a long-term relationship built on mutual 
respect and mutual benefit. " 


Frank Lavin is an economist in Washington, 
D. C. He served in the White House and the 
National Security Council during the Reagan 
administration. 
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ON A RECENT 
FLIGHT WE INTRODUCED 
PERSONAL VIDEOS. 
PREDICTABLY, ALMOST 
NO-ONE NOTICED. 


In fact, just 18 people did. 

Not that the choice of films wasn't 
staggering, (Just the opposite.) 

And certainly not that those present 
didn’t appreciate the freedom to watch 
what they liked, when they liked. 
(They relished it.) 

It was simply that where this very 
personal service was on offer, we only 
ever carry 18 passengers at most. In 
First Class 

A shame perhaps, considering how 
many people would have enjoyed this 
veritable feast of viewing 

But we know that with any more 
passengers in the cabin, things just 
wouldn't be the same. 

And that’s something everyone can 


appreciate. 
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Travellers Tales 


very journalist has a quota of blind 

spots. But that doesn’t make them 

any more excusable or less embar- 

rassing. I started writing for the 
REVIEW a few weeks after the birth of 
Bangladesh. In the intervening almost 20 
years I have visited every Asean country 
(except Brunei) more times than I care to 
remember, and Korea, Japan, China, India, 
Pakistan often enough. I have been to 
Nauru, Vanuatu and Pohnape and other 
products of the microbiology of de- 
colonisation. But I'd never been to the 
capital of the fourth most populous state 
of Asia though it lay no farther from 
Hongkong than KL or Singapore or Seoul. 

Clearly, something hidden in my sub- 
conscious had put me off. I can adduce all 
manner of excuses for this lapse — airline 
timetables, the weather, low economic 
growth, the absence of karaoke bars, strip 
shows, merchant bankers, mobile phones. 
Or could it be that the cricket wasn’t up to 
Subcontinental standards of excellence? | 
can just about understand that anyone in 
pursuit of things Bengali might first head 
for the faded grandeur of Calcutta than to 
formerly provincial Dhaka where Islam 
adds an extra complication to definitions 
and loyalties. 

But in the end I must put my lapse 
down to the hangover of Kissinger’s “bas- 
ket case” jibe which seems every now and 
then confirmed by floods and cyclones. 

Nonetheless, to the frequent question: 
“How often have you been here?” My re- 
ply “never before” was muttered with a 
sense of shame and unease. 

Of course, I'm not alone. A little re- 
search indicates just how few of my fellow 
region- or globe-trotting journalists have 
been to Bangladesh. And the few that have, 
mostly for disaster coverage. 

The net effect has been that for its size 
Bangladesh is probably the least covered 
nation in the world. Although the REVIEW 
gives it more space than any other non- 
local publication, it is still a very modest 
amount. Even Burma gets more despite 
lack of access to officials or the populace, 
or to facts and figures sufficiently accurate 
to be worth recording. 

Bangladesh boasts accessible politicians 
and bureaucrats and an abundant and 
lively domestic press which has managed 
to keep alive the spirit of political plural- 
ism through the Ershad regime — and, 
previously in the latter days of Sheikh 
Mujib, when megalomania overtook the 
nation’s founding father. 

Today there are no less than six English- 


language dailies and several times that 
number Bengali ones, not to mention a host 
of periodicals. Among them the interna- 
tionally famous weekly broadsheet Holiday. 
I've been an occasional reader of Holiday 
for the best part of a quarter century and 
thus familiar with the name Eneyatullah 
Khan. Indeed he has been an occasional 
contributor to the REVIEW over the years 
and we have corresponded. But despite 
this, despite his having been Bangladesh 
ambassador in Peking, I'd never actually 
met him before I went to Dhaka where I 
found him presiding over a suitably 
shambolic office reeking of printer's ink; a 
tribute not perhaps to publishing as a 
commercial enterprise, but at least to jour- 
nalism as the spirit of debate and intellec- 
tual enquiry. 

But I did miss seeing an old acquaint- 
ance, S. M. Ali who was out of town. He 
returned a couple of years ago from a dis- 





Dhaka's cycle rickshaws abound. 


tinguished journalistic career in Southeast 
Asia — spanning nearly three decades in 
KL, Bangkok, Manila and Hongkong. He 
founded and edits what now seems to be 
regarded as the best written, printed and 
edited — but, I to say, not bestselling 
— English daily, the Daily Star. 

Otherwise there tends to be more quan- 
tity than quality in the press. But variety, 
in journalism as in other pursuits, is the 
greatest aphrodisiac. 

Dhaka is neither a grand nor a graceful 
city. It has no shortage of mosques of vari- 
ous periods, and plenty of Raj and Pakis- 
tan era official buildings. But little on the 
monumental scale. The casual observer 
may be more struck by the numbers of its 
cycle rickshaws and (Bengali-run) Chinese 
restaurants than by its architecture. But it 
is relatively clean and well organised by 
the standards of overcrowded Subconti- 


FAR EASTERN ECONOMIC REVIEW 





nental cities, and beggars are relatively few 
And it boasts a river port as busy, bustlin 
and romantic as any I have seen outsid 
China. 

Indeed, for one whose youthful travel 
ling included various trips (fourth class 
by paddle steamer up and down the Nile 
it was a bit of a temptation to jump lan 
and take any old river steamer up t 
Mymensingh or down to Barisal. 

However smelly, ports are romantic i 
a way that airports ceased to be aroun 
1955. Calcutta has long had a reputatio: 
for squalor and, thanks to Indian Airline 
many a passenger has had ample time t 
explore its horrors. But this was my firs 
experience of being a Calcutta transit pas 
senger. Although my baggage had beer 
booked through to Dhaka I was require 
to collect it at the Calcutta carousel. Dhak: 
tags were unceremoniously pulled off anc 
bags stored beside a grubby bed in the of 
fice of the customs duty officer. Many has 
sles later and I thanked God for Biman, th 
Bangladesh airline. Their Dhaka flight wa: 
on time, the aircraft new, the service cour 
teous and Dhaka airport is to Calcutta a: 
Singapore is to Hongkong. 

At 11 pm on a Sunday evening immi- 
gration queues at Kaitak were 30 metre: 
long thanks to half the booths being closed 
And the taxi queues snaked all the way 
back into the terminal. I opted for the bus 
waited 20 minutes for the driver then an- 
other 20 minutes while he argued with 
prospective passengers who were told 
there was no room for their luggage! 

Typical Hongkong that government of- 
ficials hand out a cosy airport bus service 
monopoly to a bus company which doesn’t 
provide buses which can accommodate 
more than a few items of baggage. Officials 
let this monopoly demand exact fares from 
arriving passengers, most of whom could 
not know what the fare is, let alone have 
the correct change. As passengers who 
have already queued for half an hour sel- 
dom relish the prospect of going off to find 
the right change and then rejoining the 
back of the queue, many end up paying 
HK$20 (US$2.50), HK$50 or even HK$100 
for a HKSI2 journey. The Kowloon Motor 
Bus Co. and its drivers profit enormously 
from this racket. And visitors are inclined 
to believe all they have heard about 
Hongkong being run by and for sharks. 


1 am grateful to colleague Anthony Rowley 
for this succinct description of the East Asia 
Economic Caucus: Asia without Cauca- 
sians. * 
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Conservationists, it is often said, are curmudgeons who put 
animals above people. But somebody has to, might be their 
retort as yet another species dwindles to extinction and the list 
of endangered wildlife grows ever longer. In the contest be- 
tween developing land for humans and preserving habitat for 
animals, man is beating beast. This is especially true in Asia as 
its forests shrink and its population grows. 

Can anything be done? Loss of habitat and wildlife trade 
are the two main threats to endangered species, and the na- 
tions of Asia, increasingly, are addressing this question. So far, 
only the UN-backed Convention of International Trade in En- 


to regulate wildlife trade and prevent illegal trading. Most 
Asian nations are signatories and Burma, Vietnam, Cambodia 
and Laos are contemplating signing up. South Korea and 
Taiwan, though, have not signed. І 

In April, one of the signatories, Thailand, was chastised by 
CITES for not enforcing the convention. CITES has asked all 
member nations to ban the import of wildlife products from 
Thailand. It is one sign of growing pressure on countries 
naturally endowed with resources — Southeast Asian nations 
that host rainforests, for instance — to protect their flora and 
fauna. What follows is a look at some responses around the 


dangered Species (CITES) exists as an international mechanism 


region. 


Jungle fevers 


By Simon Elegant in Keningau, Sabah 


ooking east towards the Trus 

Mardi range, lush rainforest seems 

to extend as far as the eye can see 

in the heavy, humid silence of a 

tropical afternoon. But the quiet was sud- 

denly shattered by the approaching grum- 

ble of a log lorry labouring up one of the 

numerous logging roads that snake 

through the hills. In bleak contrast to the 

still partly forested hills, the plain from 

which the truck climbed was bare and arid, 

swept clean by the fires used to clear the 
way for farming. 

Startled by the sound of the truck, a 
large black and white hornbill launched 
itself off a tree branch, the beating of its 
powerful wings amplified sixfold by the 
canopy of leaves that shuts out most light 
from the forest floor. The bird glided 
slowly between the trees for a moment, 
wings extended to their full, three-foot 
span, then slid through a small gap in the 
branches and, with a few rapid thrusts, 
disappeared, skimming over the forest 
canopy towards the mountains. 

"There were many, many hornbills here 
before,” a Wildlife Department officer 
commented sadly. "Now, he is probably 
the only one. Now, he is going away also." 
The hornbill's flight was symbolic of the 
crisis facing all of Sabah's wildlife. With 

most of its primary forest already logged, 
and new areas constantly being opened for 
agriculture in the wake of the felling, the 
state's animals and plants are caught be- 
tween the anvil of logging and the hammer 
of agricultural clearing. 

Sabah's spectacular wealth of flora and 
fauna — hornbills, orangutans, proboscis 
monkeys, elephants, the rafflesia, the 
world's largest flower — is being driven 
into fragmented populations trapped in 
small islands of primary forest or strug- 
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A last refuge for the proboscis monkey. 


gling for existence in denuded areas that 
have already been logged repeatedly. 

Sabah does boast a scattered collection 
of parks and wildlife sanctuaries, several 
of them quite extensive, but even in pro- 
tected areas, animals are threatened by 
hunting and illegal logging. These activi- 
ties are made easier by a lack of manpower, 
and, until recently, weapons available to 
those charged with enforcing the state's 
wildlife protection laws. 

A perfect example of the dire need for 
more wildlife sanctuaries in the state is the 
case of the proboscis monkey, says one sci- 


FAR EASTERN ECONOMIC REVIEW 


WOO 1S vi 


` 
| 


entist conducting research in Sabah. Exist- 
ing sanctuaries do not include areas of the 
proboscis’ natural habitat, rendering its 
protected status meaningless. 

Against this crisis background, a pro- 
posal to establish a large new park in an 
area uniquely rich with wildlife along the 
banks of the Kinabatangan River has gen- 
erated intense interest among ecologists 
and scientists. Despite widespread ap- 
proval in the state government, however, 
the proposal has long been stalled by dis- 
putes over boundaries and the money the 
park would cost to set up. 

There is little dispute, however, that the 
establishment of the park is urgently ne- 
cessary. One scientist working in the state 
calls the proposed park “the most impor- 
tant area for the preservation of big mam- 
mals — elephant, rhinos, eight species of 
primates, wild cattle — in Malaysia.” An- 
other says it is a “last refuge” for a large 
number of endangered and threatened 
species, including the proboscis monkey 
and the orangutan. 

The current proposal would cover an 
area of roughly 100,000 acres, according to 
Patrick Andau, director of the state Wildlife 
Department, forming a park that would 
stretch from near the mouth of the river to 
the village of Bilit, some 55 km upstream. 
The plan could ultimately include corridors 
connecting the Kinabatangan park to exist- 
ing protected areas, allowing animals to 
roam a further 60 km south-eastward. And 
yet, despite its acknowledged importance, 
large parts of the proposed park have al- 
ready been logged extensively and, to the 
despair of ecologists, new sites along the 
river and its tributaries continue to be 
cleared for the planting of oil palm. 

There is one glimmer of hope for sup- 
porters of the park proposal. With the ex- 
pense of alienating a large area for the park 
now apparently the main impediment to 
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After December 31, there will still 
be a lot of excellent reasons to invest 
in a new CitationJet. 

The CitationJet will still fly much 
faster and much higher than the lead- 
ing turboprop, for example. 

It will still offer greater mission 
flexibility, too. And use less fuel on 
virtually every trip. 

The CitationJet will still have a far 
more efficient aerodynamic design 
than the turboprop. A more advanced 
flight deck. Plus a quieter, more 
comfortable cabin. 


Most amazingly, the CitationJet 
will still cost less to buy and less to 
operate than the leading turboprop 
after December 31. But it will cost 
more than it does now — as a matter 
of fact, it will cost $125,000 more. 

Because effective January 1, 1992, 
the price of a CitationJet will increase 
to $2.62 million. 

At the higher 1992 price, the 
CitationJet will still be a great buy. 
But at today's price, it's a fantastic buy. 

So act now. And you won't have 
to envy more than 100 companies 


that have already signed up for new 
CitationJets at the low introductory 
price. First customer deliveries of this 
outstanding new business jet are now 
just a year away. 

For more information, contact 
Gordon C. Vieth; Cessna Aircraft 
Company; P.O. Box 7706; Wichita, 
KS 67277 USA. Tel.: 316-941-6056. 
Fax: 316-941-6640. Telex: 6875048. 
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Sector weightings in the 
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Banking and Insurance 
2696 
Iron processing 4% 

. Electrical/electronics 
1196 
Construction and real 
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estate 3% 

Large chemicals 16% 

Other chemicals 3% 

Utilities 7% 

Motor vehicles and parts 

16% 

Machine building 4% 

10. Raw materials 4% 

11. Trading, communications, 
transportation 5% 

12. Consumer goods 1% 
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The F.A.Z. Share Index 

Frankfurter Allgemeine Zeitung is not only Germany’s leading daily and 
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100 Stocks 

Computed daily since 1961, the F.A.Z. Share Index records the ebb and flow 
of German stock values, through good times and bad, in both bull and bear 
markets. The closing prices of 100 representative German stocks are used to 
calculate the index, which is also an invaluable market valuation measure of 





capitalization-weighted data as well as of movements of individual sectors and 
stocks. 


Breadth and Depth 

The F.A.Z. Share Index encompasses more than 75% of the capitalization of all 
German stocks traded on German stock exchanges. And it reflects the perform- 
ance of 12 market sectors — for which indices are also compiled — taking into 
account any sudden movements stemming from changes in the capital of the 
listed companies. 
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Transmitted daily by Reuters and used by other sources around the world, the 
F.A.Z. Share Index is an integral part of the global financial landscape, serving as 
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investors. 
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its creation, the proposal's supporters are 
pushing the idea that the park will rapidly 
become a profitable enterprise, generating 
revenue for the state from eco-tourism. 

The star attraction for most eco-tourists 
would undoubtedly be the bizarre looking 
proboscis monkey, an animal unique to 
Borneo and probably concentrated in 
larger numbers along the banks of the 
Kinabatangan and its estuaries than any- 
where else on the island. 

It is easy to see why the proboscis alone 
would attract large numbers of tourists. 
The male proboscis is like some radical 


feminist caricature of his human counter- 
part, boasting an enormous, drooping, 
fleshy nose, a barrel-like pot-belly, a per- 
manent erection and, for some dominant 
males, a harem of 4-8 females. The females 
are shorter than the three feet or so usual 
for the males, and their sharply pointed 
noses, though still very prominent by sim- 
ian standards, are much smaller. 

And the proboscis would only be the 
lead act in a packed revue. Depending on 
their luck, visitors may also spot silver- and 
red-leaf monkeys, pig-tailed and long- 
tailed macaques (another kind of monkey), 
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Tuskers never forget 


By Jamie Allen in Hongkong 


efore last year's banning of the 
B: world ivory trade, powerful traders 

from Hongkong used ingenious 
schemes and loopholes in wildlife trade 
regulations to move illegally poached tusks 
from Aífrica to Asia. Now Japan may 
emerge as the depot for illegal ivory. 

Hongkong traders, for instance, used to 
set up shop in Dubai and made cursory 
carvings on tusks before export in order to 
circumvent a Hongkong rule barring the 
import of raw ivory. False names were put 
on shipments, with confidence that cus- 
toms officials would not have time to check 
them. And traders used false documents 
which claimed the ivory had been 
legally exported from Africa. Thanks 
to such ruses, it has been estimated 
that as much as 8096 of the ivory on 
the world market came from poach- 
ing. 

Since the ban much of this activ- 
ity has ceased, primarily because 
demand dropped off very quickly 
and prices have dropped dramati- 
cally. In Africa, according to a June 
1990 report by the World Wildlife 
Fund in the US, prices fell from a 
high of US$250 per kilo in 1980 to a 
low of US$2 in East Africa and 
US$20 in Central Africa a year later. 

But now there is talk of review- 
ing the worldwide ivory ban. In 
Kyoto next March, signatories of the 
UN-backed Convention of Interna- 
tional Trade in Endangered Species 
(CITES) will be asked to consider al- 
lowing a group of southern African 
states — that have to cull their ele- 
phant populations — to resume 
trading on a limited scale. 

Those whqr argue for a small- 
scale revival of ivory trading claim 
that since such countries as South 
Africa and; Zimbabwe must cull their 
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elephant population anyway, a regulated 
trade in tusks should be allowed. But on 
the other side stand those who say that 
poachers took advantage of legal trading 
requirements before and they will do it 
again. 

For those who fear that any legal trad- 
ing will lead to illegal trading, it is Japan 
that is the main problem in Asia. If new 
trading is allowed, it is likely that Japanese 
ivory traders and other trading houses will 
want to buy. Yet the country lacks any 
control over its domestic stocks of ivory 
and conservationists there are concerned 
that this will encourage poaching and 
smuggling. 

Once an illegal shipment finds its way 





No more carving in Hongkong, but will it revive? 
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two kinds of gibbon, elephant, wild boar, 
monitor lizards, crocodiles and numerous 
birds, including all eight species of 
hornbills, brilliantly coloured kingfishers 
and long-tailed Asian paradise flycatchers. 

Sandakan already boasts several world- 
class attractions for the “green” tourist. The 
Sepilok orangutan rehabilitation centre, for 
example, or Selingan Island, on which 
dozens of sea turtles land every night to 
lay their eggs. If the Kinabatangan park is 
added there is little doubt the Sandakan 
area will rapidly become a Southeast Asian 
Mecca for eco-tourism. " 


into Japan, the government has no way of 
knowing whether it was legally or illegally 
imported. The government has not made 
an inventory of existing stocks since the 
ban, nor does it have the legislative power 
to do so. 

The unregulated Japanese market has, 
since the ban, encouraged smuggling — at 
least nine illegal shipments of ivory from 
Hongkong and Taiwan and one large one 
from the Philippines (originating in Africa) 
have been discovered by Japanese customs. 
Since the customs force can only inspect a 
fraction of containers, conservationists say 
that other ivory shipments probably have 
made it through undetected. 

Traffic Japan, the wildlife trade moni- 
toring unit of the World Wide Fund for 
Nature in Japan, is pushing the Japanese 
Government to institute controls as soon 
as possible. Hideomi Tokunaga, acting di- 
rector of Traffic Japan, says this is not the 
first time the issue has been raised. “If 
some small vessel loaded with tusks 
comes to some small port, if it goes 
into the Japanese market, nobody 
can identify if it is legal or illegal. 
This is the problem we have been 
talking about for two to three 
years." 

Traffic believes many of the sev- 
eral dozen companies remaining in 
the local ivory industry are now 
trying to play by the rules. In re- 
sponse to concerns about the lack of 
regulation of domestic stocks, for 
example, the industry carried out its 
own voluntary registration after the 
ban. “They [the ivory traders] know 
how much each other has. If some 
company gets a big stock, they will 
surely tip off us or the Japanese 
Government. They do not want tc 
face international criticism any 
more,” says Tokunaga. 

But this voluntary registratior 
was incomplete; some traders may 
not have declared their full stock 
and, more importantly, it did nol 
include stocks held by Japan's trad- 
ing houses. It is the reaction of the 
Japanese trading houses, the sogc 
shosha, that Tokunaga says he is 
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concerned about; they are more likely to 
engage in smuggling if southern African 
ivory is traded again. A number of trading 
houses made big profits by stocking ivory 
before Japan joined CITES in 1980, and be- 
fore import regulations were tightened in 
1985. 

Traffic wants the Japanese Government 


to follow the system used in Hongkong to 
regulate the ivory trade. This system re- 
quires the registration of all stocks, the fil- 
ing of regular stock reports to the Hong- 
kong Government, a computerised data 
base containing all this information and 
spot checks of ivory traders and carvers by 
government officers. 
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Selling out nature 





By Yasmin D. Arquiza in Manila 


ot so long ago, two young govern- 
N ment researchers showed up on 

this balmy, forested island to study 
the endangered Palawan anteater or pan- 
golin. A local hunter tipped them off that a 
small trading house in the main town of 
Puerto Princesa was trading a rare com- 
modity: the pangolin. 

They found the trading house and they 
found the pangolins — sleeping in a hud- 
dle inside a wooden cage the size of an 
office cubicle — but they lost the case. This 
tale, say Environment and Natural Re- 
sources Department officials, is all too 
typical in the Philippines where the illegal 
wildlife trade defies attempts to stop it. 
And it illustrates one of the reasons why 
the Philippines’ once lush and diverse 
wildlife is under threat. 

The Philippines ranked among the 
world’s top 10 “hot spots” or most endan- 
gered ecosystems, in a list compiled by the 
US-based Conservation International. Al- 
ready, the Philippines Protected Areas and 
Wildlife Bureau (PAWB) lists 189 species as 
vulnerable or endangered in its latest 
manual. Like other Southeast Asian nations 
in the tropical or sub-tropical zone, the 
Philippine archipelago evolved into one of 
the richest repositories of biological diver- 
sity. There are some 950 species and sub- 
species of birds, 233 species and subspecies 
of mammals, more than 240 species of 
reptiles and 6,000 species of wild plants. 

The threats to this natural panoply are 
many including the rapid loss of habitat 
caused by deforestation and pressures on 
land use as the population rises. But in the 
Philippines, especially in places like 
Palawan, the illegal bird, marine life and 
animal trade is an important culprit in the 
tale of vanishing species. Palawan pango- 
lins, for instance, are smuggled to Taiwan 
and Hongkong where there is a lucrative 
market for exotic species. Some Chinese 
traditional doctors believe the pangolin's 
bile and meat can help cure tuberculosis 
and other lung diseases. 

Despite strict laws, illegal wildlife trad- 
ing continues to flourish. The country's 
coral reefs, which contain 400 of the 500 
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species that have been identified, also are 
victims of illegal harvesting and trading. In 
1988 alone, according to the environmental 
group Haribon, some US$500,000 worth of 
raw coral from the Philippines was illegally 
sold, mostly to the US. There is a domestic 
market as well — small bits of live coral 
which sell for P15 (56 US cents) a head are 
popular among aquarium owners. 

In some cases, the government loses out 
to illegal traders because government re- 
searchers simply run out of steam, as in 
the case of the Palawan anteaters. Under 
the revised forestry code, all environment 
department officials and all local govern- 
ment officials are deputised to confiscate 
forest products and wildlife, traded ille- 
gally, says Alma Ballesfin, wildlife regula- 
tions chief of PAWB. But, she says, the re- 
cord of enforcement is lousy because there 





Pangolins threatened by trade. 


is not enough staff or money to ensure that 
illegal wildlife traders are penalised. 

The popular Cartimar market in Pasay 
City near Manila is a showcase of the 
problem. Row after row of pet shops 
openly sell local bird species whose trading 
is restricted, such as Palawan talking my- 
nahs, blue-naped parrots and bleeding 
heart pigeons. "None of the Cartimar pet 
shops have permits but it is not easy to 
confiscate animals there because the own- 
ers have money," says Ballesfin. 

There is the case of pet-shop owner 
Elizabeth Co who charged two PAWB 
staffers with "grave coercion" after a raid 
last year in which six of her blue-naped 
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But even Hongkong’s system has come 
in for criticism from some conservationists. 
One suggestion was that ivory stocks be 
put in a government warehouse to prevent 
smuggling. The government, though, 
called the plan impractical as it does not 
have the staff to implement such a pro- 


posal. ü 


parrots were confiscated. The cash- 
strapped bureau paid P600 to bail out both 
staffers; now their jobs are in jeopardy be- 
cause they have had to make so many 
court appearances. 

Part of Ballesfin's job is to enforce the 
Convention on International Trade in En- 
dangered Species (crres). Drafted in 1975, 
CITES protects rare and endangered species 
from commercial exploitation and sets 
limits on the trade of threatened wildlife. 
Species listed under the CITES’ Appendix I 
are considered the most endangered, and 
their trade is banned except for scientific 
P . Trading of threatened species, 
listed under Appendix II and III, is subject 
to a quota. The Philippines signed the 
treaty in 1981. 

The latest Appendix I lists the Philip- 
pine freshwater and saltwater crocodiles, 
marine turtles or pawikan, calamian deer, 
tamaraw, sea cow or dugong, Philippine 
eagle, peregrine falcons and the Mindoro 
imperial pigeon. Appendix II includes the 
pangolin, the monitor lizard, pythons, the 
Philippine tarsier, the Palawan peacock 
pheasant, bleeding heart pigeons, the Phi- 
lippine cockatoo, parrots, rufuous hornbill 
and several species of owls and eagles. 

Ballesfin's department issues permits 
for wildlife collection and trading, but only 
to those who prove they have scientific ex- 
pertise, a qualified captive breeding pro- 
gramme, adequate finances and an envi- 
ronmental impact assessment clearance. By 
1994, only captive-bred animals will 
qualify for trading. 

In the Cartimar market, there are many 
unhappy pet-shop owners who complain 
that the CITES treaty will put them out of 
business. Alicia Quilas, owner of 
Vangiemy Pet Shop in Cartimar, says 
Ballesfin's department does not give per- 
mits to traders like her and asks them in- 
stead to set up breeding farms for birds. 

Although they lack permits, traders 
continue to sell Appendix II birds because 
of the high demand and the prices they 
fetch. Bleeding heart pigeons are sold at 
P500 each while talking mynahs fetch a 
heftier P800. In Palawan, young parrots can 
be bought for P200 while the older ones 
may be had for P600. Despite CITES and 
Philippine laws, Ballesfin and her staff are 
scoring few victories in the fight to stop the 
wildlife trade. a 


The Philippine Centre for Investigative Jour- 
nalism assisted in the research for this article. 
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She Was A Queen by Maurice Collis. — 


Reprint of 1937 edition. New Directions, 
New York. US$12.95. 


` One of the most important ingredients 
of a successful historical novel is the au- 
thor's ability to drive a time machine. The 
reader must be lifted smoothly out of the 
present and set down in another era, even 
a different country. An unfamiliar collec- 
tion of sounds, sights and smells, beliefs 
and customs must be woven into a plausi- 
ble environment within which the story 
can unfold. Many writers of this genre fall 
into the trap of offering too much descrip- 
tion and explanation, creating a back- 
ground as stiff and unnatural as painted 
scenery, flaunting scholarship at the ex- 
pense of art. 

Research plays an important role as the 
base on which the whole structure is built, 
but it should not show. It should simply be 
there, underpinning the fiction without 
intruding into the reader's consciousness. 
If well done, it should seem as natural to 
travel by elephant as to drive the family 


car, as normal to chew betel as bubble gum, 


and as easy for a farmer's daughter to be- 
come a queen as it is for a waitress to make 
it as a movie star. 

Maurice Collis has brought medieval 
Burma alive in a way which is little short 
of magical. As he explains in his brief 1936 
preface, the story of the fall of the Pagan 
dynasty (in about 1287 AD) is closely based 
on of a 19th-century Burmese history, 
the Glass Palace Chronicle. ^With a few mi- 
nor exceptions, the characters, the structure 
and the story generally come straight from 
the chronicle, while 20 years of experience 
of Burma has given me the blood and spirit 
with which to animate them." 

Familiarity with the environment and 
the nature of the people made it possible 
for Collis to draw us completely into the 
life of 13th-century Burma, at any level 
from village to palace. But deep and loving 
though his knowledge was, it still had to 
be expressed, and this is where Collis really 
shines. His writing is elegant and poetic, 
but at the same time totally unselfconscious 
and natural, so much so that it is hard to 
think of it as mere printed words on the 


ge. 

It is a story well worth telling, right 
from the moment we first meet the infant 
Ma Saw. One day her father took his tiny 
daughter with him to the fields and left her 
on a mat under a tree while he worked. 
^He forgot her, his thin face intent on the 
ploughing; he walked almost in a trance, 


. so intense was his concentration; and did 


not see that a hamadryad, the grandest of 


Portraits from a glass palace 


all venomous snakes, had issued from the 
wood and was approaching her. The snake 
slid on by stages, watchful and stately, and 
when it reached the child, made a circle 
round her with its tail and reared above 
her head its oval hood. There it remained, 
rising and stooping, waving over her face, 
but not touching her." 

Ma Saw's father eventu- 
ally saw the snake, and ran 
to drive it away. The local 
Abbot said this strange 
omen meant the girl was 
destined to be a queen. Her 
parents "decided to say 
nothing about the matter to 
their neighbours, but quietly 
to fit the child in some 
measure for what was to 
come." 

Years later, another omen 
brought King Usana to the 
village, and he swept Ma 
Saw away to join the court at 
Pagan. Charmed by her teenage beauty 
and astonishingly mature wisdom, the 
king (who already had the permitted 
maximum of five wives) made her a 
deputy queen. It was a happy liaison, but 
not a long one. After his death in a 
hunting accident, Ma Saw threw in her lot 
with Chief Minister Yazathingyan in 
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manipulating the succession, and became 
chief queen to Usana’s younger son. 

Narathihapate was not half the man his 
father had been, and his inferiority 
complex caused him to become in- 
creasingly arrogant and self-assertive. 
Queen Saw and two successive chief min- 
isters did their best to restrain the king’s 
growing paranoia. They managed to 
smooth over the worst of his mistakes and 
excesses, but the arrival of an embassy 
from Kublai Khan, demanding an “alli- 
ance,” found Narathihapate at his most 

unreasonable. From then on 
= ux55| the Pagan dynasty was 
doomed. 

This was a lively period 
in Burmese history, and Ma 
Saw makes a worthy focus 
for it. A less sensitive author 
might have drawn her as a’ 
more forceful character — 
after all, she was tougher and 
cleverer than most of her 
male contemporaries — but 
Maurice Collis portrays her 
as a gentle, lonely woman, 
giving up her personal hap- 
piness for duty. That he 
manages to do so without 
making her appear in any way a prig is yet 
further evidence of his skill and his know- 
ledge of the Burmese. 

It all adds up to an enthralling tale, 
told by a master storyteller who was in 
perfect harmony with his subject, and 
complete control of his time machine. 

п Sue Earle 
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Unwelcome to 
Canada 


No New Land by | M. G. Vassanji. McClelland 
& Stewart, Toronto. C$16.95 (US$14.90). 


When No New Land appeared recently 
in Canada, it was hailed as a wonderful 
portrait of life in Toronto’s South Asian 
community. Like all good lies, this is a half 
truth. True, the novel is set in “Paky-shitty- 
stan” — the name given to a number of 
high-rise apartment buildings in Toronto's 
Don Mills area inhabited by Gujuratis, Pa- 
kistanis and other Africans and Asians. 
True, there are descriptions of women 
making chapattis and men talking politics 
over tea. But the novel is really about 
something far more important — the awful 
experience of immigrating to Canada. In- 
deed, it is essential reading for anyone 
considering taking that step. 

That several reviewers have chosen to 
play down this theme would probably not 
surprise the central character, Nurdin, who 
(like M. G. Vassanji himself) emigrates 
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from East Africa in the mid-1970s. During 
his journey into limbo, Nurdin rarely en- 
counters real (white) Canadians; when he 
does, he finds polite, smiling people as 
convinced of their own goodness as they 
are exploitative and xenophobic. Despite 
the depressing subject-matter, however, 
No New Land is far from mournful. Vassanji 
is a gifted writer with a delightful sense of 
irony and an uncanny ability to capture 
the ordinariness of Canadian life. If that 
ordinariness takes on a grotesque quality 
in the life of Nurdin and his fellow Asians, 
it is simply because the author is de- 
termined to pack every conceivable horror 
of the immigrant experience into a few 
pages, in a portrayal far too typical to be 
realistic. 

This experience starts in the Toronto 
department store Honest Ed’s, “the block- 
wide carnival that’s also a store, the bril- 
liant kaaba to which people flock even 
from the suburbs . . . At right its thou- 
sands of dazzling yellow lights splash the 
sidewalk in flashes of yellow and green 
and red, and the air sizzles with catchy 
fluorescent messages circled by running 
lights. The dazzle and sparkle that's seen 
as far away as Asia and Africa in the bos- 
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oms of bourgeois homes where they dream 
of foreign goods and emigration.” This is 
the dream, but the reality of the “land of 
opportunity” sets in fast when Nurdin tries 
to get a job. “I am a salesman. I was a 
salesman. Just give me a chance. Why 
don’t they understand we can do the job. 
Canadian experience is the trump they al- 
ways call, against which you have no an- 
swer" — an experience all immigrants to 
Canada will bitterly recall. 

Gradually, Nurdin loses all dignity and 
respect. His wife — “the bread-winner” — 
no longer sleeps with him; his children be- 
come ashamed of him; he works at a series 
of menial jobs (perhaps unable, as advised 
by an old hand, to get a cushy immigrant 
job — washing street-cars, by bribing a su- 
pervisor). The rot really sets in after 
Nurdin, a Muslim, is tempted by a lapsed 
Brahmin friend into eating a pork sausage. 
Here Vassanji uses his oblique irony to 
deadly effect. “The pig, they said, was the 
most beastly of beasts. It ate garbage and 
faeces, even its babies, it copulated freely, 
was incestuous. Wallowed in muck. Eat 
pig and become a beast. Slowly the bestial 
traits — cruelty and promiscuity, in one 
word, godlessness — overcame you. And 
you became, morally, like them. The Ca- 
nadians." Finally, solicitously putting his 
hand on the shoulder of a girl apparently 
in trouble, he is accused of rape and 
promptly charged by an all-too-willing po- 
liceman. 

The matter is sorted out with a judi- 
cious bribe to the girl's family and the 
novel ends on a note of quiet acceptance. 
Yet there is small comfort. Nurdin has lost 
everything and gained no new land. The 
worst humiliation comes in Montreal, 
when he meets the daughter of his brother, 
who emigrated to Belgium. There, Nurdin 
learns, he has a successful diamond busi- 
ness. "The house was on an expensive- 
looking street, and in it they met the most 
graceful people, the kind in the old days 
they would have called 'civilised' . . . It 
was a depressing visit. They had come out 
of the house as grim as if leaving a fu- 
neral.” 

Nurdin has indeed died. Yet even the 
one example of a successful immigrant, 
Jamal, who through careful calculation be- 
comes a successful lawyer, seems equally 
in limbo — a slave of the materialism to 
which even his old friendships are sacri- 
ficed (“They knew as well, these Abduls, 
that if they came to his office, he would 
charge them by the hour”). Nurdin fails 
because he cannot adapt to the “godless” 
consumer culture which is so much a part 
of his “no new land.” But in his humiliation 
he retains at least a shadow of his former 
humanity. That, along with the real life and 
the real characters the novel lacks (outside 
one chapter set in Africa), is to be found 
back home in Dar Es Salaam. 

= Nick Bradbury 
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Recreating Japanese Women, 1600-1945 
edited by Gail Lee Bernstein. University of 
California Press, Berkeley. US$40. 


Japanese women have never been 
without clear role models, as editor Gail 
Bernstein notes in her introduction to 
this volume of 13 essays. For the 300-plus 
years covered herein, the changing defini- 
tion of women’s gender roles has been a 
matter of public, social, even governmen- 
tal concern in a way unprecedented in the 
West. 

Looking at Japan from the outside, we 
often get a homogenised view of remark- 
able uniformity. This impression is not 
necessarily wrong, given the centralised 
cultural image radiating from Tokyo since 
the late 19th century. Yet at the same time, 
for Japanese themselves, the view from 
within society has focused on the diversity 
among Japanese rather than on some 
overarching or self-evident similarity. This 
volume of interdisciplinary studies on 
women strikes a fine bal- 
ance between large-scale 
demographic trends per- 
taining to The Japanese 
Woman, and the variations 
of class, region and indi- 
vidual idiosyncrasy that 
describe the lives of actual 
Japanese women over 
time. 

The early decades of the 
20th century were a period 
of terrific social ferment in 
Japan. The “woman ques- 
tion" in particular acted as — 
a focus for numerous | 
broader social concerns, 
such as the composition of — — 
the family, generations, the 
workforce, love, labour 
and morality. In short, the 
ultimate form of women's 
place in society would go a 
long way towards defining 
the shape of society as a 
whole. The atarashii оппа 
(new woman) of this era 
sought legal, educational 
and social rights on a par with men, ques- 
tioning the state-supported role of ryosai 
kenbo (good wife, wise mother) that had 
been systematically and deliberately 
drummed into women since the Meiji era 
when Japan first opened itself to the influ- 
ences and challenges of the West. 

Yosano Akiko is one of these atarashii 
onna described in Laurel Rodd's essay “The 
Taisho Debate Over the New Woman." 
Poet, critic, social commentator and mother 
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Ema Saiko's gentle hand. 


of 10, Yosano was hardly typical, yet she 
gave voice to the spirit of an age that con- 
tinues to resonate with feminists today. 

The cult of domesticity rejected by 
Yosano Akiko and the other new women 
in the 1920s has its own historical roots in 
Japan, roots rather different from the expe- 
riences of women in the West. Whereas the 
romantic and chivalric traditions of West- 
ern culture fostered a middle-class ideal of 
woman as the weaker sex, the rationale for 
keeping women at home in Japan was 
based on a philosophy of educating 
women as the upholders of home and 
family in order to directly support state 
and society. In other words, women's do- 
mestic and reproductive labour was highly 
valued in Japan and the official reason for 
denying women equal access to the 
workplace was because their role in the 
home was too important to let them go. 
The slightly defensive statement, “I’m just 
à housewife," is still seldom heard in Ja- 
pan. Women continue to get plenty of so- 
cial approval for being just that. 


In the centrepiece essay, “The Meiji - 
State's Policy Toward Women, 1890-1910,” _ 


Sally Hastings and the late Sharon Nolte 
present a fascinating and convincing story 


of how bureaucrats bent on industrialisa- 


tion encouraged a set of 
feminine virtues stressing 
modesty, courage, frugal- 
ity, literacy and productiv- 
ity. The government's 
policy towards women 
was based on two pre- 
mises: that the family was 
an essential building block 
of the nation-state, and that 
the management of the 
household should be in the 
hands of women. A "good 
wife" was one who subor- 
dinated herself to the 
welfare of her family and 
society, but education and 
social awareness (though 
not political involvement) 
were expected of her. 
Other essays treat a 
range of interesting and 
little-explored topics. Soci- 
ologist Laurel Cornell ex- 
amines the myth of selec- 
tive female geronticide as 


Obasuteyama, the “moun- 
tain where old ladies get dumped," and 
art historian Patricia Fister writes on the 
life of Ema Saiko, a female bunjin (poet, 
artist, literatus) in a social role that was al- 
most exclusively male at the time. Histo- 
rian Joyce Lebra chronicles the life of 
Tetsu'uma Kiyo, a rare example of a 
woman in charge of a sake brewery, in or- 
der to highlight regional variations in how 
daughters of the merchant class might fit 
into the family business. m Liza Dalby 


— 


embodied in the folktale of 


Bit 


BUSINESS AFFAIRS 





ENERGY 


Japan looks to reduce its dependency on oil imports 


Naked power 





By Anthony Rowley in Tokyo 


s a result of the Gulf War, a far 
more alarming event for Japan 
than the so-called oil shocks of 
1973 and 1979, the Tokyo govern- 
ment has produced a new energy policy 
that stresses the need for greater inde- 
pendence in oil and other energy supplies. 
Within 20 years, Japan aims to reduce its 
reliance on imported energy by 10%. 

Japan lost its crude-oil supplies from 
Iraq (2% of its total supply) and Kuwait 
(1.9%) when the UN imposed a trade em- 
bargo against the Saddam Hussein regime 
in August 1990. Although Saudi Arabia 
and Iran have stepped in to make up the 
shortfall, the war highlighted Japan’s vul- 
nerability to interruptions in energy im- 
ports. Higher prices Japan can live with: a 
disruption to supplies it cannot. 

But there are other concerns underlying 
Japan's new energy policy and its renewed 
emphasis on conservation. One is the fear 
that surging economic growth among Ja- 
pan’s East Asian neighbours and the pros- 
pect of much higher consumption in China 
will increase competition for energy re- 
sources and push up prices. 

In the next few years, Tokyo is likely to 
focus its official development assistance 
(ODA) not only on financing energy explo- 
ration — coal especially — in Asia and be- 
yond but also on helping Asian developing 
countries make more efficient use of 
energy. 

Japan is also worried about environ- 
mental pollution, at home and among its 
increasingly prosperous neighbours. Offi- 
cial satisfaction with reducing domestic 
emissions of noxious substances is giving 
way to concern over cross-border green- 
house gas emissions and over global 
warming. 

These various considerations have re- 
sulted in a flurry of official reports in re- 
cent months, including a comprehensive 
document on energy policy up to the year 








. 2010 produced by the Ministry of Interna- 


tional Trade and Industry (Miti). The Miti 
rt envisages: 

> Further reducing the contribution of oil 
to Japan's total primary energy needs to 
just over 45% by 2010, compared with 
around 58% at present and 77% in 1973. 
» Using more, and cleaner, coal to help 
offset the national dependence upon oil. 
> Accelerating the use of natural gas. 


> Developing nuclear power “to the 
greatest extent possible,” probably push- 
ing Japan ahead of its present position as 
the world's fourth-largest user of nuclear 
energy 

> Promoting new energy sources and 
conservation measures. 

With the sole exception of Italy, Japan's 
dependence upon oil is far higher than in 
the leading capitalist countries which make 
up the G-7 grouping, where it averages 
around 40%. But Miti acknowledges that 
there are no substitutes for oil in many 
areas and that efforts to secure stable sup- 
plies will have to be stepped up. 

Buying into foreign suppliers, in the 
way that Japan has with other producers 
of raw materials, is not a viable option be- 








cause many oil companies are state owned. 

What worries the government is that 
99.8% of Japan's oil supplies are imported, 
of which 7296 comes from the chronically 
unstable Middle East. This implies a “vul- 
nerable economic base for Japan," observes 
Miti. 

Tokyo tried to preserve its equal-dis- 
tance diplomacy during the Gulf War but 
finally came down on the side of the anti- 
Iraq coalition by providing financial as- 
sistance to the US-led war effort. An immi- 
nent decision to support UN peace-keeping 
operations may further compromise Ja- 
pan's attempts to be viewed as politically 
neutral by its suppliers of raw materials. 

Meanwhile, Miti officials worry that Ja- 
pan's dependence upon Middle Eastern 
sources for crude oil — such as the United 
Arab Emirates (1.4% of its imports) and 
Saudi Arabia (19.5%) — may actually in- 
crease unless new reserves are discovered 
soon in Indonesia, which supplies 12.6%, 
or possibly in China, which supplies 6.5%. 
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The Soviet Union, especially the Soviet 
Far East, appears to have potential as a 
major oil supplier if Tokyo can settle its 
long-standing territorial dispute with 
Moscow. But Miti officials note that Soviet 
production has tumbled from more than 
12 million barrels per day (bpd) to just over 
10 million bpd since the failed coup at- 
tempt in August 

Major new capital investments are 
likely to be required before the Soviet 
Union can increase exports, which in turn 
must await the signing, by Japan among 
others, of the European Energy Charter to 
integrate the Soviet Union and Eastern Eu- 
rope into the global energy market. 

Miti officials believe that in view of such 
constraints Japan's best course for reduc- 
ing dependence upon major oil suppliers 
is to concentrate on diversifying energy 
sources. Coal should receive relatively high 
priority in this respect, says Miti. Japan is 
already the world’s largest coal importer 
and demand is projected to rise from 
nearly 114 million tonnes a year in 1989 to 
stabilise at 142 million tonnes by the end of 
the decade. 

Even these projections are regarded as 
too conservative by the East-West Centre 
in Hawaii, which projects that Japan will 
require 148 million tonnes a year by the 
year 2000 and 30 million tonnes more by 
2010. This is because the institute expects 
delays in Japan's major nuclear power pro- 
gramme to be considerable. 

The East-West Centre also predicts that 
Japan's attempts to diversify sources of 
coal supply will meet with limited success 
and that Australia will continue to meet 
between 45-55% of its total imported coal 
requirement over the next two decades. 
Japan has virtually no domestic coal. 

At present, Australia provides 47% of 
Japan's coking coal and around 68% of its 
steaming coal. The other two major sup- 
pliers are Canada and the US. South Africa 
is likely to provide useful additional sup- 
plies of coal now that Japan has lifted 
sanctions against Pretoria, though Indone- 
sia and China are also likely to be tapped 
for additional supplies. 

These latter two producers are already 
the largest recipients of Japanese ODA and 
both are likely to receive greater assistance 
in future by boosting coal exports and us- 
ing coal more cleanly and efficiently 
themselves. Coal-related assistance to Asia 
"has the potential to become one of Japan's 
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largest development-programme areas in 
the 1990s,” says the East-West Centre. 

Japan also aims to boost its use of 
natural gas to offset oil dependence. This 
will be done partly through accelerating 
the development of domestic sources 
which in 1990 provided around 30% of 
total consumption. Japan imports all of its 
natural gas in liquefied form because it has 
no pipeline connections. Indonesia, Ma- 
laysia and Brunei have traditionally been 
its chief suppliers of imported liquefied 
natural gas (LNG), but Australia has be- 
come a bigger supplier than Brunei since 
1989. 

Tokyo is likely to bend its ODA policy 
increasingly in this direction too, directing 
more aid towards developing Asian sup- 
pliers of LNG to help them increase output. 

The contribution of nuclear power to 
Japan’s overall primary energy require- 
ment is projected by Miti virtually to dou- 
ble between 1989 and 2010 (see page 82). 
Nuclear energy, according to Miti, is “one 
of the most promising alternatives to oil.” 

The 41 nuclear power plants operating 
in Japan account for 18% of total installed 
electricity generating capacity and 26% of 
actual generation, ahead of all fuels in this 
respect except oil and liquefied petroleum 
gas combined. The present nuclear output 
of 32,200 MW is to be stepped up to 50,500 
MW by the year 2000 and to 72,500 MW by 
2010. 

However, an accident at the Mihama 
No. 2 power plant in Fukui prefecture at 
the start of this year has stirred local op- 
position to nuclear power. Such opposition, 
together with the high capital costs of these 
plants, leads the East-West Centre to doubt 
whether Miti's targets for nuclear energy 
will be met. 

Meanwhile, Japan’s anxiety to boost 
electricity generating capability has been 
heightened by a surge in demand during 
the summer by industry and domestic 
consumers. The utilities managed to cope 
but were operating with relatively tiny 
margins of surplus capacity. 

Industry is a voracious user of all forms 
of energy in Japan, compared with other 
countries. It accounts for 46% of total 
energy consumption against 33% on aver- 
age in other G-7 countries. Although some 
analysts have suggested that this will de- 
cline as Japan increasingly “exports” 
energy-intensive industries to neighbour- 
ing Asian countries, there are few examples 
of this so far. 

There appears to be a limit to how 
much further Japanese industry can go in 
energy conservation. According to Miti, 
Japan already leads the world in rationali- 

sation of energy use. The total primary 
energy requirement per unit of GDP in Ja- 
pan is 0.26 tonnes per thousand US dollars 
of GDP. The average elsewhere among the 
/G-7 is 0.39 tonnes. But household use of 
energy is expected to expand strongly. ш 
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Asian firms targeted in east German sell-off 


Slow off the mark 


By Shada Islam in Berlin 


nything that does not move in east- 
A ern Germany probably has a “for 
sale” or “sold” sign hanging from 
it. But the former communist sector's 
clear-out of state-owned enterprises has 
stirred only mild interest among Asian in- 
vestors. Japanese and South Korean com- 
panies, in particular, have contented 
themselves with window shopping and 
have kept the cheque books out of sight. 
Senior executives at the Treuhan- 
danstalt, the Berlin-based agency running 
the sell-off programme, are baffled that 
Asian companies are standing on the 
sidelines while a whole economy is virtu- 
ally up for grabs. To remedy this, officials 
are stepping up their campaign to match 


Treuhand 





Asian capital to some of the 7,000 firms 
still waiting for buyers. 

The Treuhand has sold almost 4,000 
firms in the 18 months since it took on the 
painful task of privatising eastern Germa- 
ny's erstwhile controlled economy. West 
German firms have accounted for most of 
the DM 14 billion (US$8.6 billion) in sales, 
and have promised further investments 
worth DM 852 billion. 

So far, only 176 deals, including prom- 
ised investments worth DM 6.5 billion, 
have been clinched with foreign investors, 
mainly from neighbouring European 
countries. Many foreign companies believe 
there is a two-track system in which non- 
German investors are left with a choice of 
the least-promising companies. 

The Treuhand's director for investor re- 
lations, Wolfgang Stamm, suggests that 
Asian investors could miss out on a unique 
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opportunity to set up house in one of Eu- 
rope's most central locations. 

But eastern Germany is àt a disadvan- 
tage in the stampede for overseas capital. 
Regional authorities in Spain, Portugal, 
Britain and even western Germany also 
offer inducements to attract outside inves- 
tors and all have more experience in deal- 
ing with foreign companies. 

^We're in the large EC market where 
every European country is competing for 
Japanese investments," says Takao Nigishi, 
the Dusseldorf-based director of the Japan- 
ese Electronic Industry Association. "To get 
into eastern Germany you require special 
information on factories . . . which we do 
not have." 

The Indonesian firm Perdana Jaya 
Nugrahn is the only Asian enterprise to 
make Treuhand's top 10 list of 
foreign buyers. It has promised to 
invest DM 250 million in a chemi- 
cal plant in Rodleben in Saxony. 
Other Asian buyers, with more 
modest investments, include 
Thakral Reality TTE from Singa- 
pore, which has taken over a fur- 
niture factory, and Abdullah Saly 
of Indonesia who has purchased 
sewing machines from a factory 
in Wittenberge for shipment back 
to Indonesia. 

The Truehand's new market- 
ing campaign is primarily focused 
on Japan and Asia's newly indus- 
trialised countries. An office was 
set up in Tokyo in October fol- 
lowing a visit to Japan by agency 
president Birgit Breuel. Officials 
will participate in textile fairs in Singapore 
and Hongkong, and a direct mailing cam- 
paign has been initiated to generate interest 
in eastern Germany's textile and machine- 
tool manufacturers. 

Although its privatisation drive has 
been under way for more than a year, the 
Treuhand stresses that Asians can still grab 
good bargains. "Asian investors should 
look at the medium technology sectors 
where the role of skilled workers is espe- 
cially crucial,” suggests one Treuhand of- 
ficial. Eastern Germany's many machine- 
tool firms and factories producing optical 
instruments offer attractive bargains, says 
the official. The agency would also wel- 
come South Korean investment in ship- 
building. 

Smaller, or less ambitious, Asian firms 
have the option of buying cheap 
secondhand equipment — from the textile 
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Asia. “East Germany’s intermediate tech- 
nology can be transferred easily to India or 
Pakistan,” says Norbert Bargmann, the 
Treuhand's business director for interna- 
tional relations. 

The Treuhand initially underestimated 
the importance of building better relations 
with potential overseas buyers. The agen- 
cy’s telephone operators did not speak 
English, for instance, its labyrinthine bu- 
reaucracy was daunting and obtaining in- 
formation was extremely difficult. 

Since then, an investor relations depart- 
ment has been set up to facilitate the 
Treuhand’s contacts with would-be buy- 
ers. Details of the enterprises for sale are 
available in the form of a voluminous cata- 
logue and, more significantly, on compu- 
ter discs. 

The agency denies that it deliberately 
neglected the Asian market, but admits 
that its information policy was weak. “That 
led to perceptions that we were a closed 
shop,” says one senior official. It also re- 
jects allegations that it has been reserving 
the most tempting prospects for west Ger- 
man companies. However, insiders agree 
that German companies have benefited 
from the natural advantages of proximity, 
a shared language and prior knowledge of 
east German markets. 

Under Birgit Breuel, whose predecessor 
Detlev Rohwedder was assassinated, 
Treuhand is more efficient than most for- 
eigners give it credit for. Its 3,000-strong 
staff, deals with up to 400 cases of privati- 
sation per month, and it hopes to have 
completed its programme by 1994. 

Breuel, a tough-talking member of the 
ruling Christian Democrat Party, told the 
REVIEW that the east German labour force 
is “well-trained and highly motivated." But 
though labour costs in the east are 50-60% 
lower than in the west, Bonn is committed 
to rapid wage equalisation. Wolfgang 
Scheremet of the independent Berlin-based 
German Institute for Economic Research 
warns: "The 50% increase in wages being 
planned by the government is not balanced 
by high productivity in east Germany." 
Scheremet says foreign investors should be 
prepared to invest in "new highly pro- 
ductive equipment to raise productivity." 

Treuhand's marketing pitch is bolstered 
by a range of government-endorsed sweet- 
eners, including investment allowances, 
grants, tax breaks and special depreciation 
deals which can cover up to 50% of the 
total investment. 

But its campaign to persuade Asian and 
other companies to invest in greenfield 
projects is making slow progress because 
of poor infrastructure. The agency shrugs 
off these complaints. Massive government 
investments in the latest communications 
technology means "in a few years [eastern 
Germany will] have the most modern fa- 
cilities in Europe," says Breuel. a 


Vietnam to exploit natural gas reserves 


‘Tapping the tiger 


By Murray Hiebert in Ho Chi Minh City - 


ietnam is preparing for the first 

V time to exploit its sizeable natural 

gas reserves in an attempt to over- 

come a critical energy shortage in the 

country's southern provinces. Roughly 2.5 

million m? of gas will be burned off this 

year from the White Tiger offshore oil field, 

because Vietnam currently has no way to 
bring the gas onshore. 

The first project includes the construc- 
tion of storage facilities and a 125-km un- 
derwater pipeline from White Tiger to the 
beach resort of Vung Tau, according to 
Nguyen Hung, an official of Vietgas, a state 
company established a year ago to develop 
the country's gas resources. An onshore 
pipeline will be run from Vung Tau to Ba 
Ria and Thu Duc, to serve two electricity- 
generating plants. 








Vietnam has had difficulty attracting 
credits or aid for desperately needed in- 
frastructure projects because of a US-led 
economic embargo. It will, therefore, fund 
the project with crude oil sales from White 
Tiger while seeking help from foreign 
companies to design and lay the pipeline. 
The project will cost about US$165 million, 
according to a Vietgas feasibility study 
concluded on 22 November. 

Foreign oil companies are also reluctant 
to invest in the project. "We still don't 
know enough about the size of the reserves 
or about the gas-oil ratio," one Western oil 
executive said. "There's also the problem 
of the supplier. Vietsovpetro is an oil pro- 
ducer, so why should they maximise their 
gas production?" He was referring to the 
Soviet-Vietnamese joint venture which is 
pumping crude oil from White Tiger. 

Vietgas estimates that White Tiger has 
gas reserves of roughly 30 billion m°, while 
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Dragon and Big Bear oil fields are believed 
to have another 66 billion m? of gas. The 
latter two are currently being developed 
by Vietsovpetro and are expected to begin 
producing oil in 1992 and 1994, respec- 
tively. 

Quantities of pipe earlier purchased 
from Spain to bring oil to the mainland 
have now been committed for the gas 
pipeline. Work on the project is due to be- 
gin early next year and to be completed by 
mid-1993, Hung said. The Petroleum Au- 
thority of Thailand (РТТ), two French com- 
panies and an Australian firm have ex- 
pressed interest in laying the pipeline. 

Power Company Number Two, which 
supplies electricity to South Vietnam, is 
preparing to install gas turbines to produce 
230 MW of power in Ba Ria and 165 MW 
in Thu Duc in 1993, using gas from White 
Tiger, according to company officials. 
Soaring electricity demands in the coun- 
try's southern provinces have caused size- 
able power shortages, particularly in the 
dry season when water levels are low in 
the reservoir which supplies the Soviet- 
built Tri An hydropower station. 

A second project under consideration is 
the construction of a liquefied petroleum 
gas (LPG) plant with a capacity of 1-1.5 
billion m? a year, 90% of which would be 
exported. Hung said Vietgas plans to 
complete its LPG plant feasibility study in 
December, after which it will begin looking 
for foreign investors to build the factory, 
estimated to cost US$150-200 million. 
Thailand's prt and Mitsui & Co. of Japan 
have already begun discussions with Ha- 
noi on construction of the plant. 

At a third stage, after Dragon and Big 
Bear begin producing oil, Vietgas plans to 
link these two oil fields to the mainland via 
White Tiger. The Ministry of Heavy In- 
dustry is conducting a feasibility study to 
build a fertiliser plant with a capacity of 
1,750 tonnes a day in 1995, using gas from 
Dragon and Big Bear. 

Thailand, where natural gas production 
is decreasing, has been trying to persuade 
Hanoi in recent months to allow PTT to 
build a pipeline to move Vietnamese gas 
directly to an existing Thai pipeline in the 
Gulf of Thailand. But Vietnam has been 
holding off the Thais until it can assess its 
own domestic needs or new gas fields are 
discovered. But Vietnamese officials say 
they are ready to discuss the joint explo- 
ration and exploitation of potential gas re- 
serves in 6,000 km? of overlapping areas 
between Vietnam and Thailand. 
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DOESN’T THAT SOUND LIKE THE BANKER 


YOU’VE ALWAYS BEEN LOOKING FOR? 


The merger between ABN Bank and Amro Bank 
has given the financial world a new Dutch bank. A bank 
that answers to the name ABN AMRO Bank. 

A bank which, thanks to its 167 year history, can 
pride itself on having a rock-solid financial base. Making 
us a very attractive financial partner, not just in Holland 
but particularly worldwide. 

To quote a few figures, the ABN AMRO Bank has 
US$ 232.7 billion in assets and US$ 8.5 billion in share- 
holders’ equity. Which makes us one of the world’s top 
20 banks. 

Moreover, the merger has given us one of the most 
extensive networks in the world, with more than 1850 
branches in 52 countries. This provides you with world- 
wide access to people who combine banking know-how 
with an understanding of all the aspects that can be 
important to you locally. 

At the ABN AMRO Bank you'll meet people who 


fully realize that business revolves around more than 
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money alone. People who know what banking is about, 
and who will also help you with new ideas, optimum 
service and sophisticated products. 

That's what makes the ABN AMRO Bank, literal- 
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quite simply, the best bank. Not by looking for short 
term success, but by creating the new standard in 
banking. So that we can help our clients improve all 
aspects of their business. 

Naturally you can also talk to the people at the 
ABN AMRO Bank about money. But what we'll talk to 
you about in particular is what money can do for you. 
Because this can represent the beginning of a successful 


relationship, which will hopefully last for many years. 
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Japan's pill makers forced to innovate to survive 


Drug barons' turf war 





By Bob Johnstone in Tokyo 
P harmaceuticals is one of the world's 





largest industries with annual sales 

of US$140 billion, and Japan has 

the world's second-largest drug market. 

Yet compared with the Japanese giants 

which dominate the car and electronics in- 

dustries, the country's pharmaceutical 

companies are pigmies. Takeda, Japan's 

largest drug firm, ranks only 11th in 
worldwide sales. 

Mollycoddled during their formative 

_ years, Japan's pharmaceutical firms had 

little incentive to develop and export inno- 

vative products. Now, they are belatedly 

having to learn how to innovate and how 

` to sell overseas. Competition in the Japan- 

ese market is already fierce. It will get 

tougher as outsiders attempt to muscle 

their way in. 

Government policy is forcing the firms 
to come up with new drugs. The Ministry 
of Health and Welfare, which sets drug 
prices, compares a new product with exist- 
ing ones. The more innovative the drug, 
the higher the price it awards. The idea is 
that the system should encourage compa- 
nies to improve the quality of their pro- 
ducts. It thus favours firms that do more 
research and development. 

With 450 Japanese drugs firms, many 
are too small to undertake much research. 
But the research is what makes the differ- 
ence between a lot of profit and a little. A 
comparison of the profitability of Japan's 
top 10 drug makers, which account for 37% 
of the market, shows what a difference in- 
novations can make. 


In the six months to September 1991, 
Yamanouchi (by then the fourth-largest 
drugs firm) and Shionogi (the fifth) each 
sold just over ¥110 billion (US$84 mil- 
lion). But Yamanouchi, 70% of whose 
products are developed in-house, made 
¥82 billion in recurring profits. Shionogi, 
whose products are mostly licensed from 
other companies, made just ¥10 billion in 
profit. 

During the same period, recurring 
profits of second-ranked Sankyo shot up 
by almost 50% to ¥28 billion. The reason 
was that the company’s innovative anti- 
cholesterol drug, Mevalotin, had won a 
high reimbursement price from the Minis- 
try of Health. 

But the ministry cuts the price of all 
drugs every two years and this forces 
companies to keep coming up with new 
drugs. The result is to focus the industry’s 
limited R&D resources on making marginal 
improvements rather than truly innovative 
products. 

Japanese companies produce more new 
drugs than their counterparts elsewhere, 
but the overwhelming majority of them are 
derivative. A recent French study showed 
that Japanese companies accounted for 
21% of all new drugs introduced between 
1975 and 1989, but just 5% of innovative 
drugs marketed globally during the same 
period. 

In antibiotics, the most competitive 
sector of the market, sales peak within 
three years of a product's launch. And the 
product cycle for such drugs in Japan is 
much shorter than elsewhere. The makers 
themselves dislike the relentless pressure 


FAR EASTERN ECONOMIC REVIEW 


to come up with new drugs. "It's a vicious 
circle,” complains Yohichi Miura, director 
of international business development at 
Sankyo. 

As product life cycles become shorter, 
the only way to compensate for the price 
cuts is with the next new drug. “It’s like 
sinking in quicksand,” Miura says. 

In May, in response to discontent in 
the drug industry, the ministry revised 
its drug-reimbursement policy. It now 
allows a price premium of up to 20% 
for innovative drugs. The makers concede 
that the revision is a step in the right 
direction, but they also maintain that 
further improvements are necessary. For 
one thing, the ministry has yet to make 
clear what it means by an “innovative” 
drug. 

For its part, the government knows that 
it has to encourage the drug companies to 
increase R&D spending. The Japanese 
pharmaceutical industry average is 7.5% of 
sales. That is low by comparison with the 
16-17% that the foreign multinationals 
typically spend on drug research. 

At the same time, the need to control 
prices persists. Indeed, as Japan's popula- 
tion ages rapidly, it is becoming more ur- 
gent. Drug sales in Japan now exceed ¥6 
trillion and demand continues to grow by 
6-7% a year. 

If the pharmaceutical industry had been 
under the care of the Ministry of Interna- 
tional Trade and Industry, Japanese drugs 
firms might have become world beaters 
like Toyota and Toshiba. Instead, they are 
nurtured and regulated by the Ministry of 
Health, whose goal has been to ensure that 
Japanese people receive the best possible 
medical treatment. It administers a national 
health insurance scheme, which pays for 
almost all the drugs that Japanese people 
consume. 

Since the ministry also fixes drug prices, 
it was in a position to nurture the phar- 
maceutical companies by allowing them 
generous margins on their products. But 
officials have done nothing specific to en- 
courage exports. Japanese drug makers sell 
abroad 6% of production. Overseas sales of 
their main US and European counterparts, 
by contrast, account for at least half of their 
output. 

When Japan boomed in the 1960s and 
early 1970s, its pharmaceutical firms did 
not have to bother about overseas markets. 
At the same time, the Japanese Govern- 
ment's overall policy of protectionism kept 
the multinational drug companies at bay, 
forcing them to license their products to 
local firms. 

Japanese patent law at the time gave 
protection only to processes, not to pro- 
ducts. Japanese drug makers that were able 
to come up with an alternative method of 
making a particular drug could thus mar- 
ket it locally with impunity. With licences 
easy to obtain and legal immunity for 
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copying, it is hardly surprising that 
during this period Japanese drug makers 
failed to develop innovative products of 
their own. 

Competition began to heat up about 15 
years ago. In 1976, Japanese patent law was 
revised to give protection to products 
rather than processes. In addition, during 
the latter half of the 1970s, protectionist 
barriers against direct foreign investment 
were dismantled. Big overseas multina- 
tionals and local manufacturers have been 
muscling in on the drug firms’ turf. Under 
threat from within and without, Japan's 
drug companies complain bitterly that the 
Health Ministry is not doing enough to 
support them. 

The ministry does not call all the 
shots, however. Hospitals and doctors 
are crucial, too. They have helped Japa- 
nese pharmaceutical companies to grow by 
prescribing copious amounts of drugs in 
general and antibiotics in particular. The 
largest market, the US, accounts for 30%. 
Japan, with nearly half the US population, 
accounts for nearly 20% of the world drug 
market. 

The main reason for this prodigious 
consumption is economic: the prescribers 
derive much of their income from 
dispensing. The Health Ministry sets drug 
prices, while the makers sell their pro- 
ducts to hospitals and doctors at a 
discount. The more competitive the cat- 
egory, the deeper the discount. The medi- 
cal men then claim back the full amount 
and pocket the difference. On average, this 
is about 209; of the government's reim- 
bursement price. 

In addition to encouraging over- 
prescription, this regime inevitably skews 
demand in favour of more expensive 
medicines. *“It's not normal economics," 
comments Baring Securities analyst Philip 
Hall 


The Health Ministry has been trying to 

_ Separate prescribing and dispensing for the 

past 35 years. But these efforts have been 
blocked by opposition from doctors in the 
Japan Medical Association, a significant 
contributor to the ruling Liberal Demo- 
cratic Party. 

It was the Ministry of Finance which 
finally said enough was enough. Con- 
cerned that medical costs were spiralling 
out of control, the ministry insisted on 
sharp cuts in drug-reimbursement prices. 
During the 1980s, the government slashed 
drug prices by a cumulative average of 
61%. The immediate result was a decline 
in drug production. 

The reduction in profits at home made 
sales abroad more attractive. Thus, ironi- 
cally, as Harvard University's Michael 
Reich has pointed out, "the major govern- 
ment policy to promote pharmaceutical 
exports is the policy that has hurt the in- 
dustry the most." Are Japan's drug com- 
panies up to the challenge? ш 
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Weak basic research handicaps Japanese firms 


Hitting for home 


eed Maurer, the representative in 
R Japan for the American Pharma- 

ceutical Manufacturers Association 
(APMA), compares new drugs to baseball 
scores. Some drugs are singles — minor 
modifications to existing products. Others 
are home runs — drugs that make a major 
contribution to the way a disease is treated. 

In the past few years, Japanese drug 
companies have shown that they can hit 
singles. Now they need to prove that they 
can also hit home runs. 

Japan's pharmaceutical 
firms have been handi- 
capped by the nation's weak 
research infrastructure. Ja- 
panese universities are not 
known for the excellence of 
their physiology and phar- 
macology departments. In 
addition, a lax approval sys- 
tem in the past allowed 
drugs of questionable effi- 
cacy onto the market. 

The best-known example 
was Krestin, a mushroom 
extract used in cancer 
therapy, marketed by 
Sankyo. In the mid-1980s, 
Krestin was the best-selling 
drug in Japan with annual 
sales of almost US$300 mil- 
lion. But its success owed 
more to cultural and eco- 
nomic factors than to thera- 
peutic values. Repeated sur- 
veys have demonstrated that 
Japanese cancer patients 
would prefer not to know 
that they have the disease. 
Conventional Western anti- 
cancer chemotherapy has 
unmistakable side-effects 
such as hair loss. Hence 
Krestin’s appeal: patients re- 
mained ignorant of their 
condition, while hospitals 
and doctors pocketed the proceeds. 

In addition to anti-cancer agents, an- 
other best-selling category was “cerebral- 
function enhancers.” Used in the treatment 
of Alzheimer’s disease and senile demen- 
tia, these drugs improve the flow of blood 
to the brain. 

But their efficacy has never been dem- 
onstrated, and as a result these drugs have 
never been — could never be, some say — 
marketed in the West. Obviously, such 
drugs are no use for an export-oriented 
strategy. In the late 1980s, Japanese drug 
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approval procedures were tightened up to 
meet international standards. It is unlikely 
that a Krestin could win approval in Japan 
today. 

A Health Ministry policy that puts a 
premium on innovative drugs is bearing 
fruit: a new crop of home-grown products 
is emerging from the laboratories of Japan- 
ese drug firms. Yamanouchi’s anti-ulcer 
drug, Gaster, and Tanabe's Diltiazen, 
which is used in treating high blood pres- 
sure, are two examples of drugs developed 
in Japan that are big hits in 


The top 25 in Japan ў export markets. 
xS 5 & 


Sankyo's cholesterol-low- 
ering drug Mevalotin (li- 
censed to Bristol-Myers- 
Squibb everywhere outside 
Asia) is already bringing in 
revenues of ¥4.5 billion 
(US$35 million) a month. By 
the end of the year, the drug 
should be launched in the US, 
where annual sales of US$1 
billion have been forecast. 

Most ambitious of all is 
Fujisawa’s FK506, an im- 
muno-suppressant currently 
undergoing clinical trials in 
both Britain and the US. This 
drug is used in connection 
with transplant operations. 
Since Japan performs very 
few transplants, export mar- 
kets are obviously the prime 
target, a first for a Japanese 
pharmaceutical company. 

Although these new drugs 
are undoubtedly good, they 
are nonetheless second- or 
third-generation replacement 
products. Singles, in other 
words; not home runs. 

The incentive to do better 
is there, though. One block- 
buster drug can catapult a 
company into the major 
league. So, probably, is the ability. “Japan- 
ese companies have the potential to be- 
come leaders if they can innovate,” says 
Motoyuki Fujii, director of advanced phar- 
maceutical research and technology at the 
Ministry of Health. 

Serendipity is the secret of much of the 
drug industry’s success. Good manage- 
ment of R&D resources is important, it must 
be said, but a company’s scientists also 
need luck as they screen their way labori- 
ously through thousands of compounds. 

The most serious obstacle to hitting 
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A REVEALING LOOK AT OUR DESIGN PHILOSOPHY. 


A car, we believe, should move you as much emotionally as it does physically. This simple premise 
is what the engineers at Toyota use to produce one of the most acclaimed and respected marques in 
the world. And they achieve it by approaching every design as an integrated unit. In fact, whenever 
possible we let the features of a car refine and develop each other. An unprecedented idea, maybe. 

. ор 7__ But its the perfect example of the innovative 
new thinking that's driving today's Toyota. And it 
shows how, from the quality of our products to our 
consistently progressive attitude as a corporation, 


Toyota is setting the future in motion. 
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It was sleek and dark. And streamlined It 15 being designed entirely on computer. 
beyond belief. The Boeing Monomail has been With direction from the world’s leading airlines. It 
called the first modern air transport. is being built by people who live aerody- 
Its design, revolutionary. All-metal 


namics and breathe payloads. Systems 


construction. A single, cantilevered will be unsurpassed, testing unmatched. 





lower wing. Retractable landing gear. An en- Airlines will have more seating options than ever 
closed engine. Gone was the notion that only before. And passengers more head room and com- 
brute power could increase an airplane’s perform- fort than ever imagined. Simply put, the Boeing 
ance. Aerodynamic design had come of age. 777 will be the most advanced jetliner ever made. 
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Export or wither 


To bring a new drug to market takes 10 
years and costs up to ¥15 billion. Even 
the Japanese market is not large enough 
to ensure a firm makes a satisfactory re- 
turn on this scale of investment. 

Japanese pharmaceutical companies 
know that if they are to compete with 
foreign multinationals, they must be able 
to get their products approved and 
marketed worldwide. As yet, not a single 
Japanese drug firm can do that. 

Licensing their products to other 
firms for overseas sales is a good start, 
but it is not sufficient. To see why, take 
the case of Yamanouchi Pharmaceutical, 
now Japan's fourth-largest drug maker 
(third largest, if only drug sales are 
counted). 

The company's anti-ulcer drug Gaster 
is sold in over 100 countries. In the US 
and European markets it has reportedly 
won shares of 10-20%. But lacking its 
own overseas sales network, Yamanou- 
chi was forced to license Gaster to the 


home runs is Japan's weakness in basic sci- 
ence. When it comes to research, Japanese 
universities are no match for their better 
funded counterparts in the West. There is 
also a much wider gap between Japanese 
universities and industry, especially in 
comparison with the US, where it is not 
uncommon for entrepreneurs to be a pro- 
fessor one day and a chief executive the 
next. 

Happily for Japanese companies, how- 
ever, they do have the opportunity to tap 
into this research base. Several Japanese 
drug firms are funding research by scien- 
tists at US universities. Many have tied up 
with US biotechnology start-ups. 

What they are after is ideas. “The Ja- 
panese look to US companies to elucidate 
the molecular underpinnings of specific 
diseases," says Susan Clymer of San Fran- 
cisco-based consultancy NichiBei Bio, 
"then they can use their chemical and ap- 
plied biological resources to come up with 
a drug." 

"There's incredible synergy," says the 
APMA's Maurer. "In the US, guys have the 
ideas, but they don't have the development 
skills. They need chemists to grind out 
product candidates for them." The combi- 
nation of US research plus Japanese de- 
velopment sounds familiar from the ex- 
perience of other industries. It could well 
represent the Japanese drug industry's 
best shot at hitting home runs. 

п Bob Johnstone 


” 
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US company, Merck. 

Yamanouchi earns ¥15 billion a year 
from the licence, but it believes that 
Gaster would bring in ¥80 billion a year 
if it had its own overseas networks to 
sell it through. The company has there- 
fore embarked on a 30-year plan to es- 
tablish research, production and sales 
facilities in all three of the world’s major 
markets. 

Yamanouchi’s first step was to esta- 
blish in 1988 a factory in Dublin, Ireland, 
to serve as a production base for bulk 
exports of Gaster. Then last year, the 
company set up a laboratory in the 
British city of Oxford and hired 25 scien- 
tists. 

Having organised production and 
research, Yamanouchi's third step was 
the purchase last February of the 900- 
strong pharmaceuticals division of a 
Dutch company. The acquisition brings 
the Japanese firm a European marketing 
network with bases in eight countries. 


INDUSTRY 4 


Immune 
deficiency 


apan's beleaguered drug companies 

face challenges on two fronts. One is 
J from foreign multinationals seeking to 
increase their share of an invitingly large 
and essentially open market. The other is 
from domestic firms in mature industries 
like beverages, textiles and steel which are 
seeking to diversify into areas with high 
value-added. 

Of the nine Japanese firms among the 
world’s top 50 R&D pharmaceutical com- 
panies for 1990 listed by Scrip's, an indus- 
try newsletter, four of the Japanese are 
relative newcomers to the drug industry 
(textile maker Teijin, chemical producer 
Kyowa Hakko, Mitsubishi Chemical and a 
member of the Sumitomo group). 

Among both foreign and domestic in- 
terlopers, the challengers are typically 
much larger than the traditional Japanese 
drug houses. They also have deep pockets 
and are hungry to get in the door. 

Companies like Glaxo, Bayer and 
Sandoz used to license their products for 
sale in Japan through the networks of Ja- 
panese companies. Now, such firms are 
going it alone. Last year, for instance, Bayer 
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In the US, Yamanouchi's main thrust 
has been the 1988 acquisition of a 
company called Shaklee. Although the 
American firm's specialty is health 
foods rather than drugs, the sub- 
sidiary nonetheless offers its new par- 
ent US-based production facilities, man- 
agement skills and a distribution set- 
up. 
By the mid-1990s, Yamanouchi hopes 
to have a full US drug-sales network in 
place. Exports already account for 15% 
of the company's total sales, more than 
twice the average in the Japanese phar- 
maceutical industry. The target is 30% 
by the year 2010. 

Yamanouchi sees Asia as a big mar- 
ket in the future. For now, however, 
Asian markets are still much smaller 
than US and European ones. In some 
Asian countries, the problem of patent 
protection also makes it difficult for drug 
companies to do business, as it was in 
Japan until the late 1970s. 

Several other top Japanese drug mak- 
ers are attempting to follow Yamanou- 
chi's example, though they remain the 
exception. Most notable among them are 
Fujisawa, Takeda and Eisei. 

п Bob Johnstone 


severed longstanding distribution ties with 
Takeda. The resultant loss of revenue 
helped to demote the Japanese firm from 
seventh to 11th in world-industry rankings, 
The trend towards self-reliance spells big 
trouble for companies like third-ranked 
Shionogi, whose profits depend heavily on 
their sales networks. 

Japan's drug-approval procedures are 
being brought into line with international 
standards. At the same time, while the 
Japanese diet becomes increasingly West- 
ernised, so disease patterns come to re- 
semble those of Western countries. Heart 
drugs have recently replaced antibiotics 
as the leading category in terms of sales 


A growing drugs market 
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value. As the Japanese market loses its 
distinctive character, so the multinationals 
are finding it increasingly easy to do busi- 
ness there. 

Drugs produced locally by foreign mul- 
tinationals already account for around 20% 
of the Japanese market. That share will 
grow as the multinationals widen their 
presence. Some, like Monsanto subsidiary 
Searle, will do this by buying into Japanese 
firms. 


Other drug makers have opted for or- 
ganic growth. British-based Glaxo, ranked 
No. 2 in the world, formerly depended on 
Japanese firms like Sankyo and Eisei to 
help it adapt drugs for the local market. In 
September, the company opened an R&D 
facility employing 150 researchers in 
Tsukuba whose principal object is to 
eliminate that dependence. 

Many of the local newcomers pushing 
their way into the Japanese pharmaceuti- 
cals market also dwarf the incumbents. Ja- 
pan Tobacco, for instance, wants to move 
from biotechnology into pharmaceuticals. 
It had 1989 sales four times greater than 
those of market leader Takeda, and nine 
times larger than those of Sankyo, the 
No. 2 company. For companies such as Ja- 
pan Tobacco, a small percentage of sales 
can buy lot of research. 

Kirin Brewery, Japan's largest beer 
maker, has built a pharmaceutical division 
employing almost 500 people within 10 
years. Kirin has pursued a product-based 
. Strategy, identifying a niche in the drug 
market and developing a product to fill it. 
The company’s first attempt is EPO, a drug 
which stimulates the production of red 
blood cells and is used to treat anaemia. 

Kirin produces EPO in a joint venture 
with Amgen, a small US biotechnology 
company. Its chief rival is another Japan- 
ese-US combination, Chugai and Gene- 
tics Institute (GI). In the Japanese market, 
the Chugai-GI version of EPO has a slight 
lead. But in the US, a stunning patent deci- 
sion against Chugai-GI has left Kirin- 

Amgen in sole possession of the market. 

. . Launched last year, ЕРО is already a 
big success. Worldwide sales of the drug 
this year are expected to top US$1 billion. 
Kirin currently markets EPO in Japan 
through a tie-up with Sankyo. But the 
company has already hired 40 of its own 
sales representatives, according to Kirin 
pharmaceuticals division vice-president 
Koichiro Aramaki. The goal is complete 
marketing independence by the turn of the 
century. 

Not all the newcomers have been as 
successful as Kirin. In October, Osaka- 
based textile maker Toyobo lost a four-year 
legal battle against leading US bio- 
technology firm Genentech over Japanese 
production and marketing rights to a drug 
called TPA. The decision effectively ends 
Toyobo's dreams of becoming a drug 
maker. = Bob Johnstone 
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Australian mining firms target Asia 


Strength in diversity 


By Alan Deans in Sydney 


t has been a heady few months for the 
Г“ operations of Australia’s 

biggest mining house, CRA. Its Kelian 
gold project in the heart of Kalimantan, 
Borneo, has been gearing up for full pro- 
duction from December — just as its 
Kaltim Prima coal mine, on the east coast, 
is coming up to speed after three years of 
trial operations. 

The two projects are remarkable for 
their feats of engineering in Borneo’s rug- 
ged terrain. But they share a wider signifi- 
cance as Australia’s mining companies in- 
creasingly turn their attention to Asia. 

A similar push in the 1980s was led by 
small, speculative outfits who were not al- 
ways welcome. Today’s drive, however, 
involves some of Australia’s leading com- 
panies, whose interest reflects global com- 
petitive pressures and constraints on min- 
ing operations at home. 

Like CRA, the mining division of Broken 
Hill Proprietary Co. (BHP) is excavating coal 
in Kalimantan. Both companies have 
boosted their Asian exploration budgets in 
recent years and are prospecting for min- 
erals as far afield as the Soviet Far East. 
Indonesia is also a focus for Newcrest 
Mining, formed this year from the merger 
of Newmont and BHP Gold Mines. 


Mines in Kalimantan i 


South China Sea 
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Kelian, accessible only by river or by 
helicopter, is a US$200 million investmen 
by CRA and its joint partner, PT Buana Jayi 
Raya. The mine is expected to product 
264,000 ounces of gold a year, which wil 
make it Indonesia’s largest gold project. 

Kaltim Prima, a US$500 million deve 
lopment with oil giant BP, is Indonesia’: 
biggest open-cast coal pit. It will produc 
steaming coal for export and has already 
sold its trial production to Hongkong, Ja 
pan, Taiwan and Europe. Output reachec 
600,000 tonnes in 1990 and is due to leap tc 
5 million tonnes next year, with an even 
tual target of 7 million tonnes annually. 

The increasing attention to Asia by CRA 
and other Australian miners stems from 
several factors. Besides the need to stay one 
step ahead of rivals in finding new re- 
serves, there is growing frustration with 
business conditions in Australia. Mining 
chiefs have complained of rising labour 
costs, restrictive work practices, govern- 
ment indecision and increasingly vocife- 
rous environmental and Aboriginal lobbies 
that have turned large tracts of land into 
virtual “no-go” areas for miners. 

“We get tied up in green, red and black 
tape,” says Leigh Clifford, head of CRA’s 
energy operations. He contrasts the diffi- 
culties in Australia with the relative ease of 
operation in Indonesia. Kaltim Prima, he 
says, was developed in only 
33 months — despite the 
need to build two towns, a 
power station, airstrip, hospi- 
tal and offshore loading fa- 
cilities. 

“We have to go where we 
can get access, and also 
where the legislative envi- 
ronment means we can have 
confidence that successful ex- 
ploitation will be possible,” 
Clifford adds. “The Indone- 
sians have never moved the 
goalposts, which is impor- 
tant.” 

Some of the sharpest 
words on the subject were 
uttered earlier this year by 
CRA managing director and 
chief executive John Ralph, 
who complained of poten- 
tially ruinous delays and ad 
hoe decisions in Australia. 
“Sovereign risk used to be a 
term applied to Third World 
countries . . . it is now begin- 
ning to apply in Australia,” 
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Top Multinational Companies are 
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- he wrote in a CRA house journal. FINANCE 


Despite such criticisms, the Australian 
. Government has yet to act on promises to 
create better terms for resource projects, 
- which are typically big investments with 
- heavy risks and long lead times. 
| Against this background, CRA, BHP and 
.. Others have stepped up their exploration 
. efforts in Asia. In terms of physical and 
financial assets deployed, CRA's exposure 
to Asia has more than doubled in the past 
two years, from 2.5% of total assets in 1989 
to an expected 6%, or A$410 million 
(US$322 million), by the end of 1991. Be- 
sides Indonesia, CRA is also prospecting in 
the Philippines, Thailand and the Soviet 
Far East. 

BHP Minerals expects to spend A$2.5 
million, or 17% of its regional exploration 
budget, in Asia in the year ending next 
May, compared with 1096 in fiscal 1991. 
These figures exclude Japan and Indonesia, 
for which budgets are determined by San 

_ Francisco-based BHP-Utah. 

... The company recently signed an agree- 
. ment to explore for base metals in 
.. Sichuan, China, and hopes to win contracts 
. from Vietnam to mine anthracite from two 
. deposits east of Hanoi. Other areas on its 

exploration list include the Soviet Far East, 

Mongolia, Laos, Sabah, India and Pakistan. 

In Indonesia, BHP has developed two 
coal mines at Senakin and Satui, South 
Kalimantan, and has other nearby projects 

. at various stages of development. Senakin 
and Satui, run by PT Arutmin, a joint 
venture with Indonesia's Bakrie group, 
currently produce around 2 million tonnes 
a year. With BHP's wholly owned PT Utah 
Indonesia, at Petangis, output will rise to 7 
million tonnes by the end of the decade. 

Besides offering lower costs and fewer 

_ obstacles, Southeast Asia also has the ad- 
vantage of being closer to Australia's ex- 
port markets. In perhaps a warning for 
Australian mine workers and the govern- 
ment, CRA earlier this year diverted to In- 
donesia a coal export order that originally 
was due to be fulfilled in Queensland. 

The pretext for the switch was a delay 
in developing the Australian mine. But, 
amid considerable domestic controversy, it 
underlined the strengths of the company’s 
new strategy. The coal, bound for Japan, 

_ was shipped from Kaltim Prima, which 

- boasts a deep-water anchorage close to 

. major shipping channels. 

CRA'S total offshore coal production is 
now 5 million tonnes a year, lessening its 
dependence on the 16 million tonnes 
available from its four Australian opera- 
tions. 

Meanwhile, Kelian, though of modest 
size, will put CRA back into contention as a 
gold producer. The company has produced 
little gold since a secessionist rebellion 
forced the closure of its Bougainville gold 
and copper mine in Papua New Guinea in 
1989. ш 


Taiwan market reforms make patchy progress 


Creaking open 


By Julian Baum in Taipei 


aiwan’s latest round of financial lib- 

{ eralisation got off to а good start in 

November. Bidding was brisk at the 

island's first auction of government bonds. 

The overall reform programme, however, 
is getting mixed reviews. 

For one thing, there are so many pro- 
posals under discussion that many people 
are having difficulty keeping up. The 
bond-market reforms follow an opening- 
up of the banking sector. And a host of 
measures to promote competition in fi- 
nancial markets and allow more foreign 
participation is expected next year. 

Critics say the changes are being driven 
more by necessity than by design and are 
being applied with little policy coordina- 
tion, which could hurt the economy. 
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Progress has been slow and halting. 
This year’s expansion of the commercial 
banking sector — by the granting of 15 
new banking licences — came at least a 
year later than expected. Other measures, 
such as the opening of Taipei's bourse to 
foreign investors and the launch of a for- 
ward foreign-exchange market, have been 
blunted by restrictive regulations. 

On a more positive note, some finance- 
industry executives say that loosening the 
rules will become easier after the end of 
this year, when many senior parliamen- 
tarians are due to retire. Removal of these 
legislators — part of the reactionary old 
guard of the ruling Kuomintang (KMT) — 
is expected to clear one obstacle to reform. 

There is also a more positive feeling to- 
wards the reform process itself, partly as a 
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result of a series of “brainstorming” con- 
ferences organised recently by the govern- 
ment. Supporters of liberalisation have 
taken comfort from the fact that the au- 
thorities are considering such a wide range 
of reforms, even if there are criticisms 
about their implementation. 

Taipei's overall aim is to drag Taiwan's 
antiquated financial system into the 1990s. 
It also needs to mop up the vast liquid 
funds generated by successive years of 
large current-account surpluses. 

Until a government crackdown 18 
months ago, much of these funds sat in 
“underground” investment houses — an 
extensive illegal financial system — or 
fuelled the then-rampant Taipei stock- 
market. 

By closing down the underground sec- 
tor and expanding commercial banking, 
the government has revamped the short- 
term capital market. Its bond-market re- 
forms show that it is now turning its at- 
tention to long-term capital. This should 
provide the government with new tools for 
monetary control. 

More immediately, however, the need 
is to create more efficient mechanisms by 
which to finance the government's huge 
spending plans. It has budgeted for infra- 
structure outlays of more than NT$8.2 tril- 
lion (US$317 billion) over 1991-96. 

November's bond sale was a step in this 
direction. The auction (of NT$24.5 billion 
in government scrip) replaced a system of 
private placement among state-owned 
banks. For the first time, securities compa- 
nies were allowed to act as primary deal- 
ers; in several instances, they beat the 
banks during the bidding. 

The increased supply of bonds will 
eventually expand Taiwan’s small second- 
ary bond market, whose turnover has been 
low. Most bonds have been held by banks 
as reserves. Moreover, Taiwanese investors 
have grown used to betting on big gains in 
a roller-coaster share market and may take 
time to embrace long-term, less volatile in- 
vestments like bonds. 

The Central Bank of China (CBC) is 
nevertheless planning to issue a total of 
NT$300 billion in bonds by next July. Be- 
tween now and the middle of the decade, 
its issues could amount to as much as 
NT$4 trillion. The market also received a 
symbolic boost in November from the 
Asian Development Bank's debut in Taipei 
with a US$100 million issue of "Dragon" 
bonds. 

The CBC welcomed the issue as a sign of 
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its commitment to internationalisation. But 
it has yet to advance very far down that 
road. Foreign investors are excluded from 
e primary bond market, while their ac- 
tivity in the retail market is restricted by 
Taiwan's foreign-exchange rules. Opening 
the bond market to foreigners is, however, 
under discussion. 

November's switch to an auction sys- 
tem has meanwhile highlighted deficien- 
cies in the clearing and settlements process, 
/ as well as loopholes in tax collection. A 
computerised trading system has been 
. ` proposed to speed up transactions. 
Among other measures recently ap- 
t. proved or under consideration by Finance 
Minister Wang Chien-shien are: 
>» Expanding the foreign-exchange futures 
market. The CBC launched a forward cur- 
t) rency market оп 1 November that is al- 

* ready creating demands for freer trading 
and more players. Currently, the market is 
limited to trading companies, who must 
... deposit 7% of the transaction amount in a 
г margin account. Bankers say these restric- 
tions have kept volume low and limited 
the benefits to a handful of firms. The min- 
istry is considering eliminating the cash- 
deposit rule and opening the market to 
portfolio investors, including foreign bro- 
kerages investing in Taiwan. 

'» Widening the investment-trust sector. 
‘The government has invited applications 
for new unit-trust licences, to be issued in 
early 1993. Currently, only four companies 
are licensed; each offers an offshore coun- 
try fund as well as domestic trust. A dozen 
large brokerage houses and business 
groups have indicated they are interested 
in the new permits. The government is also 
pushing the existing trust firms to open 
domestic-bond funds. 

" Refining rules for foreign investors in 
aiwan's equity and money markets. Al- 
ough 16 institutions had received ap- 
rovals by the end of November to bring 
in a total of US$618 million, only US$405 
million had actually been transferred. 
Many applicants who failed to raise invest- 
ent capital within prescribed time limits 
ave had to forfeit their authorisations. 

" Introducing a depository receipts sys- 
m. This would enable leading Taiwan 
mpanies to raise capital on major world 
larkets, and offer foreign companies а 
secondary listing in Taiwan. Although this 
is not expected to bring a major expansion 
in equities trading, it would lend credibi- 
lity to the government's efforts to interna- 
tionalise the Taiwan market. 
Meanwhile, under pressure to get a 
sluggish equities market moving again, 
some legislators have called for changes in 
stock trading. These include cutting the 
transaction tax from 0.6% to 0.3%, lifting a 
ban on same-day buying and selling, and 
-extending the Taipei market's trading ses- 
Sion into the afternoon. 

-. Financial observers who attended the 




















































November conference say that, in general, 
the Finance Ministry and the CBC want 
to curb speculative activity and channel 
as much liquidity as possible into longer- 
term instruments. Proposals for commodi- 
ties and stock-index futures, for example, 
appear to have been put on the back 
burner. 

The authorities are supported by a vocal 
lobby for anything that would breathe life 
into the equities market, ease foreign- 
exchange restrictions, and expand the 
range of short-term investments. But there 
is little domestic pressure to open the eq- 
uity and bond markets to wider foreign 
participation (though Taiwan has often 
trumpeted an ambition to become an Asian 
finance centre to rival Hongkong and Sin- 
gapore). 

Other conservative forces — even 
within the CBC itself — are also slowing the 
pace of reform. Although Taiwan needs 
rapidly to liberalise and expand its foreign- 
exchange markets, the CBC is reluctant to 
do so, according to one senior banker. "The 
central bank is worried that if the New 
Taiwan dollar were internationalised, 
monetary management would be very 
difficult," says Liang Kuo-shu, chairman of 
Bank of Communications, a state-owned 
development bank. 

At the same time, the sheer scope of the 





reform process is creating problems for fi- 
nancial institutions. Banks and securities 
houses, for instance, cannot find enough 
experienced bond dealers and other skilled 
staff to keep up with the rapid growth in 
bond issues. 

Some bankers, however, also accuse the 
government of adopting a hodge-podge of 
reforms with too little thought as to how 
they will actually be implemented. "We are 
talking about liberalising everything pos- 
sible,” says Liang, “but the timing and 
priorities have not been discussed." The 
current market-opening measures, Liang 
notes, are likely to exacerbate strong up- 
ward pressures on the local currency. 
While this may help Taiwan redress its 
swelling surplus on international trade, it 
appears to contradict the CBC's stated de- 
sire for stability of the currency. 

Others worry about the ability of fi- 
nancial companies to keep abreast of so 
many changes. "The next four to five years 
will be a very difficult time for many fi- 
nancial institutions," says Pauline Fu, exe- 
cutive vice-president at the Central Trust 
of China and a founding director of the 
International Investment Trust Co. 

In the past, she says, it was easier to 
control the side-effects of new policies. 
“Now, in a more open economy, it's im- 
possible to coordinate everything." и 
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Something 


to declare 


The Philippines’ Customs Bureau, 
widely suspected of endemic thievery, 
is under new management. Its incom- 
ing chief, former finance undersecretary 
Tomas Apacible, appeared to be under 
few illusions about the scale of his task: 
“Customs is so bad. How can I go 
wrong?" 

Apacible was appointed to the post 
on 26 November by President Corazon 
Aquino. No official explanation was 
given for the ousting of his predecessor, 
retired military man Salvador Mison. 
But neither Malacanang Palace nor 
Apacible has denied reports in the local 
media that Mison was replaced in re- 
turn for Senate support for tax measures 
urged by the Finance Department, Fi- 
nance officials are hoping to reduce an 
expected budget deficit next year of 
P36-47 billion (US$1.3-1.7 billion). 

Finance Secretary Jesus Estanislao 
backed the move to dismiss Mison. 
Much of the P3.3 billion shortfall in to- 
tal government revenues for the first 
half of the year has been blamed on the 
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Customs Bureau. Mison, however, 
complained that the Finance Depart- 
ment had underestimated the adverse 
impact of a 976 additional levy imposed 
on imports. 

An official report by the Customs 
Bureau claimed that total collections for 
the first 10 months of the year 
amounted to P60 billion, within sight of 
the full-year target it had set of P64 bil- 
lion. The Finance Department was 
aiming for the much higher figure of 
P78.3 billion, as part of an agreement 
with the IMF. 

The appointment of Apacible comes 
a bit late in the day for the Aquino ad- 
ministration, which has only six months 
left in power before presidential elec- 
tions are held. But it creates a precedent 
that could put right Manila's weak in- 
stitutional framework for government 
finance. 

Although administratively under the 
Finance Department, the Customs 
Bureau and the Bureau of Internal Rev- 
enue have always been autonomous 
agencies subordinate only to the presi- 
dent. Such autonomy has left them free 


from institutional pressure to become 


more professional and efficient. This has 
been costly for the Philippine economy, 
whose tax to Срр ratio (at 14% іп 1991) 


is the lowest i in Southeast Asia. 


E Rigoberto Tiglao 
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Indonesia moves to curb offshore financing 


Retreat from the world 


By Adam Schwarz in Jakarta 

ules announced by Bank Indonesia 
R (Bi, the central bank) on 19 No- 

vember will give the government 
greater control over the nation's money 
supply and sharply limit access to offshore 
funding by banks and Indonesian compa- 
nies. The changes will have a major impact 
on some foreign banks which rely heavily 
on overseas sources to fund the borrowing 
needs of their Indonesian customers. 

The regulatory changes are the latest in 
a series of efforts by Indonesia to slow the 
pace of foreign borrowing. Indonesian 
companies have borrowed US$12-13 billion 
offshore in the past two years. Interest 
payments on overseas debt and a surge in 
imports are likely to increase Indonesia's 
current-account deficit to as much as US$6 
billion in 1991, against US$3.7 billion in 
1990. 

In September, Indonesia postponed 
many planned investments in infrastruc- 
ture and set ceilings on new overseas bor- 
rowing by private companies in order to 
reduce pressure on the current account. 
The latest changes are intended to close the 
remaining loopholes to foreign borrowing 
and represent a further move away from 
Indonesia’s once-vaunted free foreign-ex- 
change system. 

Heavy demand for capital combined 
with persistent efforts by Bi to slow money 
growth have pushed up rupiah interest 
rates to around 27% over the past year. The 
big interest-rate differential between rupiah 
rates and rates available offshore has en- 
couraged companies to borrow in foreign 
currencies and has enabled many banks to 
make a tidy profit from interest-rate 
arbitrage. 

One effect of the new rules will be a 
steady shift by companies from foreign 
currency borrowing to rupiah-denomi- 


nated loans. As Indonesian companies | 


with foreign borrowings try to replace 
these at home, rupiah interest rates are 
likely to go still higher — unless BI com- 
pensates by injecting new liquidity into the 
system. 

The new rules could therefore induce a 
significant economic slowdown. In recent 
years, many of Indonesia's largest compa- 
nies have funded themselves by borrowing 


offshore. Even if the large companies | 
hedged their exchange risk by buying a | 


forward foreign-currency contract from BI, 
their funding costs were still 1-3% lower 
than if they had borrowed in rupiah. A 
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significant increase in capital costs could 
lead to the cancellation of projects. 

One of the most important of the new 
rules will affect how banks, especially for- 
eign banks, fund themselves. After a two- 
year transition period, banks will be al- 
lowed to hold contingent assets or liabili- 
ties, which mostly consist of hedging in- 
struments called swaps, to a maximum of 
20% of their capital. 

Active use of the swap market has al- 
lowed banks in the past to undermine Bi's 
attempts to tighten the money supply, says 
Bl's director for international operations 





Foreign-exchange dealer: new rules. 


Syahril Sabirin. In February, for example, 
the government squeezed liquidity out of 
the system by forcing banks to use their 
deposits to buy a BI security called SBI. But 
shortly afterwards, banks simply replen- 
ished their reserves by borrowing offshore 
and swapping into rupiah. Under the new 
rules, this will not be possible. 

Since swaps can be counted towards a 
bank's capital, some banks have been able 
to sidestep the Bi-mandated minimum 
capital levels by “creating” rupiah through 
the swap market. The new rules will force 
these banks to increase the amount of 
"real" capital they inject into their Indone- 
sian operations. Indonesian bankers, who 
have complained in the past about foreign 
banks' ready access to offshore funding, 
say this rule will create a more level play- 
ing field for all banks. 

Bi's role in the swap market will also 
change. In the past, BI sold on demand а 
forward foreign-exchange contract, or 
swap, to any company or bank with a for- 
eign-currency liability. This was intended 
as an inducement for inward investment. 
But BI officials say this facility was abused 
by banks which used the BI swaps either to 
fund themselves from abroad or to specu- 
late against the rupiah. 

From now on, Bi guarantees that it will 
provide swaps only to those entities which 
have borrowed offshore for a minimum 
duration of two years. BI, at its discretion, 
will enter into “liquidity” swap agreements 
for periods of less than two years, but only 
for the purposes of adding or subtracting 
liquidity from the banking system. 

Another of the new rules will limit the 
banks’ short term offshore liabilities to a 
maximum of 30% of capital. Short term is 
defined as two years, though certain types - 
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of trade financing will be exempted from 
this requirement. “This rule will force 
banks to do a much better job of matching 
the currencies of their assets and liabilities," 
à treasurer of one foreign bank said. 

The “30% rule" will have a dramatic 
impact on the 17 foreign joint-venture 
banks in Jakarta. These banks, allowed in 
under Indonesia's landmark financial de- 
regulation package in October 1988, fund 
themselves almost entirely from overseas. 
Asa group, their offshore liabilities amount 
to several times their capital. 

Many of these banks are deeply critical 
of B's recent changes. "We were lured in 
here by deregulation in 1988 and the gov- 
ernment told us they wanted us to bring in 
foreign exchange. Now they are punishing 
us for doing just that," said the head of one 
joint-venture bank. 

The joint-venture banks have sent a 
letter to Bl complaining about the changes. 
“We all need to get bigger to be profitable. 
If these rules force us to downsize and we 
can't operate in a profitable manner, we 
will pack up and take our capital else- 
where," one banker said. 

Foreign bankers say they are at a huge 
disadvantage to domestic banks in the 
search for rupiah funds since they are 
limited to a few branches whereas no 
branching restrictions apply to Indonesian 
banks. Executives at the joint-venture 
banks are hoping the government will al- 
low them to calculate their offshore liabili- 
ties as a percentage of capital owned by 
their head offices, rather than against the 
small amount of capital allocated to the 
Indonesian operations. 

Another of the new rules will force 
banks to allocate a greater portion of their 
foreign-currency lending to export-ori- 
ented activities. Previously, foreign banks 
were obliged to make 50% of their loans to 
export industries. Now, the whole banking 
system is required to make at least 80% of 
all foreign-currency loans to companies 

- that export a significant portion of their 


. production. Domestic banks think this is 
. unfair because they — and not foreign 


é 


banks — are also obliged to make 20% of 
. their loans to small borrowers. 


. ... Foreign banks say the rule will damage 


t 


` their creditworthiness. Most of the largest 


- companies, which they want to lend to, 


concentrate on the domestic market. 
Lending to Indonesia's big exporters like 
oil and gas companies is dominated by the 
state banks. "Other exporters like shoe 
manufacturers are not the people we came 
to Indonesia to do business with," one 
European banker explained. 
Overall, the new rules will allow ВІ to 
implement monetary policy more effec- 
tively, economists say. But it is less clear 
whether BI can push through these changes 
and at the same time accomplish its other 
main objective of pushing down interest 
rates. " 


ECONOMIC MONITOR: 
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Bones of contention 


isputes over the accuracy of Pa- 

kistan’s key economic indicators 

will come to a head later this 

month when a team from the IMF 
arrives in Islamabad to negotiate a new 
structural-adjustment lending facility. The 
Government of Prime Minister Nawaz 
Sharif is claiming progress on all economic 
fronts in the run-up to the talks, but local 
economists challenge almost all the gov- 
ernment's figures. 

Finance Secretary Qazi Alimullah re- 
cently put the best possible spin on the 
government's case. Additional tax rev- 
enues totalling Rs 13 billion (US$524 mil- 
lion) raised in the first quarter of the cur- 
rent fiscal year, which ends on 30 June 
1992, have rendered unnecessary 500 addi- 
tional taxes totalling Rs 3 billion that were 
scheduled for enactment on 16 December. 

The government raised Rs 5.2 billion 
worth of income tax and wealth taxes in 


Pakistan’s economic growth 
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the first quarter, compared with Rs 2.2 bil- 
lion in the same quarter last year, and indi- 
rect taxes totalled Rs 40.1 billion, up from 
Rs 30.8 billion in the same period last year. 
As a result, the overall budget deficit in the 
first quarter was only 0.5% of GDP — 
against the annual limit of 4.8% of GDP 
agreed to under the current IMF structural- 
adjustment programme that expires at the 
end of December. 

Other positive indicators cited by 
Alimullah were a decline in the inflation 
rate to 8% in November, compared with 
15% in the same period a year earlier, and 
an increase of 20% in export earnings in 
the first four months of the current fiscal 
year compared with the same period last 
year. Foreign-exchange reserves are also 
higher: at the end of September they stood 
at US$375 million compared with US$150 
million in the year-earlier period. 

But independent economists are not 
nearly as sanguine about the state of the 
economy. Their figures indicate that a large 
part of the economy remains outside the 
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tax net. Of the economic activity that is r 
corded, the figures indicate an annual Gr 
growth rate of 4.5%, against the goven 
ment's GDP growth target of 5.5%. 

Government figures for agricultur, 
production are no better. The provision 
agricultural production index for the pa 
fiscal year rose by 5% over the precedir 
year. But this does not take into accoui 
that the government will need to impo 
twice the quantity of wheat this year as i 
fiscal 1990 — and at twice that year's pri 
given current market conditions. 

Expansion of the local money supp! 
also bodes ill for restraining inflation. М 
growth of Rs 374 billion this fiscal ye: 
compares with Rs 317 billion for all of fi 
cal 1990. Moreover, two thirds of th 
monetary expansion has accrued to gov 
ernment agencies and government-owne 
firms, while the private sector remair 
starved of cash. 

Private economists thus dispute the f 
nance secretary's figures on inflation, a 
guing that the rate was closer to 13% i 
November, compared with governmer 
estimates of 8%. They estimate that infl: 
tion will rise to 15% in December on th 
back of an insufficient increase in сот 
modity production in the face of contint 
ing monetary expansion. 

Further, critics note that the finance sec 
retary failed to mention a 30% increase i 
imports in the first four months of the fis 
cal year, which would have placed the 20‘ 
increase in exports over the same period i 
stark perspective. With a doubling c 
wheat imports coupled with lower worl 
prices for cotton and rice — the nation' 
premier exports — the strain on Pakistan' 
balance-of-payments deficit will be quit 
severe. 

In the forthcoming negotiations wit 
the IMF, the government is ex to as 
for a three-year multilateral and bilatere 
foreign aid package totalling about US$ 
billion. 

As a prelude to the talks, the govern 
ment is looking hard at loosening pric 
controls on some commodities, as well a 
on electricity, gas and telephone services. 

But the key demand of the IMF anı 
World Bank — that Pakistan's militar 
spending decrease substantially — will b 
the main bone of contention. Military ex 
penditures and debt servicing account fo 
88% of this fiscal year's budget, with deb 
service estimated at Rs 80.7 billion and de 
fence spending at Rs 71 billion, against ; 
total of Rs 171.4 billion in estimated annua 
revenues, т Salamat А! 
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They аге the wines of Connoisseur Class;" 
United’s new international business class. Bhey 
come from the hallowed provinces of Bordeaux, 
Burgundy, and Champagne. From the legendary 
vintners of the world to please the most 
discriminating tastes. 

And, to accompany them, you'll find such 
names as Chivas Regal, Glenfiddich, Wild Turkey, 
and Courvoisier. 

Connoisseur Class, offered only by United. 
Where attention to detail elevates international 
business class to its highest form of civility. 

Come fly the airline that’s uniting the world. 
Come fly the friendly skies. 
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Experience to treasure for a lifetime 


How could one ever forget one's first snow? Especially if you come from a place where 
it never falls... 

This NEC semiconductor production specialist and his wife had never seen snow until 
they came to Japan from Singapore. When they return, they'll be taking back something 
more permanent than snowballs. They'll be carrying a lasting wealth of experience and 
know-how to help NEC Electronics Singapore Pte. Ltd. make better products. 

NEC brings some 1,600 people like this couple to Japan every year in order to make 
sure that our employees all over the world have the same high-quality training. All because 
we never forget that a company is only as good as the individuals who make it work. 
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MAKING. MEMORY. 


Producing state-of-the-art RAM chips in Singapore 





Memory — the stuff that computers are made of. Advanced memory chips are the brain power 
of today's computers. Like this one-megabyte RAM (Random Access Memory) device, for 
example. It can store up to one million bits of information. That's about 150 times the amount 
of text on this page — all on a silicon chip smaller than your fingerprint. 

But making memory isn't easy. It's one of the most technologically demanding challenges 
in electronics. That's why NEC provides our affiliates around the world with the best training, 
technology and equipment we've got. Global production of key technologies is exemplified 
by NEC Electronics Singapore Pte. Ltd., where they've been producing advanced semi- 
conductors since 1976. 
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INVESTMENT 


Foreign funds have hard time investing in Vietnam 


Hanoi by Christmas 





By Michael Taylor in Hongkong and 
Murray Hiebert in Hanoi 


hree investment funds dedicated 

solely or primarily to Vietnam have 

emerged on a wave of international 
investor interest. But the funds’ elaborate 
structures and precautions suggest that it 
will be a long time before closed-end Viet- 
nam funds gain widespread acceptance. 

While direct foreign investment in Viet- 
nam is possible, the obstacles to portfolio 
investment in Vietnam are both economic 
and political. At the moment, foreigners are 
not allowed to invest in domestic Vietnam- 
ese companies. But would they want to 
anyway? Stockbroker Smith New Court 
(SNC) describes Vietnam's industrial sector 
as “inefficient, unprofitable, technologically 
backward and concentrated in a narrow 
range of products.” 

The absence of a stockmarket gives 
portfolio investors two basic problems: 
how to find something to invest in, and 
how to cash in any investments they may 
make. Hongkong fund managers’ track 
record under similar circumstances is 
hardly reassuring: the three investment 
funds in China launched in the past year 
or so have made a painfully slow start. 

The three Vietnam funds, all of which 
are targeted at institutions with US$250,000 
or more to invest, have different methods 
to ensure a reasonable flow of deals. Two 
of them have protected investors against 
the funds’ potential inability to invest. If 
SNC's Vietnam Fund is not 50% invested 
by March 1993, the non-invested cash will 
be refunded to the shareholders. And 


Private 
experiments 


Although privatisation has found space 
on Vietnam's political agenda during the 
past couple of months, it remains a 
highly contested issue. A council of min- 
isters meeting on 19-21 November de- 
bated the idea of shifting some state 
companies to mixed public-private own- 
ership, but the focus was on turning 
them into Vietnamese shareholding 
companies, not into joint ventures with 
foreign firms. 

But one official says even this mild 
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Indochina Hotel's investment company, 
being set up by broker James Capel, is 
calling for cash in three tranches, with the 
last two tranches conditional upon the 
company having found something to in- 
vest in. 

First off the mark was SNC and Tai- 
wan's Asia Securities, which launched the 
Vietnam Fund in October. SNC had hoped 
to raise US$30 million for the 10-year 
closed-end fund, but managed to attract 
only US$10 million. Martin Adams, the 
fund's managing director, says even find- 
ing the half-dozen projects in which to in- 
vest its US$10 million will take up to 18 
months, partly because the fund will invest 
only in companies and projects which are 
managed, or backed, by foreign firms. 

In order to generate investment oppor- 
tunities, SNC set up an investment advisory 
firm for the fund, comprising nine diverse 
firms from Asia and Europe which are 
keen to develop their business in Vietnam. 
The plan is to proffer these contacts to large 
international companies to help them set 
up in Vietnam, with the price of their serv- 
ices being an equity stake in the project 
and a buy-back agreement to give the fund 


a chance to realise its investment. 

Like SNC, James Capel's Indochina Ho- 
tels (ICH) investment company boasts its 
contacts will provide a steady stream of 
feasible investment opportunities in Viet- 
nam and other countries of Indochina. The 
company, for which Capel is currently at- 
tempting to raise US$30 million, has as- 
sembled a team of well-qualified directors 
to vet investment projects. 

But the contacts which really matter for 
ICH are those forged with leading Thai 
luxury hotel group Dusit Thani, and 
Italthai, one of Southeast Asia's largest 
contractors. For five years, the company 
will have the right to participate in all Dusit 
Thani's and Italthai’s Indochinese hotel 
projects. While this should provide a 
steady stream of opportunities, the price is 
that Dusit Thani and Italthai will also exer- 
cise an effective veto over ICH investing in 
any competing projects. 

ICH's first investment is likely to be in a 
US$21 million hotel and serviced-apart- 
ment project in Hanoi, to be undertaken by 
Dusit Thani, in which ICH can invest à 
maximum of US$4 million. The hotel is 
scheduled to open in 1993. 

While both 5С and Capel plan to ride 
into Vietnam on the back of direct fo 
investment in new projects, Credit 
Lyonnais Securities Asia (CL) has taken a 
different approach with its Vietnam. 
Growth Fund, a US$50-75 million closed- 
end investment company to be listed in 
Hongkong. CL has forged a close relation- 
ship with the State Bank of Vietnam, which 





proposal ran into considerable opposi- 
tion, particularly from the army and 
Communist Party ideologues, during the 
Second Plenum of the Central Commit- 
tee, which began meeting on 25 Novem- 
ber. 

Nguyen Doan Hung, foreign- 
exchange division chief of the State 
Bank of Vietnam, said the council of 
ministers has set up an ad hoc commit- 
tee to work out a policy on privatisation. 
"There are many different opinions on 
privatisation. Some say it's already too 
late, so they want to hurry. But others 
are worried that privatisation could 
cause social problems like unemploy- 
ment, so they want to be very careful," 
he said. 
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The plenum only agreed to allow a 
few state companies to move towards 
becoming shareholding companies, on 
an experimental basis, officials say. The 
Central Committee is not yet willing to 
accept large-scale share sales even to lo- 
cal businessmen. And it has rejected any 
direct role for foreign investors in the 
experimental privatisation programme, 
officials say. 

Even if the party had decided it 
wanted to move towards large-scale 
privatisation, there are no laws, regula- 
tions or guidelines on how to do this. So 
the next step is likely to be a lengthy 
debate about what methods to adopt to 
restructure state-owned firms. 

m Murray Hiebert 
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has given it a unique licence to invest di- 
rectly in Vietnamese companies. 

Nguyen Doan Hung, foreign-exchange 
division chief of the State Bank of Vietnam, 
the central bank, said the government 
hopes to establish a Capital Markets De- 
velopment Board (CMDB) later this month, 
to which CL is to be appointed as adviser. 
The CMDB has a limited mandate from the 
council of ministers to attempt to 
corporatise some of the 15,000 state-owned 
enterprises. Since CL will be the adviser and 
will be allowed to buy stakes in domestic 
Vietnamese companies, it is expected to 
invest in the newly corporatised state- 
owned firms. 

The fund's publicity claims this means: 
"The Vietnamese Government is to an- 
nounce the sell-off of large parts of the 
state-owned economy to the private sector 
and that this privatisation programme will 
be open to foreign investors," and that the 
Vietnam Growth Fund “will have first re- 
fusal on any state companies." In fact, there 
is almost no likelihood of this occurring, if 
only for ideological reasons. 

Gary Coull, managing director of CL, 
who says he has not seen the publicity for 
the fund, acknowledges: "To say that the 
country is going to be privatised in any 
way in which we understand it is a gross 
overstatement. What we will be doing is 
incorporating the company, with the fund 
acting as a domestic investor," he says. 

A licence to invest in Vietnam's do- 
mestic sector, however, is not an unmixed 
blessing. Foremost among the problems is 
whether any of Vietnam's state-owned 
enterprises are worth purchasing. One 
foreign banker in Vietnam asks: “Do you 
think anyone would want to buy those 
overstaffed, unprofitable factories with old 
equipment and piles of scrap?" 

Even the central bank's Hung admits, 
"We want to sell money-losing companies, 
but foreigners can't accept this, so we'll 
need to solve this problem." Coull hopes 
that the State Bank's access to information 
will help it weed out the no-hopers long 
before any attempt is made to corporatise 
them. Nevertheless, “we will be doing our 
own due diligence," he says. 

The State Bank has set deadlines for the 
fund to raise and invest the money. For the 
licence to be valid, US$50 million must be 
raised by 11 March 1992. And the licence 
might give CL exclusive access only until 
the anniversary of the licence (11 October 
1992), or when the fund is 50% invested. 
Coull hopes the fund will be 50% invested 
by the end of next year. 

Despite all the problems, the Vietnam 
Growth Fund is likely to pay a substantial- 
ly lower premium for Vietnamese compa- 
nies than those buying into the market 
when official investment restrictions are 
lifted. Waiting for that to happen will pro- 
bably prove to be the fund's most effective 
strategy, since it has a life of 25 years. ш 
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Singapore semiconductor venture faces problems 


Cracks in the chips 


By N. Balakrishnan 


US$330 million joint venture spear- 
A headed by the Singapore Govern- 

ment to produce state-of-the-art 
semiconductors runs the risk of opening a 
year after its major competitors and in the 
middle of a possible glut on world mar- 
kets. 

The government and its overseas part- 
ners, however, appear willing to bear this 
risk in order to develop the semiconductor 
industry in Singapore and to ensure there 
are stable supplies of microchips for locally 
based companies. 

The partners in Tech-Semiconductor 
Singapore are the Singapore Government's 
Economic Development Board (EDB), 
which will hold a 26% stake, Texas Instru- 
ments (26%), Hewlett-Packard (24%) and 
Canon (24%). Canon is a Japanese firm and 
a newcomer to chip fabrication, while the 
other two are from the US. The firm's new 
plant will begin producing DRAM chips in 
1993 based on a design of Texas Instru- 
ments. 

When the Singapore joint venture was 
originally announced in April this year, the 
plan was to make 4-megabit chips. But 
soon afterwards the established semicon- 





semiconductor industry. 
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ductor makers, including Japanese p 
ducers Toshiba and Hitachi, as well 
Samsung of South Korea and IBM of the | 
announced that they would begin prod: 
tion of 16-megabit chips in 1992, а у 
earlier than Singapore's venture. 

To keep up with the competition, Te 
Semiconductor Singapore officials reveal 
last month that would be making ` 
megabit chips at its plant instead of 
megabit ones. But the plant will not be; 
operations until early 1993, when it is ‹ 
pected to produce 3,000 wafers a mon 
Full capacity of 8,000 wafers a mor 
should be reached by 1995. 

Unless there is a dramatic turnarou 
in the currently soft personal-compu: 
market, there is likely to be a glut of r 
crochips for the foreseeable future. TI 
may well lead to savage price cutti 
among rival companies fighting for marl 
share. Large losses for the Singapore jo 
venture are anticipated by analysts wh 
its chips begin to roll off the producti 
line. 

Both the EDB and Texas Instruments 
the principal partners — declined to cor 
ment on the future prospects of the sen 
conductor market. But it seems clear th 
the joint venturers (the EDB in particul: 
have other, broader aims than merely 
turn a profit in the early years of the plan 
existence. 

Until recently, the EDB’s sole purpo 
has been to promote foreign investment 
Singapore, a task at which it has been 1 
markably successful. The agency's late 
brief is to encourage the development 
higher value-added industries in an islar 
where there are limited supplies of labot 
Rather than merely facilitating foreign i 
vestments in Singapore, as in the past, tl 
EDB is also beginning to take an active ro 
in shaping the industrial future of Sing 
pore. 

The agency is increasingly putting i 
own money into ventures it feels wi 
complement the macroeconomic develo} 
ment strategy of the government. Indee 
the EDB now describes itself as a "busine 
architect" rather than a mere investme 
agency. 

To coordinate its strategic investment 
the agency earlier this year set up a fin 
called EDB Investment Holdings (who: 
paid-up capital has not been disclosed). 1 
role is intended to differ from the oth 
three large investment companies of tl 
Singapore Government — Temasel 
Sheng-Li Holdings and the Governmer 





of Singapore Investment Corp. — by act- 
ing as a venture-capital company making 
direct investments in local and foreign 
companies bringing technology to Singa- 
re. 

Tech-Semiconductor Singapore forms a 
significant part of this strategy. When 
supplies of semiconductors are tight, as 
they were in 1989, Singapore-based com- 
panies have a hard time getting their hands 
on microchips. Philip Yeo, chairman of the 
EDB, says that one of the reasons for the 
joint venture is to bring the manufacture of 
chips to Singapore in order to ensure an 
adequate supply of this important com- 
modity for companies in Singapore. 

The joint venture's private partners 
are also keen to find a ready-made 
market for the chips in Singapore by join- 
ing a government-linked venture, industry 
sources say. All of the partners, then, have 
deep pockets and long-term horizons, 
which means that they are all likely to hold 
on until the venture eventually turns a 
profit. 

Meanwhile, sources say the EDB will 
treat the investment in the same way that a 
venture-capital fund would: it cannot ex- 
pect all of its ventures to succeed, but will 
try and nurture enough good projects to 
offset the bad ones. 

Some industry analysts, however, fear 
that the failed ventures may, by default, 
become “hi-tech training centres." They 
argue that, if that happens, it would be 
cheaper to set up training institutes from 
scratch, rather than build factories that 
eventually fail. 

So far, the EDB’s investment record has 
not been outstanding. А S$10 million (US$6 
million) hi-tech prawn farm in Singa- 
pore that the EDB invested in with local 
food and beverage company Yeo Hiap 
Seng and the Primary Production Depart- 
ment of the Singapore Government has 
been plagued with algae and other prob- 
lems. Yeo Hiap Seng, for one, has made 
full provisions against its share in the 
prawn farm. 

Still, the Singapore Government is de- 
termined to upgrade its industrial base 
through government intervention. In Sep- 
tember, Deputy Prime Minister Brig.-Gen. 
Lee Hsien Loong unveiled a plan for the 
next five years in which the city state's R&D 
spending would double to 2% of GDP by 
1995. He said that the government would 
spend as much as $$2 billion over the next 
five years to achieve that end. 

Such an investment would bring R&D 
spending as a proportion of GDP to a 
similar level to that of Taiwan and South 
Korea, two newly industrialising countries 
that Singapore would like to emulate in 
terms of technology development. The city 
state's National Technology Plan will con- 
centrate on attracting and building up re- 
search and development expertise in vari- 
ous fields. " 
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Hongkong waterfront sites offer lucrative options 


Sign of the times 


By Jonathan Karp in Hongkong 
T owering over Hongkong’s Wanchai 





district stands a new office building 

that is crowned by a massive steel 
framework. When the wraps come off the 
structure, a four-sided neon-lit advertising 
signboard will be revealed that dominates 
the slender skyscraper underneath. It will 
be the most conspicuous example yet of 
just how much money can be made from 
companies anxious to see their name in 
lights. 

For the first time in the annals of Hong- 
kong neon, the signboard will be wider 
than its support building, by 12 metres. It 
is so heavy that the developers had to 
deepen the cement foundation by five me- 
tres. “The sign was part of the plan from 
the beginning,” says Fung Sai-cheong of 
Associated Architects, which designed the 
165-metre-tall Times Tower. 

The developers of Times Tower spent 
HK$3 million (US$385,000) in building 
their 35-metre signboard. At an asking 
price of HK$260,000 per month for the sea- 
front panel and HK$50,000 a month for 
each of the other three sides, the owners 
could more than recoup their expense in a 
year. (So lucrative is the business that the 
Hongkong Government has even put up a 
few of its own roofs for rent.) 

Another example of neon innovation is 
under construction down the road. Central 
Plaza, which will be Hongkong’s tallest 
building, is to be lit each night by golden 
neon bands running down the waterfront 
facades. The developers even hired a neon 
consultant from the US. 

Although neon hoardings are a ubiqui- 
tous feature of the Hongkong landscape, 
the harbour skyline is the advertisers’ pre- 
ferred venue for rooftop neon as it offers 
unobstructed views. Landlords with prime 
sites can charge handsome rents for the 
privilege of letting their roofs. 

“The rough rule of thumb is that a 
rooftop sign in Wanchai which faces 
the waterfront brings in the same money 
as a whole floor of office space,” says 
Ranjan Marwah, a former journalist who 
brokered Hongkong's first million-dollar 
neon deal. 

It was not always the case. Less than 
10 years ago, the largest neon sign in 
Hongkong, advertising Citizen watches, 
cost only about HK$500,000 a year, 
Marwah said. Prices rose steadily from 
there. In 1988, Marwah's firm negotiated a 
10-year contract for a multi-coloured Fos- 
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The Times Tower signboard. 


ter's lager sign at around HK$4 million a 
year. 

Across the harbour on the Kowloon 
side, a Motorola hoarding costs an esti- 
mated HK$6 million annually. More than 
60 metres long and created out of 3,500 
metres of glass tubing, the sign reigns as 
Hongkong's largest. It cost an estimated 
HK$3.5 million to make. 

Some companies have complained of 
exorbitant rents and have yanked their 
signs. But Hongkong residents do notice 
when the lights go out. In October, an il- 
luminated crocodile was switched off, 
prompting fans to form a “pressure group" 
to have the sign relit. When it was, the 
group appealed for more neon animals 
across the Hongkong skyline. 

Clement Kwan, manager of Cathay 
Neonlight Co., the largest neon sign-maker 
in Hongkong, says business is down about 
10% this year as advertising budgets have 
shrunk. Sign broker John Dollisson, chief 
executive of Media Partners International, 
points to two other factors for the dip in 
the market: the shortage of good buildings 
and the approach of Hongkong’s reversion 
to Chinese sovereignty. "Advertisers seek 
long-term contracts, for five years or 
longer. So people are now having to decide 
whether they want to go post-1997,” he 
observes. 

That is no dilemma for Times Tower, 
which is half-owned by the mainland’s 
China Merchants group and which has 
reached an initial agreement with a main- 
land company to rent its rooftop sign. жш 
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As one of Asia’s leading hotels, 
The Manila Hotel 
understands that the frequent 
business traveller needs te keep 
in touch with what's going on in 
the Asian region. 

That’s why it provides executive 
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authoritative publication 
on Asia. The 
Far Eastern Economic Review. 
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INVISIBLE HAND 


Hollow pillars 


Manila's commercial banks present a paradox: cossetted by outdated banking laws, 
they thrive even as they contribute to the nation's under-development. 

Despite the economy's lack of vigour, the banks' return on equity has steadily 
risen, from 13% in 1988 to 21% last year. In 1990, when the Philippines managed 
economic growth of only around 2.5%, the combined net income of 26 banks shot 
up 48% from the previous year. 

Superficially, the banking system is quite sophisticated. Metro Manila, with 74 
automated teller machines (ATMs) per million people, beats even the national aver- 
age of some European countries. Yet in a more ental sense, the Philippine 
financial system has barely advanced in nearly two decades. 

One yardstick of a country's financial "depth" is its ratio of bank deposits to 
GNP. In the Philippines, that measure rose only insignificantly — from 22% to 28% 
— between 1970 and 1990. This is in stark contrast to the performance of other 
Asean members: during the same period, Thailand's and Malaysia's deposit levels 
soared from 30-40% of GNP to 60-70%. Even Indonesia, starting from a much lower 
level, had overtaken the Philippines by 1989. 

The figures show clearly that, far from being mere casualties of the "real" 
economy's malaise, the Philippine financial system — the banks as well as the 
banking authorities — has been a prime cause of it. Back in 1977, the Philippines 
seemed as ripe for economic take-off as its Asean neighbours; that it missed the 

boat is due partly to its failure to mobilise 
In the shallows $ national savings. 

‘deposit € Someof the blame can also be placed on 
ere ку shortsighted lending policies. These were 
1977 | 1980 | 1985 | 1989| 1990| highlighted most vividly during the Dewey 
Philippines | 22 | 27 | 25 28 Dee crisis of 1981. Dee, a textile magnate, 
absconded leaving US$100 million in debts 
to banks and financial institutions, several 
of which went bankrupt. The affair turned 
the spotlight on banks' willingness to lend 
without adequate collateral, as well as their 
narrow geographical focus — Dee's wealth, 
and therefore the banks' exposure, was 

mostly in Manila companies. 

Even now, companies in Metro Manila 
account for 83% of all commercial-bank lending, though the capital region pro- 
duces only 32% of GDP. This leaves the dozen other regions to share just 17% of all 
lending. Little wonder, then, that Metro Manila averaged annual growth of 6% in 
1986-89, compared with 3.5% elsewhere in the country. 

The underlying message of these figures is that, even if the Philippines shakes 
off the budget deficits and perceptions of political instability, its financial system is 
in no shape to fund future expansion. 

There are several reasons for the system's stagnation. One is banking legislation 
that was enacted after World War П and has hardly changed since. And the domi- 
nance of a few strong banks has turned the sector into a virtual cartel; deposit rates 
have been stuck for years at 4-5%, while lending rates have been over 20%. 

The banks, for their part, blame the high cost of money on the government's 
borrowings to cover its budget deficits. They also argue that competition not only 
exists, but is intense. But the war is fought with advertising campaigns and net- 
works of conveniently placed ATMs — not with deposit rates. 

To introduce genuine competition, the central bank wants Congress to allow 
the entry of foreign banks. It has already liberalised its policy on bank branches. 
But like most issues in Manila these days, the debate is subordinate to short- 
range political concerns, and to most laymen is too abstract to become a political 
issue. 

Yet the Philippine economy, which has demonstrated resilience in the face of so 
many factors, needs a more effective financial system if it is to achieve a sustained 
recovery. m Rigoberto Tiglao 
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US lists Chinese products 
for possible retaliation 


> Washington listed Chinese exports to 
the US that may be penalised in 
retaliation for Peking’s failure to meet US 
demands on intellectual property rights. 
The list, issued by the US Trade 
Representative's office on 27 November, 
covered US$1.5 billion worth of Chinese 
products. These could attract punitive 
tariffs of up to 100% if the dispute is not 
resolved by 2 January. Washington said 
the list would be scrutinised further and 
was expected to be halved. It also 
excluded most of the US' top 25 imports 
from China. Trade Representative Carla 
Hills said the list was designed to 
minimise harm to US interests and to 
Hongkong, through which much of the 
trade passes. If Washington pursues its 
threat, US law would require the penalties 
to be imposed by 26 February. 


Hopewell to go ahead 

with Bangkok transit plan 

> Hongkong-based Hopewell Holdings 
said on 3 December it had resolved a 
dispute with the Thai Government over 
financing of its US$3.2 billion mass-transit 
plan for Bangkok. Hopewell managing 
director Gordon Wu said that though 
several formalities remained to be 
completed, he expected work on the 
project to start early next year. The road, 
rail and commercial-property scheme — 
awarded to Hopewell in 1990 — had 
been in the balance because Thailand's 
new government refused to grant tax 
privileges to the project. Despite failing to 
change the government's mind, Hopewell 
agreed to go ahead after being satisfied 
that it could save tax by borrowing 
offshore. 


Japanese housing starts 

post 12th monthly drop 

> Japanese housing starts in October fell 
26% from a year earlier to 113,153 units, 
the 12th consecutive monthly decline. 
Private-housing starts fell by 7.1% and 
rental-housing starts by 31%. Lending by 
financial institutions to property firms 
dropped 0.2% in the third quarter, 
compared with the previous three 
months. 


Meralco to buy power 

from private company 

> Manila Electric Co. (Meralco) signed an 
agreement on 3 December to buy power 
from a privately run generating plant, the 
first such deal since former president 
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Ferdinand Marcos nationalised Philippine 
power facilities in the 1970s. The 300 MW 
US$195 million coal-fired plant has yet to 
be ordered, but is scheduled to be 
completed in late 1994. It will be operated 
by a new company, Magellan Utilities 
Development Corp., which plans to buy 
US equipment assembled under licence in 
China. It also hopes to attract 
international development financing for 


the project. 


South Korea awards 
satellite contract to GE 


> General Electric of the US won a 
US$145 million contract to provide South 
Korea's first commercial satellite, beating 
a rival offer from British Aerospace. The 
600-kg GE3000 satellite is due to be 
launched in April 1995 and to go into 
service six months later. “Mugunghwa,” 
as the satellite will be called (after South 
Korea's national flower) will provide 
5,300 telephone circuits and three 
television channels. Its footprint will 
include the entire Korean peninsula, as 
well as part of northeastern China, where 
a substantial Korean minority lives. 





Burma, Thailand agree on 
bilateral trade measures 

> In granting logging concessions to 
Thailand, Burma prefers to deal with the 
Thai government-owned Forest Industry 
Organisation rather than with private 
loggers, Thai Agriculture Minister Anat 
Arbhabhirama said after bilateral talks in 
Rangoon. On other issues, the two sides 
agreed to expand fishing concessions 
granted last year for Thai vessels, and 
decided to set up a joint committee to 
control cross-border cattle trade. 
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Thai railway authority 
commissions 20-year plan 

> The State Railways of Thailand (SRT) 
has requested the World Bank and a local 
think-tank to draft a long-term plan for its 
re-organisation. SRT, which controls all 
railways in Thailand and lost Baht 700 
million (US$3 million) in 1990, has 
commissioned the bank and the Thailand 
Development Research Institute to 
produce a 20-year plan. One proposal is 
to allow private-sector participation. 


Jinro, Coors to build 
joint-venture brewery 

> Jinro, South Korea's largest maker of 
soju, a traditional liquor, signed a joint- 
venture а, t with Coors Brewing of 
the US to build a beer brewery in 
Chungwon, Chungchongpuk-to, 100 km 
southeast of Seoul. The venture is 
capitalised at Won 30 billion (US$40 
million). Production is due to start in 
early 1995 and the brewery will have a 
capacity of 216 million litres a year. It is 
Coors' first overseas move and Jinro's first 
foray into beer. 


Jakarta ruling enforces 

clove trading monopoly 

> Indonesia issued a regulation which 
forces makers of clove cigarettes, or 
“kreteks,” to buy cloves from a trading 
monopoly controlled by President 
Suharto's 29-year-old son Tommy. The 
rule, jointly issued on 28 November by 
the ministers of trade and finance, 
requires kretek makers to show proof of 
purchase from the monopoly when they 
apply to the government to be issued 
with the official price stickers that the law 
requires each pack of cigarettes to bear. 
The clove monopoly was established in 
late 1990, but its sales have been slow 
because the major manufacturers held 
large stocks of cloves. How big these 
stocks are now is unclear. 


Public Bank licensed 

to set up Vietnam branch 

> Malaysian-based Public Bank has been 
granted a licence to operate in Vietnam 
under a joint-venture agreement with the 
Vietnamese Bank for Investment and 
Development. The new bank, VID-Public 
Bank, will be capitalised at US$10 million 
and is due to open in January. 
Vietnamese banking officials say they 
hope to decide by the end of the year on 
more than 10 applications from foreign 
banks which want to open full-service 
branches in the country. 
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PRICES AND TRENDS 


Previous 3months Year 


Last sale to 2 Dec. Latest week ago ago 
Gold London (2) 367.70 367.80 348.10 381.20 
Copper New York (3 

Current delivery (Dec.) 102.60 103.10 103.70 111.10 
Jan. delivery 102.20 

Aluminium London (7 

Current delivery (Nov.) 1,131.50 1,150.00 130000 151500 
Tin Kuala Lumpur (1) 14.61 14.70 15.15 15.35 
Cotton New York 

Current delivery (Dec.) 57.05 56.20 65.00 75.80 
Mar. delivery 58.95 

Rubber Kuala Lumpur (8 

Current delivery (Jan.) 220.00 222.00 227.00 243.50 
Mar. delivery 221.00 

Jute Dhaka (11 380,00 380.00 38000 41000 
Palm Oil Kuala Lumpur (4 

Current delivery (Dec.) 861.00 860.00 793.00 868.00 
Feb. delivery 875.00 

Sugar New York (3 

Current delivery (Mar.) 8.92 8.63 8.73 9.82 
May delivery 8.83 

Pepper Singapore (9) 

Sarawak Asta blk 100% 210.00 212.50 220.00 295.00 
Wheat Chicago (5 

Current delivery (Dec.) 368.20 368,60 304.40 245.00 
Mar. delivery 366.00 

Maize Chicago (6) 

Current delivery (Dec.) 238.60 240.40 247.00 227.60 
Mar. delivery 247.40 

Rice Bangkok (7) 

5% white fob 292.00 297.00 307.00 270.00 
Soyabeans Chicago (5 

Current delivery (Jan.) 557.00 560.60 568.40 589.40 
Mar. delivery 563.60 

Cocoa New York (7) 

Current delivery (Оес.) 1,185.00 1,202.00 101900 1,245.00 
Mar. delivery ы 1,231,00 

Coffee New York (3; 

Current delivery (Dec.) 79.00 78.50 85.10 84.00 
Mar. delivery 88.05 

Petroleum 

Sumatran light Tokyo (10) 20.20 20,75 19.05 28.05 
Brent London (10) 2147 19.90 20.65 29.20 


(1) M$ akg (2) US$ an oz (3) USc a lb (4) M$ a tonne (5) USe a 60 Ib bushel 
(6) USe a 56 Ib bushel (7) US$ a tonne (8) PSS1, Me akg (9) S$ а 100 kg (10) US$ a barrel 
(11) ВМО, Chittagong/Mongla, US$ a tonne Source: Telerate, International Jute Organisation 





Currencies US$1 wi 


Hongkong dollar 7.761 7.7502 7.8045 
India rupee 25.8264 25.8164 25.8732 18.0538 
Indonesia шаһ ^ 198500 1,982.00 1,965.00 1,887.00 
Japan yen 130.10 128.14 136.70 134.25 
Macau’ pataca 8.05 8.05 8.05 8.05 
Malaysia dollar 27515 27355 2.7852 26965 
Nepal" rupee 4270 4270 4270 24.00 
New Zealand dollar 17771 1.7624 17491 — 1.6359 
Pakistan rupee 2461 2459 2460 218281 
Papua N.G. kina 0.9443 0.3407 0.9497 0.9438 
Philippines peso 26.69 26.70 26.797 27.80 
Singapore dollar 1.6615 1.657 172 17185 
South Korea мол 75450 754.90 735.80 713.00 
Srilanka rupee 4158. 41.58 4148 39.95 
Switzerland franc 1.4258 1.415 15215 1.2038 
Taiwan NT dollar 2581 2585 266997 27.2495 
Thailand baht 25.465 25.405 25.705 25.15 


Communist countries: China US$-Rmb 5.4007 HK$=Amb 0.69425 
Soviet Union US$=Rouble 0.5688 Laos USS-Kip 705.00 
Vietnam US$«Dong 12,990.00 Cambodia US$-Riel 1,000.00 


SDR1=US$1.38855 ECU1=US$1.26746 S$-M$1.6549 
"Official rate {Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 


Currency deposit and bond yields 


Eurocurrency and Asian currency unit deposit rates (%}t 
1 3 6 12 10 year govt 


2 Dec. month months months months bonds yield 
05$ 5.375 4.875 475 4.875 79 
Sterling 10.5625 10.5625 104375 104375 9.96 
Yen 625 60625 — 58125 5625 6.03 
Swiss Fr. 8.1875 8.125 8.0625 7.9375 c 
Dm 9,5625 9.5625 94375 9375 8.13 
AS 8.00 7.8125 775 775 _ 980 
cs 73125 74375 7375 7.50 8.78 
ECU 10.0625 10.0625 10.00 9.9375 888 


tOffered rate Source: Telerate, Salomon Brothers 


Economic indicators, selected Asian countries 


? Australia China Hongkong 
Economic Growth % (real) (1) 
1990 0: 5 23 
1991 . 2 6 34 
International Reserves (5 
Latest US$16.25b (Sept) US$38.58b (Jul) na. 
Year earlier s7 US$15.18b US$25.46b na. 
Trade Balance (total merchandise) 
Latest 3 months +US$0.82b Ju-Sept) +US$2.61b (Jul-Sep) — «US$0.98b (Aug-Oct) 
Previous 3 months +US$1.46b +US$1.42b US$0. 
Year earlier -US$0.31b 4US$2.35b +05$0 680 
Exports (6) 
Latest 3 months US$10.98b US$19.08b US$27.00b 
% change previous 3 months +2.0 +118 479 
% change year earlier +10.9 +212 +18.3 
Imports [7) 
Latest 3 months US$10.16b US$16.47b US$26.02b 
* change previous 3 months +98 +5.2 +18 
% change year earlier 07 +229 +17.5 
Consumer Prices 
Base Jul 80-Jun 81=100 Sept 1990=100 Oct 84-Sept 85=100/2) 
Latest 3 months index а 251.7 (Jul-Sept) 104,5/11) (Sept) 162.1 (Aug-Oct) 
% change previous 3 months «05 na. 47 
% change year earlier +33 +45 +11.8 
Money Supply (1) 
Latest А$205.070(9) (Sept) Вт 1,561.86b (Jan-Mar) HK$607.62b (Sept) 
% change previous month +09 +6410 +28 
% change year earlier +4.0 +30.6 +13.8 


India - Indonesia Japan Malaysia з 
44) 7 5.6 98 

3.5-4\4\ 7 38 86 

US$1.91b (Sept) US$8.47b (Aug) US$69.86b (Sept) US$9.88b (Apr) 
US$2.99b US$5.68b US$76.34b US$7 74b Asi 
-US$0.59b (May-Jul) +US$1.096(8) (Jun-Aug) —«US$22.86b (Aug-Oct) -US$0.78b (May-Jul) 
-US$0.54b -US$0.15b +US$18.12b -US$1.24b 
-US$0.80b +US$0.21b +US$13.63b -USS$0.11b 
US$3.79b US$7 42b/8) US$80.92b US$8.62b 

19.9 +13.8 +5.9 +146 

123 +30.9 +8.1 +234 

US$4.39b US$6.33b/8) US$58.06b US$9 40b 

16.9 52 +04 +7.3 

14.4 +15.9 +52 +325 

1982=100 Apr 88-Mar 89=100 1990-100 1990-100 

213.3 (Jun-Aug) 125.2 (Jul-Sept) 103.2 (Jul-Sept) 104.8 (Jun-Aug) 
+54 +36 и +14 

413.5 +9.1 +3.2 +5.1 

Rs 28009) (Aug) ро 90.48t (Jul) Y504.11t (Sept) M$87.85b (Арг) 
30.8 +31 +03 05 

+16.9 +26.9 +22 +128 


1) Official and other estimates о! GDP (GNP in Japan) (2) Consumer Price Index А (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) fob (7) сї 
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uuu Tokyo falls as economy worsens т a a Hongkong weakens on US-China trade 
tension т т а Thailand dips amid political uncertainty a a a Taiwan drops in run-up to 
elections т т т Straits bourses decline in thin trading in week ending 3 November т т т 


Hongkong 
Hang Seng index, 4,124.38 
4,000 Average daily turnover 





New York 1127 sae) 


Dow Jones Industrials, 2,929. 























Average daily 





420 Singapore 1,300 
Жин Times Index, 
1,440.40 
Average daily 
27,000 340 turnover US$31.77m — 1,200 | 
24,000 260 1,100 | 

















Jakarta Composile Index, 242.74 
Average daily turnover US$7.65m 
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Philippines Singapore 

25 8.3 

1525 657 

US$2.43b (Sept) US$29.77b (Jul) 

US$1.00b US$24 79b 

-US$0.71b (May-Jul) -US$1.61b (Jul-Sept) 
-US$0.90b -USS$1.79b 

105$ 97b 40851. 71b 

US$2.23b US$15.12b 

+63 48 

482 +143 

US$2.95b US$16.73b 

17 +3.1 

27 +120 

1978=100 Sept 87-Aug 88=100 

597 9 (Jul-Sept) 110.3 (Jul-Sept) 

«3.0 +04 

+18.9 +35 

P317.82b{9) (Jul) -— 40b (Aug) 

07 

+19.0 ahd 1 


(8) Including petroleum (9) МЗ (10) % change over past 3 months 
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South Korea Taiwan Thailand 
9 51 10 
8-9 7 7585 
US$13.86b (Sept) US$75.77b (Aug) US$17.03b (Sept) 
US$15.89b US$67.66b US$12.64b 
-US$1.87b (Sept-Nov) +US$3.84b (Aug-Oct) -US$2.34b (Jul-Sept) 
-US$2.37b +US$5.01b -US$0.65b 
-US$2 40b *US$4.16b .0950.070 
US$18.94b US$19.80b US$7 48b 
+74 48 +142 
+88 +129 +268 
US$20.81b US$15.96b US$9.82b 
+4.0 +1.1 +29 
+5.0 419.3 +203 
1985=100 1986=100 1986=100 
144.6 (Jul-Sept) 115.8 (Jul-Sept) 127.4 (Aug-Oct) 
+2.0 +22 +15 
+91 +24 +59 
Won 76.36t (Sept) hg 93t (Sept) Baht 1,687.60 (Aug) 
+35 +18 
+183 е) +18.3 

11) One month Source: Official statistics 
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Interest rates (%) 


Prime Interbank Interbank Interbank 
2 Dec. lending 1 month? 3 months! 6 monthst 
Australia 1250 829688 817188 80625 
Britain 1050 10375 10.50 10.50 
Hongkong 850 450 450 4.8125 
Indonesia 2500 20% 21.50 22.00 
Japan 6.90 

70 6.34375 6.125 5875 

Malaysia 8.25 7.99 8.05 8.18 
New Zealand 1275 8.15 8.09 8.10 
Philippines 2300 18625 17.25 17.875 
Singapore 7.25 33125 3375 3.625 
South Korea 1117.30 - - = 
Taiwan 10.00 — — - 
Thailand 1450 — 1200 13.50 - 
us 750 525 5.00 4.9375 


“Long term "Short term ttMonetary Stabilisation Bond (1 year) 
tOffered rate Source: Telerate and Review Data 
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Hometown advantage 


ear markets bring out the back- 
biting among brokers. Kuala 
Lumpur, which is in the dol- 
drums after a record 1990 bull 
run, is no exception. Foreign brokers ope- 
rating in the Malaysian capital claim that 
their lives are being made miserable by the 
Kuala Lumpur Stock Exchange (KLsE) and 
the government's regulatory arms, alleg- 
edly acting in cahoots with local securities 
firms anxious about dwindling business. 

Twenty-four foreign brokerages have 
either set up representative offices or form- 
ed joint ventures in Kuala Lumpur since 
the split between the KLSE and the Stock 
Exchange of Singapore (SES) in late 1989. 
As in Bangkok, Hongkong and elsewhere 
in the region, the foreign firms have deve- 
loped a love-hate relationship with their 
local rivals. Everyone is happy to share 
when volumes are surging, but a half-a- 
percentage-point commission starts to mat- 
ter a great deal when business is slack. 

Whether or not dark forces are at work 
in an effort to wrest those commission 
points from the foreign interlopers is de- 
batable, but what is clear is that the KLSE 
has increasingly become a stickler for the 
rule book. The government, too, is appa- 
rently taking a harder look at the activities 
of foreign houses after a year or two of 
operations. 

At least one major foreign broking firm, 
Hoare Govett, is now in a licensing limbo 
after Malaysia's registrar of companies de- 
cided that it should properly be categorised 
as an "investment adviser" under the Se- 
curities Industry Act. If Malaysia's Minis- 
try of International Trade and Industry 
backs the registrar's interpretation, the rep- 
resentative offices of Hoare Govett and 
other foreign houses eventually could be 
forced to pay local taxes on earnings re- 
lated to their Malaysian operations. This 

they would rightly loathe. 

Malaysian brokers say the foreign rep- 
resentative offices should be re-categorised_ 
as investment advisers because their em- 
ployees, in addition to writing reports, are 
ı phoning around drumming up business in 
Malaysia and elsewhere. This the foreign 
companies vehemently deny. They say 
they stick by the rules, providing 
their research to outside investors 
while leaving trading to others. 

Further, several foreign brokers 
have faced tough questioning when 
they came before the KLSE to win 
certification as fit and proper corpo- 
rate nominees. Executives from Bri- 
tain’s Smith New Court and from 
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Singapore's Kim Eng Securities (the latter’s 
representative also happened to be a com- 
mittee member of the sEs) flunked their 
nominee tests by failing to answer a string 
of highly technical questions about Malay- 
sia's security laws. Most home-grown cor- 
porate nominees, Shroff suggests, would 
face a similar fate if the same questions 
were 

Neither would many of these domestic 
brokers like to suffer the sentence meted 
out to an American executive who stood 
recently as corporate nominee for a joint- 
venture brokerage operation set up by 
Hongkong-based Peregrine Securities. 
Taking their cue from former finance min- 
ister Tun Daim Zainuddin, who used to 
insist (though not very effectively) that 
joint ventures operate out of the secondary 
cities where their licences were based, the 
KLSE told the executive that he had no 
choice but to move to Ipoh, the decidedly 
sleepy capital of Perak state. 

What is disturbing is that a double 
standard is being applied. If foreigners are 
being subject to closer scrutiny by the KLSE 
and by the registrar of companies, so 
should local brokers. Level playing fields 
are what make markets attractive in the 
long run, and that should be more impor- 
tant than a bigger slice of the commission 
pie in the short run. ж Jonathan Friedland 


Look at the poor showing by the Tokyo 
stockmarket this year and then look at who 
has been doing all the significant buying. 
No prizes for guessing that it is the for- 
eigners who have taken the biggest bath. 
And they may be in deeper water than 
they yet realise. 

Foreign institutions began buying 
strongly towards the end of 1990, around 
the time when the Nikkei-225 average be- 
gan the first of a series of phoney rallies it 
has enjoyed over the past 12 months. 

Some of the foreign buying appears to 
have been timed to take advantage of these 
rallies, and foreigners' stock selections 
have in general been weighted towards the 
less poorly performing sectors such as 
financials and utilities. But averaged over- 
all it is (net) foreign purchases that have 
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created the mini bull markets this year. 
Most categories of Japanese investors have 
meanwhile remained resolute net sellers. 

A year ago, foreign investors had very 
little Japanese stock on their books, but 
they have since accumulated enough to 
provoke another bear market if they be- 
come disillusioned en masse. Who then 
will prop up the market? 

The rate of net foreign buying is slow- 

ing — it is estimated to have totalled 
around Y200 billion (US$1.6 billion) in No- 
vember — and the Nikkei's sharp slide 
over the past two weeks suggests it is no 
longer big enough to absorb foreign sell- 
ing. 
All the fundamentals this time point to 
some foreigners getting locked into long 
positions, just as they were left short in the 
late 1980s during the final surge in the 
great bull market. Most economic lead in- 
dicators are flashing warning signs and 
corporate profits for the first half of finan- 
cial 1991-92 are sickly. 

More arcane factors are also depressing 
the Tokyo market, and here foreigners are 
probably a bear rather than a bull factor. 
Aggressive arbitraging between Tokyo 
cash stocks and stock-index futures tends 
to boost turnover in futures and depress 
cash turnover, which lately has sunk to an 
average of around 240 million shares a day. 

This is because of the curious way Ja- 
pan has structured its index futures mar- 
kets, with commission rates being lower 
than in the cash markets and thus attract- 
ing heavy trades even when prospects for 
the underlying equities do not appear to 
justify them. The cash market indices fall 
fastest when trades are few. 

The rather opportunistic new issue of 
equity by Sony Music Entertainment that 
hit the Tokyo market recently appears to 
have been made in the hope that foreign 
institutions were still eager to snap up all 
the scrip they could lay their hands on. But 
even foreigners have been fighting shy of 
electrical and (poorly performing) manu- 
facturing stocks. So Sony Music went 
down like a lead balloon, with dealers call- 
ing it the worst equity debut they could 
remember. A half dozen or so planned new 
issues have since been pulled from 
the market. 

With Japanese financial institu- 
tions about as cash strapped as the 
corporate sector, foreign buying is 
about the only game in town. All 
the signs, however, suggest that the 
gaijin are becoming much less eager 


to play. m Anthony Rowley 
12 DECEMBER 1991 
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power in Asia shifted? 


apan has challenged US dominance in Asia where both govern- 
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their growing economic might, the Japanese seem reluctant to | 


play this role. The rest of Asia remains unsure what Japan’s ultimate 
intentions are. 
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RESEARCH AND 


INNOVATION 


` Rods for its own back 


wenty years ago, it appeared that 
the world’s supply of uranium 
was rapidly running out. Nations 
dependent on nuclear power 
drew up plans to make maximum use of 
the fuel that remained. Today, as a result 
of exploration and exploitation, uranium is 
once more cheap and plentiful. Govern- 
ments around the world have altered their 
energy policies accordingly. But not Japan. 
The Tokyo government continues to 
pursue a strategy of uranium substitution, 
in which the goal is independence in nu- 
clear fuel. Japan depends on imports for 
90% of its energy needs, more than any 
other advanced industrial nation. This de- 
pendence, especially in the aftermath of the 
oil shocks, has left the Japanese feeling 
vulnerable. 
Achieving independence means the es- 
tablishment of an indigenous fuel cycle; 


| that is, recycling spent uranium fuel rods 


by reprocessing them with plutonium. In 
special "breeder" reactors, the recycled fuel 
produces more plutonium, which in turn 
can be used as reactor fuel. 

Beginning in the mid-1960s, the Japan- 
ese Government and the country's private 
electricity companies embarked on a mas- 
sive development programme. From a 
technical standpoint, the breeder reactor 
part of the programme has made good 
progress. Two small experimental reactors 
have been operating successfully since the 
late 1970s. A large-scale prototype reactor 
is expected to start operation next year. 

But the cost of the programme has es- 
calated dramatically. The prototype was 
originally estimated to cost Y36 billion in 
1990 terms (equivalent to US$250 million), 
but will now end up leaving little change 
out of Y600 billion. So far, the government 
has footed most of the bill. For the next 
stage, a full-scale demonstration breeder 
reactor, the government expects the power 
companies to bear most of the costs. They 


| seem reluctant to do this, given that a 


breeder reactor is unlikely to become a 
commercial proposition before 2030. 

The problems with the reactor pale in 
comparison with those associated with re- 
processing the fuel. Outside the village of 
Rokkasho in northern Honshu, Japan Nu- 
clear Fuel Service — a company estab- 
lished by the power companies in 1980 — 
is building a massive plant to reprocess 


| spent fuel rods from Japan's 40-odd nu- 


clear power plants. 

Built at a cost of more than ¥1 trillion, 
the plant is not expected to be in operation 
until 1998. Until then, Japan has to depend 


on Britain and France to meet its repro- 
cessing needs. Over the next 10 years, Ja- 
pan plans to ship some 36 tonnes of plu- 
tonium back from Europe. 

Plutonium is the basic building mate- 
rial for hydrogen bombs. For the past five 
years, the perils of plutonium have not 
ranked high on the world's political 
agenda. But in the light of recent fears that 
countries such as Iraq and North Korea 
have plans to build nuclear weapons, the 
US Government has begun to worry about 
what would happen if some of Japan's 
plutonium fell into the wrong hands. 

Such fears are significant because of the 
original agreements under which Japan 
acquired reactor technology from the US. 
These give the Americans the right to 
refuse Japan permission to ship and re- 
process spent fuel. 





жа,” A a 
Uranium fuel rods: indigenous cycle. 


To allay US congressional fears, Japan 
is building an armed vessel to protect ship- 
ments of plutonium from hijack attempts 
by terrorists. Inevitably, this ship itself has 
become a major domestic political issue in 
Japan, whose constitution renounces “the 
right of belligerency." To defuse possible 
controversy about Japanese militaristic in- 
tentions abroad, the ship will be operated 
by the Maritime Safety Agency, a sort of 
Japanese coast guard. 

Terrorist attacks are not the only prob- 
lem with shipping plutonium. Transport- 
ing the highly toxic, radioactive material is 
a sensitive political issue in Europe, too. 

Ironically, this means that the fuel-cycle 
strategy has actually increased Japan's vul- 
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nerability to external pressures. Not unti 
the reprocessing plant at Rokkasho come 
on line in 1998 will its sources of supply Ы 
secure. 

But Rokkasho brings with it a whole 
new set of problems. Prime among them is 
what to do with all that plutonium. Expert: 
estimate that by the year 2010, combinin; 
shipments made earlier from Europe witl 
the output of Rokkasho, Japan will have 
accumulated 100-110 tonnes of plutonium 
That is almost equivalent to the nuclea; 
stockpiles of the two military superpower: 
put together. 

The various experimental and proto 
type breeder reactors will require only 4( 
tonnes, That leaves a plutonium surplus 
of between 60 and 70 tonnes. “The Japan- 
ese Government doesn’t want to use the 
word ‘surplus’,” says Tatsujiro Suzuki, г 
visiting scientist at Centre for Energy 
Policy Research at the Massachusetts In- 
stitute of Technology. Suzuki sees this as 
dishonest. 

The government's original idea was 
that the plutonium would be used to fuel 
Japan's existing reactors. First, however, 
the material must be mixed with uranium 
oxide. Some estimates put the cost of the 
resultant composite at five times that of 
uranium fuel. 

So the surplus fuel would probably 
have to be stored at Rokkasho. This would 
require the consent of the local inhabitants, 
which by no means would be a foregone 
conclusion. The government and utilities 
have attempted to shroud their activities 
in secrecy, and appear to have forfeited the 
trust of the local community. 

With such problems, Japan's strategy of 
energy independence would seem to be 
in jeopardy. As Suzuki says in a recent pa- 
per: “Japan has to realise that the original 
‘nuclear vision,’ i.e., establishment of a self- 
reliant nuclear power system through early 
commercialisation of breeder and pluto- 
nium use, will not be realised as expected 
at least for the foreseeable future, even 
though it may be valid as a long-term 


"Nuclear power based on an unrealistic 
vision could be harmful. Large-scale pluto- 
nium use at present is no longer necessary. 
On the contrary, it could make the Japan- 
ese nuclear programme more inflexible 
and susceptible to international politics." 

The solution to the problem, he believes 
is to reduce the scale and delay the timing 
of the plutonium reprocessing programme 
to ensure a convergence of supply and de- 
mand. m Bob Johnstone 
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The Golden Gate Bridge, 
photographed by Morley Baer. 
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supporting commerce across six 
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LETTERS 


` Transport dialogue 


In reference to The price of success [FOCUS, 
21 Nov.], at first glance, East Asia’s situa- 
tion does not differ so much from Western 
Europe's transport problems. However, 
there seem to be several differences if you 
look closer. These differences may be start- 
ing points for a dialogue: 

> Preference for the long view, even in 
the-face of pressing needs of the present. 
Grand schemes like the proposed Seoul- 
Pusan rapid-train-link have creative impli- 
cations, whereas expanding road capacity 
at one bottleneck or the other will just de- 
lay the point of breakdown for some 
months or a few years. 

> Look beyond transport and consider its 
causes. Krung Thep’s notorious traffic jams 
are the result of runaway regional deve- 
lopment that has not looked into alterna- 


| tives for industry and people to locate else- 


where than in the nation's capital. A rapid- 
rail-link between Don Muang and 
Ayuthaya/Nakhon Sawan or Nakhon 
Ratchasima is probably more important 
than another tollroad into the city centre. 

> East Asia means а lot of people on 
scarce space. The right option for this pat- 
tern of settlement is mass transportation, 
not the car. For freight transport it means a 
greatly improved rail system and inland 
ship canals. There is — with some regional 
exceptions — no hope to solve anything 


| on the road. Consider each bicycle driver 


as a car driver during rush hour in Shang- 
hai! 

> To my knowledge there are urgent 
transport problems in Asian countries not 
covered by your review — for one, Viet- 
nam. Its rail system is in poor condition; 


| National Route No. 1 is — apart from be- 


ing a focal point of heavy accidents — 
overloaded with trucks whose cargo 
should be on trains. The Asian Deve- 
lopment Bank has to deal with this prob- 
lem. 

Considering the constant stream of 
Asian experts touring Europe (most of 
them Japanese), I would suggest that Asian 
planners should look first to the Singapore 
solutions. If they should come to the con- 
clusion that this is too expensive, they 
should look to Hanover, Germany. 

If they should think that both schemes 
are not suitable, they should turn to the 
basic cause of the transport mess, and 
consider regional economies in order to 
decrease unnecessary pressure on the 
already overloaded hubs of transportation. 
Cologne ING. REINHOLD GÜTTER 


Disrespect for democracy 

Despite strong protests by major opposi- 
tion parties, Khaleda Zia has abolished the 
local government system in Bangladesh by 


FAR FASTERN ECONOMIC REVIEW 


an ordinance [REVIEW, 5 Dec.]. 

Khaleda did not seek approval for this 
from the voters at the last general election. 
Therefore, she does not have the mandate 
to terminate the democratically elected lo- 
cal government representatives unilater- 
ally. If she can prove that the local govern- 
ment election was rigged by the previous 
government, she should give the people a 
fresh and fair chance to elect their repre- 
sentatives again. Instead, what she has 
done is nothing but a demonstration of 
utter disrespect for democracy and the 
people's view. 


Vienna ISHRAT JAHAN 


One-word response 
There is only one adequate response tc 
Saut Maruli Siregar's letter regarding Eas! 
Timor [5 Dec.]. 

Garbage! 
Hongkong TONY WL 


A matter of disclosure 

The article, Lifting the veil [28 Nov.] 
dealing with the disclosure of interests ir 
Hongkong listed companies contains é 
number of misleading statements. Mos 
important of these аге the references in tht 
sub-heading of the article to "loopholes' 
and in the body of the article to “four way: 
to avoid the need to disclose." 

In fact, all but one of the "loopholes 
you mention involve breaches of the lav 
which could result in criminal sanction 
and civil penalties. The other “loophole, 
the use of discretionary trusts, only per 
mits substantial shareholders who are nc 
directors to escape the disclosure require 
ments. 

In the Hongkong context, most sut 
stantial shareholders (10% or more of vo! 
ing share capital) will also be directors an 
so will disclose all changes in holdings i 
the shares and debentures in the compan 
as directors. ALAN MERCE 

Securities & Futures Commissio 
PAUL PHENI 
Hongkong Stock Exchange of Hongkon 





Singapore's scholars 

In Soldiers and scholars [5 Dec.], Tai Mir 
Cheung alleges that the overseas schola 
ship scheme of the Singapore Arme 
Forces (SAF) "raises concerns over the SAF 
political influence and the state of its pr 
fessionalism." 

Cheung complains that "because tl 
award is based on academic merit and 
good extra-curricular record, it strong 
favours those coming from more р! 
vileged families." Sixty percent of s, 
scholars come from non-profession 
families. Many applicants with ot 
standing academic records, but who la 
military aptitude and leadership potenti. 
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are turned down. 

Cheung says “The farmers [i.e. non- 
scholars] are already resentful of the perks 
and privileges reserved for the scholars, 
including higher rates of pay and an accel- 
erated pace of promotion." SAF scholars, 
like all other graduate combat officers, are 
promoted to the rank of captain by cohort. 
Thereafter all officers, whether scholar or 


| non-scholar, compete for all promotions 


and appointments on merit. Each year, the 
SAF systematically ranks officers against 
their peers, to determine who should be 
promoted. The process involves the entire 
SAF chain of command. Many scholars are 


| ranked by superiors who are non-scholars. 


If indeed “to provide more opportunities 
to the scholars, the promotion prospects of 
mainstream non-SAF scholarship officers 
have been quietly cut back," the whole SAF 
would know about it. 

This applies all the way up to the high- 
est posts in the sAF. Who eventually suc- 
ceeds Lieut-Gen. Winston Choo as Chief of 
Defence Force will depend entirely on who 
is best qualified for the job. To suggest that 
Maj.-Gen. Ng Jui Ping, a non-scholar, will 
be appointed "for fear of further antago- 
nising the farmers" is an affront to the 
many outstanding non-scholar officers in 
the SAF. 

Cheung reports that "around one third 
of the sAF's 11 generals are scholars, in- 
cluding the air force chief Brig.-Gen. 
Michael Teo Eng Chong and the head of 
the SAF's military intelligence Brig.-Gen. 
Gary Yeo." In fact both these officers, as 
well as Lieut-Gen. Choo, Maj.-Gen. Ng Jui 
Ping and many others, joined the SAF as 
non-graduates, and obtained university 
degrees under SAF sponsorship. Yet 
Cheung claims that "because the scholar- 
farmer divide is kept so rigid by the au- 
thorities, it is almost impossible for a 


farmer to become a scholar." 


Cheung complains that "even after they 
retire, many of these scholars . . . still hold 
reservist positions in the SAF . . . That they 
continue to hold such close ties with the 
military establishment undermines the 
clear-cut separation between the civilian 
and military arenas that is fundamental to 
democracies." Western countries whose 
armed forces depend heavily on reservists, 
like Sweden and Switzerland, have people 
who have succeeded in their civilian ca- 
reers also holding senior reservist appoint- 
ments. Many Swiss bankers and industri- 
alists command reserve brigades or battal- 
ions, and interrupt business negotiations 


| overseas to fulfil their military obligations. 
| As another example, the former US secre- 


tary for the navy, John Lehman, was a 
commander in the US Naval Reserve. Are 
these countries then not democracies? 
Cheung claimed that in the SAF, "mis- 
takes tend to be made because decision- 
makers lack a detailed understanding of 
the issues they are dealing with . . . This 
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has resulted in delays in the introduction 
of some equipment . . . this includes the 
F16 fighter, whose delivery to the Singa- 
pore Air Force was held up for a couple of 
years." Yet he also says " the RSAF was the 
first Asean air force to acquire the F16 in 
the mid-1980s, sparking off a mini arms 
race." In fact, having acquired F16s, the SAF 
deliberately delayed bringing them back to 
Singapore until its neighbours had also ac- 
quired Flé6s. 

Cheung says “a confident and aggres- 
sive military establishment that does not 
necessarily subscribe to Western notions of 
an apolitical military institution could play 
a role in defending the nation from inter- 
nal security as well as external threats.” 
The SAF is not a regular army. Ninety per- 
cent of servicemen are citizen soldiers. 
How can it play a political role? 

Cheung makes many other errors of 
fact. Tan Chin Tiong, Permanent Secretary 
at the Ministry of Home Affairs, is not an 
SAF scholar. Philip Yeo, chairman of the 
Economic Development Board, and Eddie 
Teo, director of security and intelligence, 
are not SAF officers. The government is not 
“tightening its draft regulations to help 
compensate for a growing shortfall in re- 
cruits.” The Malaysian Government will be 
astonished to learn that the SAF plans to 
establish a “military training institute in 
Johor, Malaysia, along the lines of Sand- 


hurst in Britain.” COL R. MENON 
Director of Public Affairs 


Singapore Ministry of Defence 


Promoting investment 

The Pakistan Ministry of Industries and the 
Multilateral Investment Guarantee Agency 
must certainly be congratulated for having, 
managed and conducted what could cer- 
tainly be one of the most successful invest- 
ment promotion conferences that any 
Third World country could possibly have 
organised. 

The two messages that would ring ir* 
the ears of most conference delegates are 
"Government would govern and leave 
business to the businessmen” and “limited 
national resources would be optimally ap 
portioned by government concentrating. 
primarily on defence, education, health 
and social welfare." The aggressive ригѕийй 
of such policies by Pakistan would пай 
doubt be viewed with considerable inter 
est, particularly in developing countries їйї 
the Asian region. 
Hongkong BERNARD WIJEDORWI 


Correction 


In Soldiers and scholars [5 Dec.], the 
REVIEW wrongly stated that a new SA 
Training Institute (SAFTI) was to be establishe 
in Malaysia. SAFTI is to be located in Juron, 
Singapore. We apologise for the error whic 
arose in editing. 
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AVAN. 
Ho Chi Minh. 
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Lawmakers force showdown on bench of last resort 


Court of contention 


By Stacy Mosher in Hongkong 
ongkong's Legislative Council 
(Legco) has taken an unprec- 
edented stand to defend the ter- 
ritory's autonomy by voting 34- 
11 to reject an agreement reached by the 
Chinese and British governments over the 
future Final Court of Appeal. 

In a gesture of contempt for the political 
institutions that they have created, the 
British and Hongkong governments have 
said they will ignore Legco's views. Instead 
the two governments will go ahead with 
existing plans for the creation of the Court 
to take the place of Britain's Privy Council. 

In the process, Hongkong has run into 
à constitutional crisis that exposes contra- 
dictions between the promises made to 
provide it with autonomous government, 
and the desire of China and Britain to ar- 
range things according to their own politi- 
cal interests in the run-up to 1997, when 
sovereignty reverts to China. 

Peking has taken the opportunity to 
repeat its attack on Legco as a mere advi- 
sory body with no political relevance. 
Britain's contribution to the debate has 
been encapsulated by the British foreign 
office minister responsible for Hongkong, 
Lord Caithness, who in a visit to the terri- 
tory days after the debate, blamed the in- 
appropriate ambitions of "certain members 
of Legco," and the unrealistic dreams of 
local legal professionals. 

Hongkong people, on the other hand, 
are beginning to question the role of the 
Sino-British Joint Liaison Group (JLG), 
which has progressed from its original 
function of consultation to become in- 
creasingly involved in the administration 
of the territory. 

The composition of the Court an- 
nounced by the JLG in September allows 
only one judge from another common law 
jurisdiction to be invited to sit on at most 
half of the court's sessions. 

Local lawyers say that the agreement 
conflicts with provisions in the Sino-British 
Joint Declaration and the Basic Law, 
Hongkong's post-1997 constitution. Both 
documents state that the Court may "as 
required invite judges from other common 
law jurisdictions." The Legco representa- 
tive of the legal functional constituency, 
Simon Ip, won Legco colleagues' support 
for his motion that the agreement should 
be changed to grant the Court the prom- 


10 


ised flexibility. 

But all three governments say they will 
ignore Legco, insisting that a smooth tran- 
sition takes precedence over strict adher- 
ence to guarantees in the Sino-British Joint 
Declaration and the Basic Law. 

British and Hongkong officials insist 
that the agreement is an acceptable and 
workable compromise in return for Pek- 
ing's permission to establish the Court in 
1993 so that it can be operating smoothly 
in time for the hand-over of sovereignty. 
Hongkong officials are drafting the legis- 
lation necessary to implement the JLG de- 
cision, saying they will introduce it when 
they have convinced Legco that a flawed 
court is better than none at all. 

Already there is doubt over whether 
another vote in six months time would be 
as decisive as that on 4 December. Apart 
from the 11 votes cast against Ip's motion, 
four councillors abstained, and nine man- 


of presenting the government's case at tl 
beginning of the debate, Secretary for Co 
stitutional Affairs Michael Sze told Leg: 
members that he had just come from tl 
JLG meeting, and called for "moderation 
aspirations" in the light of Peking's refus 
to renegotiate. He warned that compr 
mise on the number of judges was prefe 
able to a Court of unknown quality Бей 
established unilaterally by Peking aft 
1997. 

But supporters of the motion mai 
tained that the issue was not a numbe 
game, but a matter of defending tl 
integrity of the Joint Declaration and tl 
Basic Law. If the JLG can impo: 


restrictions in this area, they said, then 
could also curtail other rights an 
freedoms that Hongkong people have be 
led to believe were cast in iron by the tw 
documents. 

Councillors also pointed out that tt 





aged to be absent when the votes were cast. 

The issue has become a diplomatic em- 
barrassment, as the Court's composition 
was part of a package of compromises 
worked out in September when British 
Prime Minister John Major visited Peking 
to sign the memorandum on Hongkong's 
new airport. British officials claim that if 
they renege on this agreement, Peking will 
feel free to back out of others. 

The timing of the Legco debate was es- 
pecially problematic as it fell in the middle 
of a three-day JLG session being held in 
Hongkong. Taking the unprecedented step 


FAR EASTERN ECONOMIC REVIEW 


Hongkong Government has the power t 
establish the Court according to its ow: 
guidelines before 1997, just as it formulate: 
the Bill of Rights for the territory in th 
face of Peking's threats to repeal it imme 
diately after 1997. Councillors argued tha 
if the Court performs well, Peking wi 
have no good reason to disband it. 

Ip describes the controversy as 
boundary dispute. "Basically we have t 
say, this is our patch, leave us alone." Ur 
acceptable incursions would also brini 
Peking under the criticism of the interna 
tional community, Ip adds. 
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But on the Court issue, Hongkong hs TAIWAN 


enjoyed little support from the interna- 
tional community, least of all from Britain. 
The British team at the JLG, supposedly 
speaking for Hongkong's interests, is 
headed by Anthony Galsworthy, a Foreign 
Office official long associated with a policy 
of least resistance toward Peking. Gals- 
worthy's attitudes towards local Hong- 
kong views have been consistently and 
visibly contemptuous. 

"The JLG should be implementing the 
Joint Declaration in terms of the needs of 
Hongkong," says a prominent local 
Queen's Counsel, Alan Hoo. "But no one 
is talking about this. Everything seems to 
be based on the diplomatic climate be- 
tween Britain and China." 

There are signs that Peking, recognising 
London's weakness, is preparing for even 
greater incursions into the territory's au- 
tonomy. Recently a former Basic Law 
drafter, Chinese law expert Wu Jianfan, 
stated that legislation to establish the Court 
can be passed by the Chinese National 
People's Congress and applied to Hong- 
kong after 1997, 

Wu points to Article 82 of the Basic 
Law, which states that "the structure, 
powers and functions of the courts of the 
Hong Kong Special Administrative Region 
[SAR] at all levels shall be prescribed by 
law." This law, he says, can be Chinese 
national laws applied to Hongkong. 

Wu's claim has far-reaching repercus- 
sions for Hongkong's future. Other provi- 
sions in the Basic Law to which the same 
principle can be applied include economic 
and monetary policies, the protection of 
private ownership of property, freedom of 
movement within, into and out of the SAR, 
and safeguards on the rights and freedoms 
of residents. 

Of equal importance are factional 
power struggles over reforms to the cur- 
rent Legco committee system, where liber- 
als have found themselves pitted against 
conservatives in Legco and in the 
policymaking Exco. A feature of this 
struggle has been the claim by conserva- 
ives that liberal legislators want to make 
-egco equal or superior in importance to 
:xco. 

Pro-Peking newspapers and Chinese 
»fficials, including Communist Party chief 
iang Zemin, have taken up the conserva- 
ives' accusations with alacrity. They also 
‘harge the British Government with trying 
o undermine the current power structure 
fore the 1997 hand-over. Peking has 
lever recognised Legco as anything more 
han a consultative body, and warns that 
iny change to the current balance of power 
»etween Legco and the executive admi- 
istration would be considered a breach of 
he Basic Law. 

Peking regards the Court issue as a 
ime example of Legco trying to assert its 
vill inappropriately over the executive. ш 
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KMT candidates take bolder stand on reforms 


Opposition cues 


By Julian Baum in Kaohsiung 


eaders of Taiwan's main opposition 
і party are outwardly confident that 

their bold decision in October to 
campaign on an independence platform 
will be rewarded at the year-end election 
for the National Assembly. 

The opposition Democratic Progres- 
sive Party (DPP) is contesting only 94 
out of the 225 directly elected seats that are 
up for grabs in the assembly, which will 
meet next year to reform Taiwan's consti- 
tution. Weak organisation in many parts of 
the island and lack of funds have pre- 
vented the party from fielding more can- 
didates. 

But the enthusiasm of opposition hope- 
fuls, especially in southern Taiwan, has 
partially compensated for the huge gap in 
resources between the DPP and the ruling 
Kuomintang (KMT). 

DPP chairman Hsu Hsin-liang has criti- 
cised the government for failing to explain 





Hsu: critical of the government's attitude. 


the importance of the 21 December elec- 
tion to the public. 

The result, he said, is to allow 
factionalism and provincialism to domi- 
nate the campaign, leaving voters to think 
that it is politics as usual. 

Hsu's point was corroborated in a sur- 
vey by a leading newspaper and television 
station taken two weeks before the poll. 
More than 90% of the respondents knew 
about the election, but only one in three 
knew that the purpose of choosing a new 
national assembly was to amend the con- 
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stitution. 

Whatever the outcome, opposition 
leaders believe that their open advocacy of 
independence during the campaign has 
enhanced the prospects for free speech. The 
freer atmosphere has also encouraged 
many KMT candidates to adopt positions on 
constitutional reform which are closer to 
the opposition than their own party. 

More than half of the KMT candidates in 
Kaohsiung, for instance, support direct 
election of the president, a view their party 
has not endorsed. One often-cited news- 
paper advertisement for the opposition 
articulates this popular view. It shows a 
gallery of pictures of Chinese emperors 
from ancient times and modern-day lead- 
ers, including President Lee Teng-hui, with 
the space after Lee filled with a question 
mark. The message asks that, for the first 
time in 5,000 years of history, Chinese peo- 
ple be allowed to choose their own leader. 

Critics say the advertisement, like much 
of the DPP's campaign literature, begs the 
question of what kind of gov- 
ernment is best for Taiwan — 
a presidential system or a par- 
liamentary one. 

The ОРР/$ strong identifica- 
tion with Taiwan through its 
independence platform has 
also forced KMT candidates to 
declare their loyalities to the 
island. "Love for Taiwan, heart 
for China," is the campaign 
slogan of the KMr's front-run- 
ner in Kaohsiung, Wu Chien- 
kuo, a respected college dean 
who is trying to overcome his 
family background as a main- 
lander. "Everybody loves Tai- 
wan” is the slogan of another 
KMT candidate. 

“The ‘Chinese KMT is be- 
coming the "Taiwanese KMT’,” 
said Chiu Yi-ren, a leader of 
the DPP's New Tide faction. 
"This is a trend no one can escape." 

If the independence issue has revived 
what might have been an extremely dull 
campaign, it has not changed the way 
politics works, especially outside the big 
urban constituencies in Taipei and 
Kaohsiung. 

At the local level, even the DPP is en- 
meshed in family factions which have little 
to do with the ideological distinctions be- 
tween the "moderate" and "progressive" 
wings of the party. 

One opposition candidate who would 


11 


REGIONAL AFFAIRS 


— ——ssáÁ—————  ————Á"n—i 


like to break through this 
provincialism is Chen Chu, 
secretary-general of the 
Taiwan Association for 
Human Rights. The vet- 
eran human-rights activist 
is standing for a seat in ur- 
ban Kaohsiung and finding 
that her biggest handicap is 
that she is a native of the 
northern Taiwan county of 
Ilan. Chen is depending on 
support from working class 
people who have migrated 
to Kaohsiung from outly- 
ing areas and are less likely 
to be caught up in the city's 
factional politics. 

"| don't mind losing 
this election if we can 
raise the level of political debate and edu- 
cate the public about human rights," said 
Chen, who claims she has the most politi- 
cal experience of any candidate in the 
election. 

Trying to counter the KMT election tac- 
tics can be discouraging to opposition can- 
didates who lack resources and must fund 
their campaigns without any help from 





party headquarters except 
for occasional public en- 
dorsements from DPP nota- 
bles. 

Chen said that her 
campaign is costing about 
NT$5 million (US$194,200), 
which has been paid for 
entirely with donations 
from friends. Chen and 
others claim that KMT 
candidates are spending 
more than 10 times that 
amount. 

As in the past, the KMT, 
which is contesting 215 
seats, is skilfully using 
Taiwan's multiple-seat 
constituencies to promote 
its candidates. Through 
surveys conducted during the campaign, 
local committees monitor who is doing 
well and who is falling behind. To distrib- 
ute the votes more evenly among candi- 
dates, party managers then shift their ef- 
forts away from popular candidates to 
drum up support for less popular ones. 
“The KMT doesn’t want to see a superstar,” 
said the brother of one popular KMT can- 


Prime time politics 


Taiwan's opposition parties have been 
given clearance to run political commer- 
cials on national television for the first 
time in the lead-up to the 21 December 
National Assembly elections. 

The video messages, to be aired at 
prime time during the last 10 days of the 
election campaign, have been approved 
by the Central Election Commission, 
which ordered all parties to delete certain 
statements it said violated sedition and 
libel laws. 

The opposition Democratic Progres- 
sive Party (DPP), which has been allo- 
cated more than one hour of broadcast 
time, was told to remove references to 
"building an independent Republic of 
Taiwan." The government has ruled that 
advocating Taiwan independence is a 
seditious act, though opposition candi- 
dates advertise their pro-independence 
views on billboards and campaign lit- 
erature with little interference. 

The commission has also banned pro- 
independence statements by candidates 
in the official election bulletins. But it has 
no direct control over local election 
commissions which publish and dis- 
tribute the bulletins to households and 
public notice boards. In counties and cit- 
ies where the local government is led by 
the opposition, local commissions have 


defied central government orders and 
published the candidates' separatist 
views. 

Television is more manageable given 
that the government owns the island's 
three TV stations, though many DPP can- 
didates are giving talks on the so-called 
fourth channel, which is actually a series 
of independently operated, clandestine 
broadcasting stations. In southern Tai- 
wan, a "democracy channel" is run by 
pro-DPP businessmen who give opposi- 
tion candidates free air time with an au- 
dience of several tens of thousands of 


es. 

For the official videos on national te- 
levision, the commission ordered the 
ruling Kuomintang (KMT) to delete a de- 
scription of other political parties as 
"groups of rebels and bandits" without 
common goals. 

The commission said the characteri- 
sation was libellous since the other par- 
ties were legally established. The KMT has 
been allotted more than two hours of 
broadcast time, based on the number of 
candidates it is fielding. 

The commission also required a coali- 
tion of independent candidates to delete 
comments from their video by former 
Taipei mayor and presidential adviser 
Henry Kao, who called on voters to ac- 
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didate. “They try to manipulate every 
vote." 

The DPr's Chiu says, however, that the 
biggest problem is the ruling party's tradi- 
tional practice of vote-buying and other 
questionable vote-winning tactics. In recent 
years, vote-buying has reportedly declined 
in urban areas, but it is still prevalent in 
over-represented rural constituencies. 

In the heyday of the KMT party ma- 
chine, Chiu claims, the KMT could count on 
a 60% success rate in vote-buying. "Now 
the KMT must make new calculations. If 
they want 2,000 votes, they have to buy 
6,000." 

Local district leaders are the traditional 
means of mobilising votes through cash 
payments or other favours. But Chiu said 
this network is not as important as in the 

t. 

The central government has set up of- 
fices to investigate charges of vote-buying, 
offering a reward of NT$500,000 for any 
evidence leading to a conviction. The 
amount is almost double that offered in 
elections two years ago, but opposition 
leaders said that on that occasion any evi- 
dence they presented was dismissed as in- 
conclusive. a 


cept bribes from candidates but vote ac- 
cording to their conscience. That advice 
is widely heard from independent and 
opposition candidates who are trying to 
break the old pattern of vote-buying and 
poll-rigging by local KMT organisations. 

Commercial TV producer Hsiao Yeh 
said the main of the DPP’s video 
messages, which he helped produce, was 
to clean up the opposition party's public 
image. "Most people see the DPP as a 
violent group who fight in the legisla- 
ture," said Hsiao, who admits he has not 
voted in recent elections because he is 
disillusioned with politics. 

"But we want to remind people of 
what the DPP has accomplished in the 
past three years. They are speeding 
democratic reforms which are allowing 
people to do things they dared not do 
before," Hsiao said. 

Some DPP members have criticised 
their party's videos as too abstract and 
lacking appeal for working class and 
rural constituencies. One message shows 
a cluck of white chickens in a small cage. 
As food pours through the wire mesh, a 
voice says: "If you think this is prosper- 
ity, then we have failed." 

But party leaders say the advertising 
is aimed especially at Taiwan's urban 
middle class, whose support is needed 
to push the DPP above the 30% level of — 

vote it won in the partial elec- 
tion for legislative seats in 1989. 
m Julian Baum 
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MACAU’S 


BORDELLOS 


Men out of work 


Macau's experiment with a new tourist 
attraction came to a premature end when 
its first bordello for women only was 
closed down within weeks of its opening 
in early November. 

The Portuguese enclave has long of- 
fered its male tourists a comprehensive 
range of massage and escort services, 
which have become its second-biggest 
attraction after its famous casinos. Pros- 
titution is not illegal in Macau and 2,000 
of an estimated 3,000 ladies of the night 
are imported legally from Thailand un- 
der the category of “specialist entertain- 
ment workers.” 

But the “Thai Palace Club — Dream- 
ing Star Ladies Member Club” was the 
first ever attempt to tap the fairer sex as 
a new source of revenue for the tourist 
industry. For Patacas 150 (US$18.63), 
cash only, thank you, the adventurous 
and the curious were offered the 
companionship of 30 young men from 
the Land of Smiles. Patacas 750 
bought a more intimate encounter. One 
person involved in the enterprise de- 
scribed business as “extremely good.” 
Bored expatriate wives from Hongkong 
were particularly targeted as potential 
clients. 


SR! LANKA 


Fortunes of po 


Ву Manik de Silva in Colombo 

ri Lankan parliamentary politics is in 

an unaccustomed state of ferment. 

Less than four months ago, President 
Ransinghe Premadasa was riding high. The 
opposition Sri Lanka Freedom Party (SLFP) 
was in a shambles. The ruling United Na- 
ional Party (UNP), secure in its sizeable 
parliamentary majority, was exulting over 
opposition leaders who were squabbling 
»penly. 

Then came the president's turn to re- 
'eive a severe political shock. On 28 Au- 
kust, a group of dissident MPs of the ruling 
arty brought a motion of impeachment 
against Premadasa. All of a sudden the 
LFP closed ranks to take on the president 
and the UNP was divided over the im- 
»eachment issue. 

Since then, after a series of UNP factional 
moves and presidential manoeuvres in the 
mpeachment crisis, Premadasa has 
E the clear winner. Two former 
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But the entrepreneurs apparently 
misjudged the need, sometimes, for sub- 
tlety in innovation. The Thai Palace's lo- 
cation, cheek by jowl with a school, a 
Catholic centre and a restaurant fre- 
quented by government officials, was 
glaring enough. Articles in a local Por- 
tuguese and Hongkong English news- 
paper finally inspired the authorities to 
double indignation over the house of sin. 

An official visit revealed that the club 





lities 


ministers, Lalith Athulathmudali and 
Gamini Dissanayake, and six other MPs 
were expelled from the party by Prema- 
dasa for backing the impeachment motion. 
Under the Sri Lankan system, MPs ex- 
pelled from their party lose their parlia- 
mentary seats as well. The dissidents 
sought judicial recourse but their expul- 
sions were upheld by the Supreme Court. 

The UNP dissidents have formed a new 
party, the Democratic United National 
Front (DUNF), to which they hope to attract 
a section of the UNP. Their chances of suc- 
ceeding remain uncertain, but the personal 
prospects for both Athulathmudali and 
Dissanayake, who were once considered as 
possible successors to former president 
J. R. Jayewardene, do not appear rosy. 

Premadasa ignored the claims of both 
contenders and offered the post of prime 
minister in early 1989 to D. B. Wijetunga, a 
non-controversial figure. Athulathmudali 
and Dissanayake were given senior cabinet 
ministries. 
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lacked a bar licence and that 19 of its star 
attractions held only tourist visas. The 
illegal gigolos were ordered to return to 
their country of origin, and the Thai Pa- 
lace closed its doors at the end of No- 
vember. 

The episode is a tribute to Macau's 
determination to put law and order 
ahead of profit. The enclave badly needs 
all the visitors it can get to make its new 
airport (due to be opened in 1995) viable, 
as well as to fill the government's de- 
pleted coffers, now being urgently re- 
plenished by a controversial departure 
tax for tourists. 

But those who missed the Thai Pa- 
lace's unique services the first time 
around need not be disappointed. One 
of the proprietors has vowed to re-open 
the establishment in less ostentatious cir- 
cumstances — perhaps even with the 
proper paperwork. In the meantime, 
there are rumours that, in an effort to 
keep body and soul together, some of 
the Thai Palace Romeos have turned 
free-lance. 

The Thai Palace was not exactly an 
original idea. Such institutions are not 
unknown in Korea and Japan where 
they cater to women effectively wi- 
dowed by their husbands' addiction to 
golf, drink, work, karaoke — or other 
women. But the exploitation of virile 
Southeast Asians is a new departure in 
the exploitation of the Third World, and 
of men. m Stacy Mosher 





But Dissanayake was dropped from the 
Premadasa cabinet after one year and 
Athulathmudali's portfolio was changed. 

The DUNF hopes to attract some UNP 
MPs who backed the impeachment but 
later pledged loyalty to the president. 
However, the chances are that they will 
stay with the winning side. 

The political wheel has also turned for 
the sLFP. Before September, the party's 75- 
year-old leader, Sirima Bandaranaike, was 
openly trading barbs with her son, Anura, 
who was seeking to wrest the party's top 
slot from her. Now the political tussle 
seems to be between Anura and his sister 
Chandrika, who has just been admitted to 
the SLFP by Bandaranaike. 

Chandrika and her husband, Vijaya 
Kumaranatunge — who was assassinated 
by leftwing Sinhalese extremists in 1988 — 
had broken away from the sLFP and 
formed their own party. After her hus- 
band's death Chandrika spent some time 
in London, but has now returned to politi- 
cal life in Sri Lanka. Anura is widely 
believed to fear that his sister may seek to 
upset his present position as heir-apparent 
for the sLFP leadership — though both 
Anura and Chandrika deny this is the 
case. Е 
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BRIEFING 


Western donors link 

aid to arms spending 

> Following a 4 December ministerial 
meeting, Western aid donors in the Paris- 
based Development Assistance 
Committee (DAC) — which includes OECD 
members like Japan, the US and EC 
countries — have served notice on 
developing countries that future 
allocations of development aid will 
depend on these countries effecting cuts 
in military expenditure. Under particular 
scrutiny are the Pakistani and Indian 
military budgets. There is also concern 
about the arms build-up in China, 
Thailand, North Korea, Burma and Sri 
Lanka. The emphasis is not on specific 
targets or overnight reductions but a 
progressive decline in military budgets. 
DAC chairman Alexander Love said 
donors were determined to start 
implementing the new conditions 
immediately. 


Australian leader 

replaces key minister 

> Australian Prime Minister Bob Hawke, 
his popularity at a record low because 
his Labor government seems unable to 
solve the country’s economic problems, 
replaced Treasurer John Kerin with 
former finance minister Ralph Willis 
on 6 December. Kerin has now been 
put in charge of transport and 
communications in a reshuffle that 
observers see as further weakening 
Hawke's hold on power and inviting a 
new leadership challenge by former 
treasurer Paul Keating. 


Hongkong liberals 

pass election test 

> Hongkong social worker Zachary 
Wong of the liberal political group 
Meeting Point was returned to the 
Legislative Council in an 8 December by- 
election seen as a test of continuing 
support for liberals, who swept the first 
direct elections to the council in 
September. He replaces legislator Tai 
Chin-wah, who resigned in early October 
following investigations into his 
credentials as a solicitor. 


Cambodian faction 

abandons alliance 

> Cambodian leader Prince Norodom 
Sihanouk announced at a press conference 
in Thailand on 5 December that the 
political alliance between the Cambodian 
faction led by his son, Prince Norodom 
Ranariddh, and the Phnom Penh regime 
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of Prime Minister Hun Sen had been 
officially dropped. He said he had 
advised his son to abandon the alliance 
after opposition from another faction, the 
Khmer People’s National Liberation 
Front, overseas Cambodians and certain 
foreign parties. In a subsequent interview, 
Ranariddh said that China, the main 
supporter of the Khmer Rouge faction, 
had objected to the alliance. 


Tokyo pulls back on 

UN peacekeeping bill 

> The Japanese Government has 
abandoned any attempt to push a 
controversial bill that would allow 
Japanese Self-Defence Force units to 
participate in UN peacekeeping 
operations overseas through the Upper 
House during the current parliamentary 
session, even though the session may be 
extended to consider other matters. 
Deliberation over the bill, which is 
opposed by the Social Democratic Party of 
Japan, the Democratic Socialist Party and 
the Japan Communist Party, may be 
resumed when parliament reconvenes in 
January, but the failure to pass the bill in 
this session is a serious setback for the 
new Miyazawa cabinet. 


Social indicators 


Timor killings spark 
Australian union protest 

> Australian transport unions said they 
would stop servicing Garuda Indonesia 
planes beginning on 7 December in 
protest against the killings of East 
Timorese students on 12 November. The 
Australian unions said only Garuda 
flights to Sydney, Melbourne and Perth 
would be affected. Australian unions 
have also refused to unload some 
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Indonesian ships and have stopped 
delivering mail to several Indonesian 
consulates. 


Manila presidential 
contender quits party 


> Former defence 
secretary Fidel Ramos 
resigned on 9 
December from the 
Laban ng 
Demokratikong 
Pilipino to pursue his 
bid for the presidency 
in 1992 outside the 
ruling party. Ramos 
lost to House of 
Representatives Speaker Ramon Mitra in 
the fight for the party's nomination in a 
30 November straw vote but charged tha 
the vote was flawed. 





Ramos. 


Bush pleads for progress 

in Tokyo relations 

> President George Bush presided over 
7 December ceremony marking the 50th 
anniversary of the Japanese attack on 
Pearl Harbour, saluting the sacrifices of 
US servicemen in the Pacific War but 
urging the two nations to move forward 
in solidifying their bilateral relations, 
now strained by frictions. In Tokyo, 


"2 parliament failed in its attempt to issue а! 
* official statement of apology to the US 


and Asian countries but Prime Minister 
Kiichi Miyazawa and other top 
government officials expressed strong 
personal regret over Japan's wartime 
actions. Socialist Party leader Makoto 
Tanabe issued a more clear-cut apology 
and criticised the government for failing 
to do the same. 


Japanese MP accepted 

funds from company 

> Seven-term Japanese MP Fumio 

Abe, 69, reportedly admitted receiving 
Y100 million (US$770,000) in 1989 and 
1990 from Kyowa Corp., the now 
bankrupt maker of steel frames. The 
Liberal Democratic Party (LDP) leader told 
the Mainichi Shimbun that he was 
prepared to face charges for violating 
Japan's tax law and political fund 

control law, but denied using political 
influence to aid Kyowa. Abe is secretary- 
general of the LDP faction controlled by 
Prime Minister Kiichi Miyazawa. In 

July, former officials of Kyowa and 
Marubeni Corp. were charged with 
business fraud involving suspicious 
losses at the two companies totalling ¥3.64 
billion. 
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Options increase. Questions accumulate Optimum fuel 


management lor your nuclear reactors calls for more numerous and complex strategies 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclear 
fuel cycle group, is the only company with expertise in the whole nuclear fuel cycle. Our know- 
how draws upon more than forty-five years of experience 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver- 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi- 
toning, storage, engineering, consulting, each Cogema group product and service meets your 
requirements for quality and competitive advantage 

Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 
commitment means reliable products, flexible services and long-term security of supply 
Whatever your question, the Cogema group is committed to you. Today and tomorrow. 


COGEMA: THE MAJOR NUCLEAR FUEL CYCLE GROUP 


2,rue Paul Dautier. 78140 Vélizy-Villacoublay. France. Phone: 33 (1) 39 46 96 41. Fax: 33(1) 34 65 09 21 
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With RISC System/6000, open systems - 
and business applications make 4 
ideal partners. 





Some people believe that Unix"- 
based үн systems” are better suited to 


technical and engineering than they are to 
business bilis Ам until beue 
they were right. 

Today, IBM’s RISC System/6000" and 
AIX” give you the security and stability 
you need for business, with the open 
architecture and cost/performance you've 
been looking for. Which means instead of 
worrying about architectures, you can 
base your decision on the mali of 
applications and support. 

And that's where RISC System/6000 
is really hot. With widely accepted 
application platforms like Informix", 

cle” and PICK” to choose from, along 
with hundreds of Satin inr ed 
е и in finance, distribution, retail 
and manufacturing. And of course when it 
comes to support, no one can match us. 


E learn more about IBM's latest open systems products, me 

| for your free information package. Clip your name card to 
this coupon and send it to: 

| ЇВМ World Trade Asia Corporation 
Advertising/Promotion Centre 

| 

| F0 Box 105, Hong Kong. 

PICK is a trademark of PICK Systems Inc. Oracle is a trademark of Oracle Corp. Informix is a 

trademark of Informix Software Inc. RISC System/6000 and AIX are trademarks of IBM 

Unix is a trademark of Unix System Laboratories, Inc. 
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What the rich give the wealthy. 


21-year-old Royal Salute Scotch Whisky from Chivas Brothers. 
The ultimate gift. The ultimate celebration. 
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Constitutional debate pits army against democrats 


General’ 


By Rodney ' Tasker in Bangkok 


Thailand is struggling 
through one of its most anx- 
ious political periods in re- 
cent times as uncertainty 
over a face-off between the 
ruling military junta and democratic acti- 
vists has threatened to spill over into dan- 
gerous confrontation. 

The conflict, brought to a head by a 
constitutional wrangle, may have been 
stilled for the moment but the basic issues 
are unlikely to be resolved in a hurry. At 
the centre of the argument is the right of 
the military to step in at will to “protect” 
the country from the excesses of elected 
politicians. Politicians, who ironically in- 
clude many former generals, claim that the 
country is taking a big step backwards 
with a constitution that will institutionalise 
military interference in politics. 

The debate over the draft constitution 

has been so vociferous — and at times 
menacing — that the current interim gov- 
ernment of Prime Minister Anand 
Panyarachun, whose terms of reference 
exclude any direct responsibility for 
constitutional reform, has had to leave its 
position on the sidelines in order to appeal 
for compromise. 

Many of the politicians, students and 
academics at the forefront of the campaign 
for democratic rights were happy to ignore 
Anand’s administration until early Decem- 
ber when the prime minister publicly ex- 
pressed his disappointment with the work 
of a military-appointed constitution-draft- 
ing committee. Anand later told the 
REVIEW that he had intervened to give hope 
to the pro-democracy lobby and to prevent 
the situation from becoming “desperate.” 
Whether or not he achieved this, the epi- 
sode at least proved that there may be 
some middle ground in the constitutional 
debate. 

The Anand government, widely re- 
garded as the best Thailand has had for 
many years, is something of an aberration 
in Thai political history. Anand had 
clashed with the military leadership in the 
mid-1970s when, as permanent secretary 
in the Foreign Ministry, he was criticised 
for hastening the US military departure 
from Thailand. He paid for this by being 
shunted to lesser foreign posts before be- 
coming one of the country’s top business 
executives. 
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charter 


Yet, as prime minister, Anand has 
managed to keep the leadership of the Na- 
tional Peacekeeping Council (NPC) — the 
junta's official body — off his back. He has 
effectively blocked the military's request to 
purchase up to US$2 billion worth of addi- 
tional hardware, for instance. He has also 
generally been allowed by the generals to 
run the government the way he wants. "I 
maintain very cordial relations with 
[them]. They are at liberty to make sugges- 
tions and 1 am at liberty to consider or ig- 
nore them," he told the REVIEW. 

Many politicians, however, have en- 
joyed anything but cordial relations with 
the NIC as they have fought tooth and nail 
to rid the new constitution of undemo- 
cratic clauses they feel will perpetuate 
military power after the next election, 
scheduled to take place in March 1992, The 
constitution passed its third and final 
reading in the NPC-appointed National 
Legislative Assembly (NLA) on 7 Decem- 
ber, with some political parties and stu- 
dent fronts vowing to continue their battle 





Sunthorn: appointing the Senate. 


to have it amended, despite concessions 
already rung from the military. 

As pro-democracy rallies raged in 
Bangkok in late November and early De- 
cember, the constitutional scrutiny com- 
mittee appointed by the NLA watered 
down the draft constitution to an extent 
that surprised even some members of the 
pro-democracy lobby. But leaders of the 
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most radical political parties, the New As- 
piration Party (NAP), Palang Dharma and 
Solidarity, as well as student groups such 
as the newly united Student Federation of 
Thailand, still declared they were at war 
with the final version of the constitution. 
The sticking point is that a senate named 
by NIC chairman Gen. Sunthorn Kongsom- 
pong may still hold sway over the next 
elected government. 

A complicating factor in the arguments 
over the constitution is that the next prime 
minister may not be elected anyway. The 
speaker of the lower house has the option 
of recommending to the king a non-politi- 
cal prime minister who could be chosen 
from the army, or even from the present 
cabinet of bureaucrats. Anand has dis- 
couraged speculation that he might take 
advantage of this clause to stay on as ap- 
pointed prime minister. But rumours per- 
sist that a senior bureaucrat, or even a 
general, might be co-opted to the job if the 
election result fails to produce a clear 
winner. 

The current situation has highlighted 
the traditional rift between bureaucrats and 
the military on the one hand, whose senior 
figures have usually come from respected 
Thai families, and politicians, who have 
traditionally provided a political front for 
businessmen including Chinese-Thai en- 
trepreneurs. In his interview with the 
REVIEW, Anand complained about the on- 
going “mutual lack of respect" between 
“mandarin bureaucrats” and politicians. 

While his government in some ways 
represents a temporary rise to power of 
bureaucrats, who were stifled under the 
elected government of Chatichai Choon- 
havan which was overthrown in the Feb- 
ruary coup, Anand said he saw little 
chance of politicians and bureaucrats bury- 
ing their differences after the election. 

Bureaucrats and the military look down 
upon politicians as essentially businessmen 
trying to use their positions as elected MPs 
for their own selfish advantage. Indeed few 
are regarded as real politicians among the 
various parties. The military leadership in 
particular feels it has a national right to 
curb corruption among the ranks of politi- 
cians, which is the main reason it gave for 
carrying out the coup against Chatichai's 
government. 

The Chatichai government will prob- 
ably go down as one of the most corrupt in 
the Thai history but the majority of Thais, 
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who went along with the coup for that 
reason, are now starting to wonder if the 
alternative of military-based control will 
be much better. “The Thai armed forces at 
the top are not here to defend the country, 
they are here to do business, to make 
money,” one foreign military analyst said. 

Significantly, after the passage of the 
constitution it was mainly retired gener- 
als-turned-politicians who spoke out 
against the current military leadership's 
perceived machinations to retain power 
The retired generals presumably knew the 
minds of their younger colleagues in the 
military's top brass better than politicians. 

One of the main critics of the military's 
hand in politics has been National Aspira- 
tion Party leader and former army com- 
mander Chavalit Yongchaiyut, who is 
now the military leadership’s main béte 
noire despite the fact that he arranged for 
the generals’ promotion to power before 
he took early retirement in March 1990. 
Chavalit has pledged his party to continue 
the assault on the constitution. But some 
observers say he is motivated more by the 
fear of being blocked from the premier- 
ship than by any concern about a lack of 
democracy. 

Palang Dharma party chief Chamlong 
Srimuang, a retired major-general who is 
the popular governor of Bangkok, has 
been even more cutting than Chavalit in 
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his criticism of the military 
leadership. After the 7 De- 
cember passing of the con- 
stitution he forecast that 
politicians in the next gov- 
ernment would take re- 
venge against the generals, 
whom he accused of trying 
to perpetuate their power 
through the senate. 

For the retired generals 
and other politicians who 
have been fighting the МРС, 
the student activists who 
have spearheaded the anti- 
military campaign are 
footsoldiers. Finding a 
unity unseen since their 
predecessors effectively 
brought down a military dictatorship in 
1973, the students have been careful to 
distance themselves from political parties 
involved in the pro-democracy campaign 
Their leaders have vowed to continue to 
campaign for democracy but, as one politi- 
cal analyst pointed out, unless members of 
the powerful business-oriented middle 
class continue to give the student move- 
ment their tacit support, the democratic 
movement might run out of steam 

The one major figure who has unques- 
tioned power to change the country's po- 
litical direction is King Bhumibol 
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Adulyadej The much-re- 
spected monarch normally 
keeps a low political pro- 
file publicly, but his speech 
on the eve of his 64th 
birthday on 4 December, 
undoubtedly helped to de- 
fuse the confrontation be- 
tween the military and pro- 
democracy forces. The king 
did not refer to the consti- 
tutional debate directly, but 
called for compromise and 
pointed out that any regu- 
lation could be changed 
later if it was widely unac- 
ceptable. 

The military uniform is 
still widely respected 
among Thais as representing an authority 
not only defending Thailand but carrying 
substantial weight in civil affairs. Military 
officers, who draw miserably low salaries, 
are allowed to carry on their own busi- 
nesses and wield a great deal of clout in 
local administration. Apart from the politi- 
cians who would like to have a clear run in 
administering the country, and students 
who see themselves as the vanguard of 
democratic change, many Thais may well 
be content to go on making money during 
the continuing economic boom whatever 
the political equation at the top. m 
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Lines of 


tension 


The political drama being fought out in 
Thailand looks like a classic battle over 
democratic principles between politi- 
cians, students and the military. But the 
real issue may be narrower and even 
more immediate. 

A crucial question according to some 
Bangkok analysts is whether the military 
stays united under the leadership of su- 
preme commander Suchinda Krapra- 
yoon, a pragmatist who has allowed con- 
siderable freedom to the Anand govern- 
ment, or splits into factions that might 
disagree about the amount of latitude to 
be given a civilian government. If the lat- 
ter were to occur some analysts do not 
rule out the possibility of another coup, 
conceivably even before Thailand goes 
to the polls in March. 

One possible line of stress in the mili- 
tary establishment is the relationship 
between Suchinda and Air Force Com- 
mander Kaset Rojananin, an influential 
member of the National Peacekeeping 
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Council who has openly talked about the 
need for the military to be able to “disci- 
pline” MPs if and when politicians get 
back into office. A second line runs be- 
tween the dominant group of officers 
who graduated from Class 5 of the 
Chulachomklao Military Academy and 
“outsiders” from other classes, including 
Class 8. 

The strength of Class 5 (and of 
Suchinda, whose position ultimately 
rests on his status as its de facto leader) 
is that it was the first large class to 
emerge from Chulachomklao after its 
courses were reorganised on the US 
military model after World War II. As a 
result its members have not only man- 
aged to monopolise the army’s top posts 
during the past two years but also hold 
key positions elsewhere. 

Class 5 graduates cover an unusually 
wide age range and are therefore likely 
to be around for longer than graduates 
of earlier classes including Class 1, which 
produced former army commander- 
turned-prominent politician Gen. 
Chavalit Yongchaiyut. But this very fact 
could eventually lead to tensions with 
younger officers who may resent missing 
out on their share of power. 





If Class 5 maintains its pre-eminence, 
the issue preoccupying analysts will not 
be the possibility of a coup but the politi- 
cal ambitions of Gen. Suchinda within a 
constitutional framework. Suchinda has 
swung from admitting that he might be 
willing to serve as an appointed — or 
even conceivably elected — prime min- 
ister to ruling out any such possibility. 
Since the pendulum has swung one way 
already observers feel it might swing 
back again especially if Suchinda comes 
under from class 5 colleagues. 

Hopes that the military might even- 
tually decide to stay clear of politics 
depend on the supposedly more "pro- 
fessional" attitudes of younger officers, 
but some analysts feel fundamental re- 
forms may first be needed to the army 
itself. The reforms would include paying 
army officers enough for them to live 
without going into business, reducing 
overall numbers and the top-heavy 
officer class in particular, and equipping 
all three armed forces with weaponry 
that would give them greater military 
credibility. These measures could only be 
adopted by a strong government 
enjoying the full backing of the mili- 
tary. m Charles Smith 
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THAILAND 2 


Honest broker 


If anything is certain about 
the government that will 
take power in Thailand after 
next spring’s elections it is 
that current Prime Minister 
Anand Panyarachun will not be its leader. 
A former civil servant, diplomat and busi- 
nessman, Anand considers himself “not cut 
out for public life” and says he will never 
run for elected office. It is unlikely that he 
would agree to come back in a non-elected 
capacity either, even in the event of a crisis 
similar to the one that led to his appoint- 
ment by the military as interim Prime Min- 
ister in March 1990. 

The irony of this is that Anand has 
played a crucial role in easing the country 
back towards democracy under a new con- 
stitution which delicately balances the 
powers of politicians and the military. 
In an unusually candid interview with 
REVIEW Regional Editor Charles Smith and 
correspondents Rodney Tasker and Paul 
Handley, Anand admitted that he had in- 
tervened in the constitutional debate in 
early December in order to resolve what 
looked like a dangerous showdown over 
the powers of the military-appointed Sen- 
ate. He also explained why he feels that 
Thai politics will eventually attract people 
of the quality needed to run a stable gov- 
ernment. The following are excerpts from 
the interview: 





Are you satisfied with the new constitu- 
tion? 

There were several points that worried 
me during the debate. In the original draft 
I thought the powers given to the [ap- 
pointed] Senate were excessive. Secondly, | 
was disappointed with the parliamentary 
procedures. They allowed 40 or 50 mem- 
bers of the National Legislative Assembly 
to speak in favour of reduced powers [for 
the Senate] but then the members of the 
constitution drafting committee in most 
cases refused to budge. In most parlia- 
ments people put their decisions down 
publicly and yet there should be a parallel 
negotiating process behind the scenes. As 
far as I could see there was no such pro- 
cess. I thought a compromise could be 
struck if there were quiet negotiations. That 
is why, after the first reading, I said I was 
disappointed with some particular points 
in the draft. And that brought about a 
rather vocal opposition. 


Wasn't that a change from your earlier 
position that the constitution was not 
your affair? 

I still maintain it's not my affair. Ac- 


cording to the interim constitution [under 
which the present government operates] 
the government has no role in the drafting 
or even in the debate on the [new] consti- 
tution. What I wanted to do was to raise 
hopes in people's minds that [a democratic 
constitution] was not a lost cause, that 
some compromise would be struck. There 
is nothing to be gained by people feeling 
that they are not understood, or not being 
taken seriously by those who happen to 
oppose their views. I didn't want the 
situation to slide into a desperate condi- 
tion. 


Did your intervention produce results? 

It's not for me to judge, but if you look 
at the events that followed I think it did 
raise some hopes for those people who 
were strongly opposed [to the first draft], 
many of whom were quite prepared to 
strike a compromise. 


Isn't the Senate still too powerful, even in 





Anand: crucial ‘democratic’ role. 


the final revised draft of the constitution? 

Theoretically, the Senate should not be 
given the power [to vote on a motion of no 
confidence in the government]. But, if you 
look at the reasons that have motivated the 
military to seize power, one of their com- 
plaints was that there was what they called 
a "parliamentary dictatorship" — there 
was no parliamentary way of removing the 
government in power, or the prime minis- 
ter. At least [the new constitution] doesn't 
give the Senate the right to appoint the 
prime minister. 
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Some people say the military has to inter- 
vene in politics because political parties 
are weak, and unrepresentative of any- 
thing but themselves. Do you agree? 

I think that you can't make out the real 
policy differences between parties, what- 
ever their names. In a way they are very 
much like the factions in the [Japanese] Lib- 
eral Democratic Party. You could say we 
have one umbrella party without a name 
and with seven or eight factions. 


Doesn't the lack of any real policy differ- 
ences between parties make the outlook 
for parliamentary democracy rather dim? 
I happen to believe that the democratic 
process is one that needs to be nurtured. If 
we have two or three consecutive elections 
and changes of government under parlia- 
mentary rules you will have a larger 
number of quality people in politics. 


It has also been said that politicians have 
nothing to do but "play politics" because 
the real work of governing the country is 
done by the bureaucrats. 

If you look at history, the bureaucracy 
of Thailand has always been efficient and 
strong. And, because of the hiccups we've 
had in the political process during the past 
40 years, there was what you might call an 
“unholy alliance" between the bureaucrats 
and the military. This has worked to the 
detriment of the power and responsibility 
of professional politicians. 


In the past few years particularly there 
seems to have been a glaring lack of co- 
operation between politicians and bu- 
reaucrats. 

A lot depends on style. When I was per- 
manent secretary at the Ministry of For- 
eign Affairs I had ministers from two or 
three different political parties and I never 
had difficulty with any of them. I think 
bureaucrats and politicians will have to try 
harder to trust and understand each other. 
In the past there has often been this pattern 
that the politicians gave away everything 
that the bureaucrats wanted or the bureau- 
crats gave in to the whims of the politi- 
cians. There was a lack of mutual respect. 
There was and there still is. 


Would you say that the lack of elected 
local government prevents people from 
having a sense of participation in poli- 
tics? 

It boils down to the fact that the people 
in the Interior Ministry don't have much 
respect for [national or local] politicians. It's 
an extremely difficult process to encourage 
the Interior Ministry to give away its pow- 
ers and responsibilities to local councillors 
and politicians. And in a way I think their 
concerns are quite valid. 


Has the political situation affected free- 
dom of expression? 
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To me this is one of our assets. Irrespec- 
tive of whether you have an appointed 
Senate, irrespective of whether you have 
democratic processes in this country, free- 
dom of expression has continued to pre- 
vail. Even on the first night after the [Feb- 
ruary] coup there was no attempt to curtail 
freedom of expression. 


Aren't the TV channels restricted in one 
way or another? 

Not in the way that is understood. TV 
channels happen to have bureaucratic 
rules. It's not ministers, it's not I who tell 
them to do this. There have been one or 
two occasions of interference but it's not a 
consistent pattern. 


How about your own experience of work- 
ing with the military? 

In the nine or 10 months I have been in 
this position I have never felt threatened or 
destabilised. That may be because I laid 
down my own ground rules for doing the 
job when the National Peacekeeping Coun- 
cil approached me. Of course certain in- 
dividuals [in the military] might have 
expressed their own personal views, but 
the people who counted have always 
behaved very correctly. But this is the Thai 
people, they always look for trouble and 
they could not believe that it was a good 
partnership. They knew that I have a rather 
strong personality and I adhere to my own 
principles. They couldn't believe that I did 
not get into trouble with the military. 


Have you enjoyed the job more than you 
expected? 

L always enjoy the work I do. I enjoy the 
job; I don't enjoy the position. 


Thailand seems to be one of the quieter 
members of Asean. Do you expect it to 
play more of a leading role when the po- 
litical situation in Bangkok reverts to nor- 
mal? 

I don't like to use the term leading role 
but I think there's a widespread belief that 
the present Thai Government consists of 
members who understand international 
economics and who are ready to engage in 
a rational debate on substantive economic 
issues. 


Are you satisfied with your relations with 
Burma? 

To be honest we can't say that we are 
too happy with what has been going on in 
Burma, but at the same time we have to 
respect them. They are our neighbours and 
it's not the first time that a country tries to 
maintain a correct relationship with its 
neighbours irrespective of likes and dis- 
likes. [As far as putting pressure on Burma 
is concerned] I think this is a basic differ- 
ence between our culture and [Western] 
culture. We don't believe in individual or 
collective coercive moves. а 
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THAILAND 3 


Politicians shamed by interim cabinets record 


Clearing the decks 


By Paul Handley in Bangkok 

pe Revising the tax structure, 
rewriting securities industry 
laws, floating oil prices and 
such like measures are 
hardly the awe-inspiring 
accomplishments of government. But the 
record of the Anand government in 
putting through scores of such workaday 
laws is nothing short of amazing. 

Freed of obstruction by venal politi- 
cians, and operating with minimal inter- 
ference from the military junta, Prime 
Minister Anand Panyarachun's team of 
seasoned technocrats will arguably have a 
much longer-lasting impact on the country 
than anyone else in government before or 
after them. 

Anand's record has visibly embarrassed 
the professional politicians left temporarily 
jobless following the February coup. From 
1 March to 6 December the government 
passed 127 new laws, compared to 105 for 
the 30 months of the preceding Chatichai 
Choonhavan government. With a mass of 
important legislation still pending, 
Anand's score in bills passed through 
parliament is likely to be doubled by the 
time he leaves office, probably next March. 

Anand can also take credit for getting 
urgently needed refinery, airport and tele- 
communications projects worth at least 
US$5 billion under way. And while noth- 
ing definite has happened yet on Bang- 
kok's long-awaited mass transit projects, 
Anand argues that the continued delays 
are justified by the need to get the plans 
right first. He says he hopes to have the 
mass transit projects under way before his 
term ends. 

Most of the government's work has 
been aimed at laying the foundations for 
future economic and social development. 
After four years of double-digit GNP 
growth, the inadequacies of the Thai eco- 
nomic and legal framework had become a 
threat to future prosperity. An onerous, 
archaic tax structure, uncontrolled envi- 
ronmental destruction, over-centralised 
government administration and high, un- 
necessary protection for certain industries 
were reducing Thailand's competitiveness 
and its ability to distribute wealth equita- 
bly across the country. 

At the same time, politically inspired 
delays to some crucial infrastructure 
projects, and the scandal-tainted accept- 
ance of other projects by previous govern- 
ments, had left the country's infrastructure 





development in disarray. 

The work of Anand's government, 
though, has been in preparation for years. 
During Chatichai's term, the senior bu- 
reaucracy was active in drafting changes 
to outdated laws and policies. But few, if 
any, of the drafts managed to overcome 
the barrier of the Chatichai government's 
impotence, which was compounded by its 
reluctance to work with the bureaucracy. 

In order to give himself more room for 
political manoeuvre Chatichai deliberately 
reduced the bureaucracy's role in bringing 
business to the cabinet. His cabinet also cut 
back sharply the period for which parlia- 
ment sat, leaving little time for lawmaking. 

But mostly, impetus for 
change was lost through 
politicians’ appetite for 
power and money, and, 
towards the end, through 
the political infighting 
which ultimately contrib- 
uted to the government's 
doom. 

The situation became so 
dire in 1990 that the cabinet 
was forced to use extraor- 
dinary, sometimes absurd, 
measures to pass laws: us- 
ing the prime minister's 
emergency powers, or a 
royal decree, for instance, 
to allow foreigners to pur- 
chase residential condo- 

Anand himself was 
acutely aware of the long- 
term problems of govern- 
ment administration, in- 
dustry and the economy. As managing 
director of the conglomerate Saha Union 
and, more importantly, president of the 
Federation of Thai Industries, the leading 
business chamber, he had been deeply in- 
volved with the bureaucracy in drafting 
reforms. In an interview one month before 
the coup, he gave the REVIEW a long list of 
urgently needed changes and strongly 
criticised the Chatichai government's inac- 
tion. That list has been pursued since 
Anand was named prime minister. 

Anand's government also represents a 
swing in the cycle of Thai politics: while 
the coup may have resuscitated the army's 
role in government, it also re-established 
the bureaucracy as the backbone of Thai 
Government, with the so-called technocrats 
at the top. 

The technocrats are Thailand's manda- 
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rins. They come from the long tradition o: 
an often foreign-educated aristocracy self 
lessly serving the king before the 193 
revolution and the government afterwards 
The families of Anand, Transport anc 
Communications Minister Nukul Pra 
chuabmoh, and Finance Minister Suthe 
Singhasaneh, for example, reach back t 
the last century in the government service 
Their independently wealthy, blue 
blooded backgrounds have kept them fre 
of corruption; education and experience 
make them extremely capable in adminis 
tration and planning. 

They are also marked by an ever-re 
newed disdain for politicians. Respectec 
chief economic ministers Phaichiti 
Uathavikul and Snoh Unakul, Nukul anc 
Deputy Industry Minister Vira Susang- 
korakan have all had experience of being 
run out of government by politicians. After 
being shunted aside as a class by 
Chatichai's venal team, the technocrat: 
have returned with a vengeance. Their de- 
termined reassertion of their role even 
caught the National Peace- 
keeping Council (NPC), the 
military junta's official 
body, by surprise, some 
observers believe. 

To maintain foreign 
confidence and to keep the 
economy moving, Anand 
quickly decided after tak- 
ing over in March to re- 
spect agreements signed by 
the previous government 
on a number of large 
projects. The most promi- 
nent were two mass transit 
projects provisionally 
agreed with Canada's 
Lavalin group and Hong- 
kong's Hopewell Holdings, 
and a 3-million-line tele- 
phone concession awarded 
to Thai conglomerate 
Charoen Pokphand (ср). 
At the same time, Anand’s 
team was determined to negotiate final 
contracts more equitable for the govern- 
ment. 

Given the value of these projects, it was 
not surprising that the first clashes between 
the NPC and the technocrats came over 
control of the Transportation and Commu- 
nications Ministry, which was responsible 
for them. At first, NPC deputy chairman Air 
Chief Marshal Kaset Rojananin attempted 
to gain personal control of the ministry. 
Anand countered that by naming the ap- 
parently incorruptible, hard-headed Nukul 
as minister. Another career technocrat was 
appointed as one deputy minister, while 
Kaset filled the other two deputy minister 
slots with military officers. 

Almost immediately a conflict rose over 
the carte blanche draft telephone concession 
agreement Chatichai had handed to cp. 
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The military publicly supported CP while 
Nukul made a case that the government 
was being cheated. Clearly troubled and 
threatened, Anand stepped in himself and 
eventually negotiated an equitable com- 
promise with СР, but only after a militarv 
and CP-supported campaign had at- 
tempted to smear him and Nukul. 

The technocrats’ toughness had its ef- 
fect, though. None of the « hallenges after- 
wards were as serious, or as tense. Observ- 
ers say that while some NPC members have 
tried to push self-serving policies or 
projects through the cabinet, Anand's re- 
sistance — through his often stated insist- 
ence on transparency and following the 
rules — has held up 

Ultimately it has probably been the 
willingness of Gen. Suchinda Kraprayoon, 
the de facto centre of power in the NPC, to 
work with Anand and his technocrats that 
has made the government so successful 
Especially on economic matters, Suchinda 
alone in the МРС has been unquestioning of 
Anand, Suthee and central bank governor 
Vijit Supinit. This appears to have weak- 
ened challenges to the government from 
others in the NIX particularly Kaset 

Moreover, the NIX -appointed National 
Legislative Assembly has shown little in- 
terest in the legislation Anand's cabinet 
sends them Rubber-stamp or not, they 
have little to gain by interfering with the 
bills. Some bills are being scrutinised — a 
new superstructure for the securities in- 
dustry has provoked some discussion, for 
example — but the reviews have mostly 
been of serious issues where even the 
technocrats have difficulty settling their 
differences 

However, the government's moves 
have not always met with success. Anand's 
ambitious plan to begin decentralising the 
political and budgetary administration of 
the country has not gone as far as hoped 
He was able to increase the discretionary 
spending and fund-raising abilities of local 
government. But a move to advance regu- 
lar direct elections of village and district 
chiefs was headed off deftly by the pow- 
erful, now army-controlled Interior Minis- 
try. The ministry is the one place in gov 
ernment where the militarv, police and 
politicians all retain more power than the 
technocrats. Yet Anand has successfully 
brought the issue out into the open, and 
believes decentralisation will continue 
slowly in the future. 

The question is, will these changes last? 
Probably so, for the same reasons that 
caused the impotence of the Chatichai gov- 
ernment: with all the politicking, it is as 
hard to repeal a law as to pass one. Soon 
after Anand's appointment, a senior eco- 
nomic adviser at government house said 
he would be happy if three quarters of the 
new legislation survived under a new gov- 
ernment. The figure is likely to be much 
higher. ш 
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VIETNAM 


Party abolishes subsidies to loss-making state firms 


Crisis management 


By Murray Hiebert in Hanoi 


ietnam's communist party central 

V committee, meeting in its first ple- 

nary session since the party con- 

in June, has decided to abolish subsi- 

dies to loss-making state enterprises but 

apparently failed to agree on how to re- 
solve the crisis facing these companies. 

The party leadership also discussed 
ways to limit public debate of Vietnam's 
1978 invasion of Cambodia, which has in- 
creased since the near-total collapse of Ha- 
noi's influence over Phnom Penh follow- 
ing the Paris peace agreement in October. 

A communique released at the end of 
the latest plenum, which met from 25 No- 
vember to 4 December, warned that "the 
economic and social situation continues to 
evolve in a complicated manner and in 
some respects is faced with acute pro- 
blems." 

This refers to the fact that the value of 
the country's currency has fallen by about 
50% since January while inflation 
reached 5.6% in November, after 
hovering around 3% a month for 
most of the year. In addition, indus- 
trial output has dropped in most 
sectors and exports have slipped as 
a result of the economic chaos in the 
Soviet Union — long Vietnam's 
most important trading partner. 

In an effort to curb inflation, the 
central committee declared that sub- 
sidies to state enterprises would be 
“entirely scrapped.” A major cause 
of inflation is the government's 
budget deficit, much of which has 
stemmed from subsidies and cheap 
credits to state enterprises — more 
than one third of which are losing 
money. 

However, the party appears to 
have been divided on how to deal with the 
failing state enterprises, which are now to 
lose access to cheap credits. A meeting of 
the Council of Ministers — the govern- 
ment's collective decision-making body — 
in November proposed turning many state 
enterprises into share-holding companies 
with private businessmen allowed to buy 
stakes in them. 

Officials say this idea ran into consider- 
able opposition in the central committee, 
particularly from party ideologues and 
army representatives who feared that it 
could result in soaring unemployment. As 
a result, the party leadership agreed only 
to turn a few state enterprises into share- 





holding companies on an experimental ba- 
sis, and decided to maintain subsidies for 
such strategic sectors as electricity and the 
railways, government economists said. 

The party leadership also discussed for- 
eign policy issues, focusing on the impact 
of the collapse of communism in the Soviet 
Union and the UN-sponsored peace set- 
tlement in Cambodia. Although few details 
of the debate have emerged, diplomats say 
the party is trying to stem discontent 
within the army and among the public 
about the "mistake" of Hanoi's 1978 inva- 
sion to oust the Khmer Rouge and install a 
friendly regime in Phnom Penh. 

"After Vietnam's historic victory in 
Cambodia, which cost Vietnam interna- 
tional prestige and destroyed its relations 
with China, many people are asking how 
the party could make such a serious mis- 
take," one diplomat said. 

Other diplomats say the central com- 
mittee also discussed concern about possi- 
ble anti-Vietnamese sentiment in the new 





State enterprises to feel the pinch. 


Cambodian government, due to be esta- 
blished in 1993. The Vietnamese party is 
particularly worried about potential border 
conflicts and possible tension involving the 
hundreds of thousands of ethnic Vietnam- 
ese living in Cambodia. The Vietnamese 
army has stepped up security along the 
border since the Cambodian peace pact 
was signed in October, diplomats report. 
The harshest words of the communique 
were reserved for the party and govern- 
ment, which were criticised for failing to 
rein in their wayward officials and control 
smuggling, which is estimated to drain off 
over US$300 million of the country's for- 
eign-currency reserves each year. "We 
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have achieved little in the prevention of 
corruption, waste, smuggling and specula- 
tion," the communique said. 

Paradoxically, the plenum also warned 
the Vietnamese press to be more cautious 
in articles about corruption and smuggling, 
officials said. “The central committee criti- 
cised the domestic press for writing too 
much about corruption because it creates 
doubts about the government and party," 
one official said. “But it's a contradictory 
aim. They want to clean up corruption and 
bribery, but without the press nothing will 
happen," he added. 

The plenum also discussed proposed 
amendments to the 1980 constitution, 
which were debated by the National As- 
sembly in July. Assembly committees have 
discussed more than 100 amendments to 
the 147-article constitution, which was 
adopted before the party launched its re- 
form policies five years ago. Many of the 
amendments deal with overhauling the 
country's cumbersome bureaucracy and 
include redefining the roles of the presi- 
dent, premier, National Assembly, provin- 
cial government and the judicial system. 

One proposal includes plans to stream- 
line the government by abolishing the 
Council of Ministers and giving more 
power and authority to the premier. Some 
also argue that the premier should be al- 
lowed to appoint province chiefs. They are 
currently elected locally which often 
allows them to ignore central gov- 
ernment policies. The National As- 
sembly is also debating upgrading 
the functions and power of the 
president, currently a largely cere- 
monial post. 

The draft amendments, to be cir- 
culated in late December for public 
comment, will be revised and 
adopted at a special session of the 
National Assembly, scheduled for 
March next year. Approval of the 
amendments will be followed by 
elections for a new National Assem- 
bly in June. 

The communique gave no indi- 
cation of central committee prefer- 
ences on the proposed amendments, 
though it made clear that the party 
has no plans to abandon its monopoly on 
power. The reorganisation "must be firmly 
based on the creative application of Marx- 
ism-Leninism and Ho Chi Minh Thought," 
it declared. 

But the central committee seemed an- 
xious about the public debate which may 
take place when the draft is circulated. 
Apparently concerned that some people 
may use the opportunity to call for more 
rapid reform, the communique called on 
"all party members to actively join the 
people in discussing and contributing their 
opinions to the draft constitution," while 
adding "they must strictly lead this work 
in the spirit of genuine democracy." Gi 
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PAKISTAN 1 


Islamabad was conduit for Israeli arms to Iran 


The Contra sideshow 


By Lawrence Lifschultz in Islamabad 


uring the 1980s Pakistan became a 
D conduit for the sale of hundreds of 

millions of dollars of American- 
made weapons to Iran. Former and serving 
government officials from Pakistan and 
Israel have described how the US$2 billion 
supply network established to provision 
the Afghan resistance was exploited as a 
source of weapons and funds. According 
to their accounts, Pakistan functioned as a 
secret back door for a supply operation 
into Iran which vastly exceeded in scope 
and scale the known dimensions of the so- 
called Iran-Contra operation which came 
to light in 1986. 

A former officer in a special intelligence 
unit of the Israeli Defence Force (IDF) 
claims that for three years an Israeli mili- 
tary logistics and advisory team was sta- 
tioned secretly in Pakistan with the coop- 
eration of the government in order to 
oversee and manage the shipment of arms 
into neighbouring Iran. 

At the same time the Israelis were also 
reportedly working as trainers and advis- 
ers to mujahideen groups, in particular the 
fundamentalist Hizbe-Islami led by Gul- 
buddin Hekmatyar. According to one Pa- 
kistani source, several IDF members died 
in Afghanistan during operations with 
mujahideen units. 

Two Pakistani intelligence sources with 
direct knowledge of particular phases of 
the operation have described how vast 
amounts of arms were sent to Iran from 
special depots in Pakistan during the 1984- 
86 period. Neither official could put an 
exact value on the shipments, but one as- 
serted that "crores [tens of millions] of 
dollars worth of weapons were shipped to 
Iran from army depots in this country." 

He said that he had personally ob- 
served the loading and shipping of wea- 
pons to Iran but claimed this was part of a 
larger operation taking place at different 
locations in Pakistan. He claimed to have 
seen “truckload after truckload going into 
Iran with arms.” The National Logistics 
Cell, a special agency under the command 
of the Pakistan army, was the main carrier. 

Neither Pakistani official was willing to 
be identified. One of them still occupies a 
senior position. A third Pakistani source, a 
prominent figure in Pakistan’s Shia com- 
munity with close associations with both 
the Iranian Government and Pakistan's 
Inter-Services Intelligence (ISI), confirmed 
that a group of Israeli military officers were 
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in Pakistan at least during 1985. 

Although Pakistani sources are reluc- 
tant, for reasons of personal security, to be 
publicly identified, their accounts match 
the testimony of Ari Ben-Menashe, a 
former Israeli intelligence official who says 
he travelled to Pakistan in 1985 to super- 
vise the transshipment of a substantial 
consignment of weapons to Iran. 

Ben-Menashe has provided the most 
detailed account of Pakistan’s substantive 
but back-door role. He served for over a 
decade in the ipF's External Relations De- 
partment and says he participated in one 
of Israel's most sensitive inter-agency in- 
telligence committees during the 1980s. 

Ben-Menashe grew up in Iran and is 
fluent in Farsi, Arabic, English and He- 
brew. In 1977 he joined Israeli military in- 
telligence as an Iran 
specialist. He served in 
the IDF until 1987 be- 
fore becoming an ad- 
viser to Israeli Prime 
Minister Yitzhak Sha- 
mir. 

Ben-Menashe 
claims that from the 
early 1980s he was one 
of a six-member Joint 
Committee — com- 
prising representatives 
from every major or- 
ganisation in the Is- 
raeli intelligence com- 
munity — set up to or- 
ganise the systematic 
but clandestine pro- 
visioning of Iran in its 
war with Iraq. The Is- 
raeli assessment was 
that Iraq represented a 
serious military threat 
to Israel, and therefore 
Iran, whether Islamist or royalist, was Tel 
Aviv's strategic ally against Iraqi regional 
ambitions. 

In the context of the Iran-Iraq War, it 
became the Joint Committee's responsibi- 
lity to secure whatever military equipment 
was deemed necessary to support Iran's 
military effort. Ben-Menashe says hun- 
dreds of millions of dollars worth of 
weapons were supplied to Iran from a 
network of Israeli-controlled corporations 
which operated under the authority and 
direction of the committee in every corner 
of the globe. 

In 1984, Ben-Menashe met Gen. Fazle 
Huq, a leading figure in the late Gen. Zia- 
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Zia: 'back-door' favour. 


ul Haq's military regime, for the first time 
in London. By then Huq had become the 
dominant military figure in Pakistan in 
charge of operations linked to Pakistani 
support for the Afghan resistance. Ben- 
Menashe says he met Huq a number of 
times in London and later in Peshawar to 
work out the logistics for a huge shipment 
of weapons to Iran using the Pakistani 
route. (Huq was assassinated in the au- 
tumn of 1991 outside his home in 
Peshawar.) 

In the autumn of 1985, Ben-Menashe 
arrived in Peshawar on behalf of the Joint 
Committee to coordinate an arms ship- 
ment to Iran which had special require- 
ments. He claims that along with other 
members of an IDF logistics team he stayed 
at the Park Hotel in Peshawar using false 
passports. He insists that the visit was fully 
coordinated with the Pakistan and Iranian 
governments. 

In Pakistan, Ben-Menashe linked up 

with an Israeli military mission which was 
already in place. He asserts that between 
1983 and 1986 an IDF logistics team and 
military advisory group charged with two 
principal tasks functioned on a full-time 
basis in Pakistan. First, 
Israeli advisers trained 
mujahideen in military 
tactics and the use of 
sophisticated wea- 
pons. At the request of 
Islamabad, the Afghan 
group the Israelis 
worked most closely 
with was the Hizbe- 
Islami. "Hekmatyar 
knew exactly who he 
was working with," 
says Ben- Menashe. 
In 1985, Ben-Menashe 
says, Israeli and Paki- 
stani intelligence 
agencies jointly ar- 
ranged a US$300 mil- 
lion diversion of 
weapons to Iran. The 
source for the diver- 
sion was the covert 
arms pipeline already 
in operation for the 
mujahideen under the supervision of the 
Ist and the CIA. 

The 1985 shipment had to go through 
Peshawar because it was necessary that all 
documentation show that arms intended 
for the rebels had in fact arrived at their 
official destination in Pakistan's North- 
West Frontier Province. "The Americans 
wanted it that way. The paperwork had to 
show that the weapons arrived in 
Peshawar. Delivery had to be taken in 
Peshawar," Ben-Menashe said. 

Several million dollars worth of wea- 
pons from the 1985 shipment were handed 
over to mujahideen groups, according to 
Ben-Menashe, but the balance, making up 


i 
Ё 
x 
Ё 


“Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
Own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 





World Wide Fund For Nature 


-u жтт Vom Р Fr 


CM 


REGIONAL AFFAIRS 


¥ "ка 
uk 


— АБАНЫН ee eoe 


most of the US$300 million worth of 
equipment, was shipped to Iran from Pa- 
kistan. An eager Iranian Government 
agreed to the arrangement and paid the 
full bill. 

The most intriguing yet intricate aspect 
of the 1985 operation is Ben-Menashe’s 
claim that the arms were paid for twice, 
generating an “off-the-books” surplus of 
US$300 million. 

In the first round, the arms were paid 
out of appropriations authorised by the US 
Congress for military aid to the mujahi- 
deen. On this basis weapons were shipped 
to Pakistan for delivery to the rebels. Yet, 
according to Ben-Menashe, in August 1985 
Teheran deposited US$300 million into Is- 
raeli-controlled accounts in Luxembourg. 
Within two months the shipment for the 
rebels had been diverted via Peshawar and 
by October 1985 the entire consignment 
had crossed Pakistan’s border into Iran 
under the eyes of an Israeli logistics team. 

Ben-Menashe asserts that the 1985 op- 
eration was not a rogue covert operation 
thought up by three of the oddest bedfel- 
lows of West Asia — Israel, Pakistan and 
Iran. “The issue was that our American 
friends needed this money. This was 
planned with the Americans. This whole 
thing started in 1984, but it came to fruition 
in the second half of 1985. This was the 
first major attempt to create funding for 
those people in the American intelligence 
community linked to the Contras. It was 
done for these guys only for this purpose. 

“We do not know 
exactly what the Ameri- 
cans did with the money. 
But, the money was paid 
back to them later through 
accounts in Europe. First, 
an amount of money is al- 
located to [the CIA] by 
Congress for the Afghan 
operation. Then the Irani- 
| ans paid US$300 million. 

The money that came from 
the Iranians went to these 
[CIA] guys, and the money 
allocated by Congress 
went to pay for the arms.” 

Ben-Menashe claims he 
met with CIA officials in 

| Pakistan and in the US to 
fine-tune the diversion. In 
Pakistan, he met with George Cave, an 
Iran specialist for the CIA. On a 1985 trip to 
the US, he also discussed the operation 
with Clair George, deputy director for 
operations at the CIA. 

In a written reply to questions Cave has 
stated, "I have never met Mr Ben- 
Menashe, so could never have discussed 
with him the supplying of arms to the 
Afghan resistance." Attempts to reach 
George through his Washington lawyer, 

| Richard Hibey, have not been successful. 
George is currently facing charges from the 
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Reagan: new questions. 


Iran-Contra Special Prosecutor Lawrence 
Walsh for having deliberately misled the 
US Congress during hearings on the Iran- 
Contra affair. 

If Ben-Menashe's claim is indeed true it 
would represent an illegal diversion of US 
Government funds on a scale significantly 
greater than the amount publicly acknow- 
ledged by the Reagan administration when 
the Iran-Contra scandal came to light. Ben- 
Menashe also maintains that while US$300 
million was diverted from the Afghan 
arms pipeline, Israel separately shipped to 
Iran through Pakistan "substantially more" 
than the value of the Afghan diversion 
over a three-year period. This would place 
total transfers above US$600 million. The 
weapons allegedly shipped included artil- 
lery, TOW anti-tank missiles, ammunition 
and a wide range of spare parts. 

Ben-Menashe is a controversial figure. 
He is a primary source for two books re- 
cently published by Random House in the 
US — The Samson Option: Israel's Nuclear 
Arsenal and American Foreign Policy by 
journalist Seymour Hersh and October 
Surprise: America’s Hostages in Iran and the 
Election of Ronald Reagan by Gary Sick, a 
former US National Security Council offi- 
cial and point man on Iran for the Carter 
administration. 

Hersh and Sick regard Ben-Menashe as 
a credible source. His revelations, however, 
touching as they do on some of the most 
sensitive domestic and foreign policy is- 
sues in the US, have made him the object 
к of strong criticism їп cer- 
1 tain sections of the 
$ American press. 
$ Davies denied the 
charge, but was dismissed 
by the Mirror Group just 
days before British tycoon 
Robert Maxwell's mysteri- 
ous death off the coast of 
Spain. The denouement 
occurred when an Ameri- 
can arms merchant from 
Ohio told the Daily Mail 
and The Guardian that 
Davies had in fact met him 
to arrange an arms deal. 
The original source for 
Hersh's account was Ben- 
Menashe. 

Ben-Menashe's reasons 
for breaking the code of silence of the Is- 
raeli intelligence community appear to 
date back to 1989 when he was arrested in 
the US for conspiring to violate the Arms 
Export Control Act by trying to sell C130 
military aircraft to Iran. He was tried and 
acquitted of all charges in November 1990, 
but not before he had spent a full year in 
jail. 

In his defence, Ben-Menashe claimed 
his actions had the approval of the US and 
Israeli governments. When the Israelis and 
American intelligence refused to bail him 
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out, Ben-Menashe — angered by what he 
regarded as betrayal and also fearing for 
his life — decided to speak out. 

Another view holds that Ben-Menashe 
still has links with Israeli intelligence and 
that his revelations, selective in nature, are 
perhaps calculated to pressure the US at a 
time when relations are at a low ebb over 
renewed efforts to secure a Middle East 
settlement. However, it should be added 
that the Washington journal, New Republic, 
which is closely identified with Israel, has 
been the most vociferous in its criticism of 
Ben-Menashe. 

With respect to the Pakistan connection 
in the Iran-Contra affair, it has been possi- 
ble to corroborate some of Ben-Menashe's 
claims. Pakistani intelligence sources con- 
firm that significant quantities of weapons 
meant for the mujahideen were diverted to 
Iran. Other sources in Pakistan close to the 
Iranian Government and Pakistani intelli- 
gence confirm the presence of a secret Is- 
raeli military team in Islamabad during at 
least 1985. The more difficult question 
concerns the issue of whether funds ap- 
propriated by the US Congress were ille- 
gally diverted from the Afghan aid pro- 
gramme and whether it is possible to in- 
dependently verify such claims. 

On 5 March 1987 the REVIEW reported 
allegations in Washington that only 
US$390 million of US$1.09 billion appro- 
priated by Congress for the CIA in 1980-86 
to support the mujahideen had actually 
reached them. The REVIEW reported alle- 
gations that USS700 million in aid ear- 
marked by Congress for Afghan rebels had 
disappeared — and that there may have 
been attempts to divert some of the money 
to the Nicaraguan Contras — were to be 
investigated by both Congress and the US 
Government. 

The allegations regarding the "missing 
millions" were made in February 1987 by 
a Washington-based conservative political 
organisation, the Federation for American 
Afghan Action (FAAA), which had been 
working closely with mujahideen groups. 
Andrew Eiva, chairman of FAAA, in con- 
sultation with rebel organisations, drew up 
statistical estimates of actual arms deliver- 
ies received by the seven rebel factions 
based in Peshawar and matched these 
against appropriations. The disparities 
were significant. 

Eiva said FAAA research showed that of 
US$342 million appropriated by Congress 
for the mujahideen in 1980-84, the value of 
aid, including arms, actually reaching 
rebels in Afghanistan was only US$36 
million. When the narrower statistic re- 
ygarding the actual delivery of arms was 
calculated, Evia told the Washington Post 
Khat he estimated 70% of the military as- 
isistance never reached the rebels. Eiva said 
similar proportions were diverted from the 
1985 and 1986 appropriations of US$280 
million and US$470 million respectively. 
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The issue briefly resurfaced during the 
Iran-Contra hearings when it was revealed 
that a special Swiss bank account set up by 
the CIA in 1985 for the Afghan rebels had 
received deposits from the sale of weapons 
to the Iranians. 

Well before this The New York Times (27 
November 1985) had reported that former 
congressman John LeBoutillier had been 
told by Jonathan Jay Pollard that there was 
clear evidence that the CIA was diverting 
Afghan funds to support the Contras. Pol- 
lard, a US Naval Intelligence specialist, was 
arrested in 1985 for spying for Israel and 
later convicted and sentenced to life im- 
prisonment. However, LeBoutillier, a Re- 
publican from New York, dismissed Pol- 
lard as a "guy who was full of hot air." 
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Mujahideen guerillas: arms shipments ‘diverted’ to Iran. 


In light of subsequent statements by 
Pakistani and Israeli intelligence officials 
who claim firsthand knowledge of diver- 
sions to Iran of weapons from the Afghan 
arms pipeline and the use of profits from 
those sales, Pollard’s statements appear in 
retrospect to be less of an exaggeration 
than a possible verification. At the very 
least, it would be highly coincidental that 
serving or former intelligence officials in 
three countries — Pakistan, Israel and the 
US — with no direct knowledge of each 
other's statements would independently 
testify to the same facts. 

The alleged diversion and the scale on 
which it reportedly occurred raises new 
questions about the political level at which 
such an operation would have been or- 
ganised. In this context, Zia's very close 
relationship with the late William Casey, 
CIA director in the Reagan administration, 
takes on new significance. 

This relationship ultimately contained a 
dimension with implications far beyond 
the Afghan War. Zia and Casey sought to 
deepen the bargain between the intelli- 
gence agencies of the two countries by in- 
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tensifying cooperation. 

As part of this new relationship, Zia's 
regime opened up Pakistan air force facili- 
ties to US military intelligence aircraft en- 
gaged in submarine surveillance in the 
Gulf and Indian Ocean, a theatre incidental 
to rebel requirements in the Afghan con- 
flict. The regular use of Karachi's Mauripur 
airbase by P3 Orion aircraft, disclosed in 
1986, was the first access allowed to the US 
military since Gary Powers' U2 spy plane 
was shot down over the Soviet Union after 
takeoff from Peshawar. 

If the allegations of a weapons diversion 
are correct, then perhaps one of the most 
important favours Zia did for Casey was 
to open Pakistan as a secret "back door" 
for the covert movement of hundreds of 





millions of dollars of arms into Iran. 

In doing so, however, Pakistan was also 
acting in its own geopolitical interests. In 
1965, when it was itself under an interna- 
tional arms embargo, Iran had served as 
the clandestine arms channel for Pakistan. 
Two decades later, Pakistan returned the 
favour. If it did so, in part, through an Is- 
raeli-managed supply operation on its ter- 
ritory, this was a function of the central 
role Israel played in the shipment of arms 
to Iran throughout the eight years of war 
with Iraq. 

Israel had operated as the principal 
agent in fulfilling the complex requirement 
of Iran's armed forces. Both the Israeli and 
the Iranian defence establishments were 
structured around almost identical Ameri- 
can technology. Apart from initially pursu- 
ing its own strategic agenda during the late 
1970s, Israel in time also became a key 
player in the Iran-Contra operation, 
emerging as the principal channel through 
which the US effected its own covert 
shipments. In the end, Pakistan, on avail- 
able evidence, appears to have become a 
partner in this elaborate effort. " 
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PAKISTAN 2 


Bhutto and the president raise the political ante 


Opponents beware 





By Salamat Ali in Islamabad 


resident Ghulam Ishaq Khan is at 

the centre of a growing storm of 

opposition charges of political ven- 
detta and nepotism, exacerbated by a scan- 
dal involving an alleged sexual assault on 
the daughter of a retired senior politician. 
The scandal is seen as being linked to the 
continuing animosity between the presi- 
dent and Benazir Bhutto, whom he sacked 
as prime minister in late 1990. 

The opposition, led by Bhutto's Paki- 
stan People's Party (PPP), has stepped up its 
demand that Ishaq Khan resign even as 
hopes of a reconciliation have faded fol- 
lowing the failure of mediation by foreign 
friends of both sides. 

Hopes of a truce between the president 
and Bhutto failed after an unsuccessful 
mediation in November by Abu Dhabi. 
More recently, about half a dozen US sena- 
tors wrote to Islamabad urging an end to 
the campaign to clamp down on opposi- 
tion leaders through special tribunals set 
up by Ishaq Khan after he dismissed the 
Bhutto government. They are said to have 
mentioned Bhutto’s husband, Asif Ali 
Zardari — who is in jail pending trial on 
corruption charges — and suggested that 
he be released on bail. This provoked a 
public snub by Sindh Chief Minister Jam 
Sadiq Ali, who advised the senators not to 
meddle. 

A backdrop to the worsening confron- 
tation is the recent mass arrest of PPP ac- 
tivists. Party officials say more than 2,000 
were arrested but Sadiq Ali claims the fig- 
ure is nearer 350 and that all those arrested 
are terrorists. 

He claims that Bhutto leads a terrorist 
group and that its headquarters is in 
Bilawal House, the Karachi residence of 
Bhutto. 

Opposition fury against Ishaq Khan 
arises from the perception that Sadiq Ali 
acts only under the president's orders. 
Further, the law and order machinery in 
Sindh is controlled by the president's son- 
in-law, Irfanullah Marwat, who, though 
unelected, wields tremendous power as 
Sadiq Ali's adviser. Marwat's brother 
heads the Crime Investigation Agency of 
Sindh. Ishaq Khan, however, has rejected 
all allegations. 

The PPP accuses the president of work- 
ing to have its top leaders expelled from 
parliament. Bhutto has written to the 
president warning him that if he did not 
prevent Marwat from harming her, her 





family, her lawyers and her friends, she 
would assume it was being done on his 
orders. She cited a shooting incident at 
Bilawal House on 28 November and a 
rocket attack on her motorcade which 
claimed the life of a policeman. 

In her letter, Bhutto mentioned also the 
case of a personal friend, Bina Hayat. On 
27 November, Hayat's house was raided 
by a group of masked and armed men who 
tied up her servants and gang-raped her, 
ostensibly because of her friendship with 
the Bhutto family. The next day a highly 
distraught Hayat told 
Bhutto that the raiders had 
been asking about her and 
that they had been sent by 
Marwat. 

Nine days later, the al- 
leged rape became a full- 
blown scandal following a 
press conference by 
Hayat's father, Sardar 
Shaukat Hayat Khan, who 
at 76 is one of the few 
surviving founding fathers 
of Pakistan. Son of the 
prime minister of pre-in- 
dependence British Pun- 
jab, Shaukat is a former 





Ishaq Khan: rejection. 


minister and a former president of the 
Muslim League — now the core of the 
ruling Islamic Democratic Alliance. He 
says he does not know Bhutto or Prime 
Minister Nawaz Sharif personally — as 
neither had been born when he was still 
active in politics — but he does know Ishaq 
Khan personally. 

Often breaking down during his press 
conference, Shaukat said that, traditionally, 
Pakistani women either kept quiet or com- 
mitted suicide for what had happened to 
his daughter. But he had decided to go 
public because hiding the facts would be 
submitting to the despicable behaviour of 
those ruling Sindh. He said the gang had 
assaulted his daughter, gone through her 
papers, questioned her about Bhutto, her 
husband, events in Bilawal House and 
about two other PPP leaders during the 12 
hours that they were in Hayat's house. 

Shaukat complained that Ishaq Khan 

| > and the federal Interior 
& Minister had not accepted 
his telephone call and Sindh 
Governor Mahmud Haroon 
had pleaded that he was 
helpless, as the real power 
lay with Marwat and Sadiq 
Ali. Shaukat also said he 
did not have any confi- 
dence in the impartiality of 
the judicial inquiry the 
Sindh government had or- 
dered. Responding to 
Shaukat, Marwat issued a 
statement that the allega- 
tions were baseless and po- 
litically motivated. n 





SOUTH KOREA 1 


Roh holds historic talks with leftist group 


In from the cold 


By Shim Jae Hoon in Seoul 





he demise of Soviet communism, 
T's the resulting lessened threat 

from North Korea, has led the 
government of President Roh Tae Woo to 
take a more relaxed view of the local 
leftwing. Evidence of this new thinking 
was provided by Roh's recent official wel- 
come to a delegation from the leftist 
Minjung (The Masses) party. It was the first 
meeting between a South Korean president 
and leftist figures since 1948. 

Analysts of all political persuasions said 
the development was historically signifi- 
cant, but its timing and background sug- 
gested that Roh may be looking to split 
and weaken the opposition in general and 
the leftist camp in particular before elec- 
tions next year. 
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According to presidential spokesman 
Lee Soo Jung, Roh's 80-minute session with 
three top leaders of Minjung went exceed- 
ingly well. Greeting Lee Woo Jae, the par- 
ty's permanent representative, Lee Jae Oh, 
the secretary-general, and Chang Ki Pyo, 
the chief policy spokesman, Roh half jok- 
ingly apologised for the tough time they 
had in launching their party. 

It was clearly an admission of the al- 
most constant police harassment of 
leftwing organisers, but the trio responded 
in the same conciliatory spirit. "We wish to 
thank you for making history by seeing us" 
Lee Woo Jae replied. 

The warm atmosphere was a far cry 
from decades of repression of the Left un- 
der a succession of authoritarian regimes. 
One of the earliest socialist figures in South 
Korea, Yo Un Hyong, was assassinated in 
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1947 and Cho Pong Am, a former agricul- 
ture minister and a self-styled progressive 
was hanged in 1959 under then president 
Syngman Rhee for supporting peaceful 
reunification with North Korea. Since then, 
hundreds of people suspected of holding 
socialist views of one kind or another have 
been jailed. 

The Minjung party was launched in 
November 1990 by a group of former uni- 
versity-based dissidents who fought for the 


` overthrow of the Park Chung Hee govern- 


= 


` ment. All three Minjung leaders who saw 


Roh have served long prison terms. Chang 
has served a total of eight years in jail. 

Advocating moderate leftist policies, the 
party wants state ownership of major in- 
dustries (such as steel) but recognises pri- 
vate ownership of farmlands and small 
and medium businesses and has no sym- 
pathy for North Korea. The party has some 
7,000 dues-paying members organised 
around 61 district branches. Its supporters 
come from a variety of social backgrounds 
including urban workers, farmers and 
professionals. 

Unlike underground groups, which call 
for the violent overthrow of the Roh gov- 
ernment, Minjung is committed to the 
ballot box and hopes to field candidates 
for parliamentary elections next year. 

In his talks with the Minjung leaders, 
Roh essentially conveyed two messages: 
leftist parties must accept the spirit and let- 
ter of South Korea's constitution enshrin- 
ing the peaceful change of government and 
a market-based economic system. 

If the Left accepted the constitution, he 
said, the government would treat it as one 
of the pillars sustaining the political pro- 
cess. "The progressives are one of two 
wheels pulling the cart of the nation, with 
the other wheel representing conserva- 
tives,” said Roh. In saying so, he was im- 
plicitly accepting the Left as a legitimate 
part of the constitutional process. 

Although Minjung has heatedly re- 
jected Roh's assertion that student dem- 
onstrators are mostly pro-North Korean 
radicals, Chang and the other leaders put 
aside these polemical issues and focused 
on practical matters such as political 
funding and revision of the parliamentary 
election law. Roh listened sympathetically 
as they asked for changes in the current 
statutes under which political parties fail- 
ing to win 2% of the national vote are au- 
tomatically dissolved. After the meeting, 
Roh's ruling Democratic Liberal Party said 
it was studying a new formula which 
would allow parties winning 3% of the 
vote to send at least a few deputies to the 
National Assembly under a proportional 
representation scheme. 

Roh's position on political funding was 


` non-committal. He did not answer the 


Minjung demand that even parties unrep- 
resented in the National Assembly should 
receive state subsidies. " 


SOUTH KOREA 2 


Seoul incensed by church leader’ visit to North 


Moon in eclipse 


By Shim Jae Hoon in Seoul - 


nification Church leader Rev. Moon 
| | Sun Myung’s highly publicised 

meeting with North Korean Presi- 
dent Kim Il Sung on 6 December could 
spell trouble for his vast business empire 
in South Korea. Government attorneys, 
provoked by what they see as his cavalier 
treatment of South Korea's laws regulating 
contacts with Pyongyang, are reviewing 
his statements and itinerary to see if they 
can prosecute the 71-year-old church 
leader. 

Moon, his wife and church dignitaries 
including Pak Bo Hi, president of the 
church-owned newspaper Segye Ilbo, spent 
a week in North Korea, meeting with a 
variety of officials. A North Korean aircraft 
was specially laid on in Peking for Moon's 
surprise visit to his homeland on 30 No- 
vember. 

At first glance, it was an 
incongruous meeting be- 
tween the increasingly iso- 
lated Stalinist ruler and one 
of the world's fiercest anti- 
communist leaders who 
also believes that he repre- 
sents the new Messiah. It 
was particularly ironic 
given Moon's jailing by 
Kim's government in 1949 
for "instigating the people 
with superstition." He was 
saved by US troops ad- 
vancing to the North in the 
Korean War in 1950. 

Given the vilification 
previously heaped on 
Moon and his church by the North Korean 
propaganda machine, the meeting may 
have caused more surprise in Pyongyang 
than in Seoul. But Moon, whose church has 
a worldwide following, has vowed to tear 
down the isolationist walls surrounding 
North Korea. The trip to Pyongyang fol- 
lows Moon's meeting with Soviet leader 
Mikhail Gorbachov in early 1990 that 
helped open Seoul's relations with Mos- 
cow. 

South Korean officials indicated they 
received no advance notice of Moor's trip, 
though under the law he was required to 
give it. They also signalled that Moon went 
too far for a non-government figure by tak- 
ing up political subjects in his conversa- 
tions with North Korean leaders. They 
were especially incensed by a "joint state- 
ment" signed by Moon and North Korean 
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Moon: surprise meeting. 


officials pledging to work for peace and 
reunification. Officials claim this gave the 
impression that the Unification Church 
leader was speaking on behalf of the South 
Korean Government. 

It has been North Korea's familiar tactic 
to ignore South Korean President Roh Tae 
Woo and talk with non-government fig- 
ures instead in the hope of creating dissen- 
sion in the South. 

But this time, North Korea appears not 
just to be aiming to create discord in Seoul; 
officials in Pyongyang surprised the Moon 
delegation by asking for emergency eco- 
nomic aid from the church. One official 
bluntly asked for a contribution of several 
million US dollars worth of foreign ex- 
change, one report said. Meanwhile, Kim 
asked Moon to arrange a meeting between 
Kim and US President George Bush, ac- 
cording to a Unification Church report. 

The warmth of the wel- 
i come in Pyongyang — the 
lunch meeting between 
Moon and Kim lasted 
more than three hours — 
may indicate how desper- 
ate North Korea is to break 
out of its economic and 
diplomatic isolation. 

Seoul is waiting for a 
fuller report on Moon's 
talks with Kim, but officials 
say they are not overly ex- 
pectant of any resulting 
policy initiative from the 
North. Rather, they are 
more concerned over the 
prospect of Kim selectively 
meeting private figures 
from South Korea in the future to further 
embarrass the Roh government. 

As a warning against that sort of devel- 
opment, the government might demon- 
strate the power it has to hurt the Unifica- 
tion Church's economic interests, accord- 
ing to analysts. One possibility is for the 
Finance Ministry to order the suspension 
of bank loans to some of the 17 Church- 
controlled companies that have an aggre- 
gate debt of Won 600 billion (US$795 mil- 
lion) to local commercial banks, one Seoul 
newspaper report has suggested. 

In the short term, the church has 
enough assets to meet such a challenge, 
according to business analysts. However, 
if the government hostility continues, 
Moon might be forced to reach a compro- 
mise by pledging not to make any more 
personal missions to North Korea. в 
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INTERVIEW/ADM. 


L. 


RAMDAS 


Credible force 


By the late 19805, the Indian Navy’s plans 
to acquire bigger aircraft carriers and nu- 
clear-powered submarines had raised 
many questions abroad about the rationale 
for such new capability. But in the past 
year or so, domestic economic problems 
and the Soviet upheavals have altered 
many long-standing Indian policies. Inevi- 
tably, defence outlays have been hit by the 
fiscal crunch and further large-scale Soviet 
supplies cannot be taken for granted. In- 
dian Chief of Naval Staff, Adm. L. Ramdas 
discussed these and other issues in an in- 
terview with the REVIEW'S New Delhi bu- 
reau chief Hamish McDonald. Excerpts: 


For all the talk of a blue-water navy, it 
seems like you'll be sailing in a sea of red 
ink for some time, because of budgetary 
constraints. How will this affect the navy? 

It's not that we have a desire to become 
à blue-water navy because we are already 
one, we were always one. Our first large 
ships were cruisers which had fought in 
the Atlantic in World War II. In 1960 we 
acquired the aircraft carrier Vikrant. This 
blue-water navy debate was suddenly 
brought into focus for reasons best known 
to people in the media business in the last 
two or three years. I reckon that we will 
meet our planned growth. Yes, we've had 
certain cuts in our overall defence budget, 
which means that certain programmes will 
be slowed down. But it's not making us 
change our objectives of a credible navy to 
look after our basic interests. 


Can you say what will be slowed down, 
and what core elements you'll maintain? 

I cannot really spell them out in specific 
terms. But a programme which might have 
taken me five years may now be stretched 
to seven, and so on. The impact of this will 
be naturally on force levels. 


One of the most pressing questions must 
be the replacement for the Vikrant. You 
recently mentioned an Italian design for 
a 15,000-tonne carrier. 

No, I never said anything about any 
design. Somebody is putting words into 
my mouth. I only said, yes there will be a 
replacement for the Vikrant — before the 
turn of the decade. 


Getting a carrier commissioned in less 
than 10 years is already a tight schedule, 
unless you buy an existing one. 

We appreciate that, and no, we are go- 
ing to build our own. It will be an air- 
capable ship like Vikrant. We'll be able to 
operate our existing inventory of aircraft 
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and any future inductions. After all, a car- 
rier's life is nothing less than 30-40 years, 
so we have to keep that in mind when 
building the new carrier. 


In the submarine force, following the re- 
turn of the leased Soviet nuclear subma- 
rine early this year, what are your plans 
about acquiring nuclear propulsion? 

That's an area I really cannot share with 
you, except to say, as I've always said, that 
India is working on nuclear propulsion 
technology. That's a technology that has to 
be first mastered before we apply it. 


Can you outline the capability of the 
planned amphibious 
warfare school near 
Vishakhapatnam? Does 
help to ethnic-Indian 
communities who have 
settled in the Indian 
Ocean region figure in 
possible contingencies? 

We have a small and 
modest amphibious capa- 
bility, and we have been 
doing joint exercises for 
several years. Now we 
want to properly institu- 
tionalise it by setting up a 
joint amphibious warfare 
school. We have over 348 : 
islands in the Andaman 
and Nicobar group, and 
about 37 in the Lakshadweep group. Es- 
sentially those kind of forces lend them- 
selves ideally for island work; that's where 
they will be used. Those countries where 
[ethnic] Indians [have settled] have to 
look after their citizens. We have no inten- 
tions [on this issue]. 


Your navy has just had an exercise with 
the Australian navy off the Andaman 
islands. Can you see further cooperation 
with foreign navies? 

We will continue to exercise with 
friendly navies in this area, if they want it 
and if it's convenient mutually. I see this as 
a good development and it will also make 
us understand each other better. 


Do you think the Australians are less 
worried about India's plans? 

Their defence minister has said so in 
parliament: that India is no longer the 
threat that they thought it was. And we are 
very grateful to him for this genuine re- 
appreciation of the situation. 


Following [US Pacific Commander] Adm. 
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Ramdas: blue-water plans. 


Charles Larsen’s visit here in October, 
will there be any further activities with 
the US Navy? 

We have to discuss these things, first on | 
à navy-to-navy level, and then see how this - 
can be worked out. For the moment, it's - 
just in the preliminary, exploratory stage. 
We've got an open mind on this. 


It was not just the Australians, but some 
of the Asean countries, which also felt 
that there was a risk of them becoming 
sandwiched between... 

Australia and India! 


No. China, Japan and India. 

This has been generated more by the 
so-called analysts who read too much into 
various things that are happening. Of 
course, you cannot forget history. All these 
nations you talked about, including our 
own, have been at the receiving end. Part 
of our territory was occupied by one of the 
, countries you mentioned. 
The Asean countries 
$ need have no fears as far 
as we are concerned. Our 
maritime boundaries have 
been fully recognised and 
delineated long ago. Bilat- _ 
erally we have the best of. 
ties with our Asean 
neighbours. 


Do you think you need 
to do more PR work in 
the region, perhaps by 
publishing a white paper 
on your strategic con- 
cerns and force develop- 
ment? 

This is really a matter 
which my government should decide. Our 
country has subcontinental, oceanic size. 
Perhaps this is not understood. We are a 
peninsula that juts out with 7,000 km of 
coastline; another 1,200 km around the is- 
land territories. The nearest mainland from 
the eastern islands is about 1,000 km, and 
400 km from the westernmost islands. We 
have nearly US$50 billion of seaborne 
trade, 10 major ports, a huge exclusive 
economic zone, a big fishing industry, off- 
shore oil and gas. Thesé are our permanent 
interests — what I call our “underlay” re- 
quirements — our assets which we intend 
to keep, and keep them from interference 
from anyone from outside. On top of this, 
you have to superimpose your threats and 
threat perceptions, what I term the “over- 
lay” requirement. 

Threats today may be from one 
quarter, and they may change rapidly to 
another. You cater for that with the 
weapons systems and force-multipliers. 
We have no interest whatsoever in either 
eyeing or coveting any country in the re- 
gion, and I think our historical record 
shows that. " 
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VATIKIOTIS 


Traveller’s Tales 


s the world watched Americans 

commemorate the 50th anniver- 

sary of the Japanese attack on 

Pearl Harbour, the actual anni- 

versary marking the outbreak of the Pa- 

cific War early on 8 December almost 
unobserved. But not quite. 

At 12:25 a.m. this 8th of December, I 
stood on Sabak beach just outside Kota 
Bharu in the Malaysian state of Kelantan. 
This was where, exactly 50 years ago, wave 
after wave of Japanese troops landed in 
the face of heavy opposition from Allied 
troops, to launch their invasion of the 
Malay peninsular, and begin the war in 
Asia. 

Historians are fussier than politicians 
about dates. It may suit the ultimate vic- 
tors of the Pacific War to begin the conflict 
with a Japanese attack on the US and end 
it with a US attack on Japan. However, 
taking into account the International Date 
Line, Japanese aggression began at Kota 
Bharu over one-and-a-half hours 
before the first “zero” fighters 
launched their attack on the Pa- 
cific Fleet at anchor in Pearl 
Harbour. 

The east coast of Kelantan at 
this time of year is a desolate 
place, lashed by monsoons 
whipped up in the South China 
Sea. Watching the fierce sea at 
night, I could only wonder how 
Maj.-Gen. Haruchi Takumi, 
commanding the 18th Division 
of the Japanese 25th Army, ever 
thought his troops would reach 
the shore — let alone survive 
the Allied firepower on the 
beach. Apparently the weather 
was their only element of sur- 
prise: “For anyone to land when 
they did — it was bloody mad,” remarked 
an Australian former pilot who flew 
bombing missions against the invaders. 

According to one Japanese survivor 
who returned 50 years later, no one be- 
lieved they would walk away alive. “We 
had been warned, and had all made up 
our minds already to die in the battle,” said 
71-year-old Yoshio Ito, who was a platoon 
commander in the assault. 

The Japanese lost anywhere between 
3,000 and 5,000 men in the Kota Bharu in- 
vasion, more than in any other single bat- 
tle on mainland Southeast Asia. At а clock 
tower outside Kota Bharu, donated by the 
Japanese veterans club in 1988, an 80-year- 
old widow, Tsuchi Iwamoto, wept. Her 
husband died in the landings; his ashes 


were later delivered in a lunch box. 

On a small white cross, laid by the 
Japanese on the beach at Kuala Pa’Amat, 
the inscription read in English: “The price 
that was paid, we will always remember, 
every day, every month, not just in De- 
cember.” The words were not theirs. In 
fact, they came from a party of British and 
Australian veterans who joined the Japan- 
ese on the beach to mark the anniversary. 

For those of us born after the war, it 
seemed a fitting way to remember the out- 
break of Asia’s bloodiest conflict. The 
Japanese were not invited to Pearl Har- 
bour, but here in Kelantan, the two sides 
were brought together for the first time. 

I was deluding myself, though, to think 
that old adversaries could join hands to 
remember the past. “We have come to- 
gether in peace,” proposed one of our 
hosts, from the Kelantan state government. 
“Bull . . .” muttered a Royal Australian 
Airforce veteran at my side. A British vet- 





Former foes, from Japan, Australia and Britain. 


eran organising the tour confided that 
some had cancelled their visit after hearing 
the Japanese would attend. Language was 
the main barrier to understanding. At their 
first meeting, all the Japanese lined up and 
waited for their old foes to greet them. “We 
were appalled, it was just like in the camps 
when we had to go to them,” said one 
former British POW. 

As they prayed for their dead at a small 
shrine they had set up on the beach at 
Kuala Pa’Amat, I could sense the real sig- 
nificance of this day for the Japanese. But 
for the Allied veterans, bitter memories of 
their incarceration in forced labour camps 
around the region following the fall of 
Malaya, occluded their common feelings as 
soldiers. 
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Nevertheless, memories linger over the 
lighter aspects of war. “1 remember when 
we called down to Singapore to alert them 
of the attack,” said one Australian. “They 
kept asking us: ` Yes, but have the Japanese 
declared war?” Captain Lawrence Chew 
was a defence volunteer in Kuala Lumpur. 
He remembers: “None of us knew any- 
thing about war. We could not believe the 
Japanese had landed. One of us suggested 
we have another beer and a dance.” 

A beer and a dance is out of the ques- 
tion under the strict Islamic regulations 
enforced today in Kelantan. But the state’s 
Parti Islam-led government is struggling 
to overcome the fiscal disadvantages of 
running a state in opposition to the federal 
government. For them, the commemora- 


| 


tion was very much a part of this struggle. | 


“We are promoting history to put Kelantan 
on the world map,” said one official. “We 
want Kota Bharu to have its rightful place 
in history as the place where war began.” 
Bizarre as this may sound, 
3 Kelantan's near-pariah status 
in federal circles did mean lo- 
cal plans to stage a re-enact- 
ment of the Kota Bharu inva- 
sion were squashed in Kuala 
Lumpur. Neither was there 
any official representation 
from the Malaysian Gov- 
ernment at the ceremonies. 
The government may have 
balked at commemorating 
what to some people was a co- 
lonial war; one imperial power 
taking over from another. 

Sadly, for this important 
historical occasion, none of the 
diplomatic representatives of 
countries involved in the Pa- 
cific War felt obliged to attend 
the ceremonies. I was told Australia was 
put off by a Japanese flag on the invitation. 
The British High Commission said in a 
rather stuffy way they were not informed 
in time. The Japanese Embassy hinted at 
not wishing to be drawn into the argument 
between Kelantan and the federal govern- 
ment over funding. Might they all have 
been reluctant to be seen on enemy soil, as 
far as the federal government is concerned? 
It seemed to me that they were unwilling 
to be made proxies on this domestic politi- 
cal battlefield. 

None of this seemed to interfere with 
Tsuchi Iwamoto and Yoshio Ito's pilgrim- 
age of remembrance. “Apologise for Pearl 
Harbour? Why should they?" remarked an 
Australian veteran. "It was war." a 
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Our Daily Touchdowns 
Put Us On Top Of The League. 


Flying to the United States is a different 
ball game when you fly Delta. Because when 
you reach Delta’s West Coast terminals in L.A. 
or Portland, Oregon, you're quickly connected 
with our extensive U.S. route system, offering 
business travellers over 4,500 flights a day to 
more than 240 U.S. cities. 

Every step of the way, you'll enjoy 
Delta’s unique brand of personal service. 
From quick, easy connections on the ground, 
to impeccable in-flight service you'll find 


only on Delta. The airline that’s been first in 
passenger satisfaction among major U.S. airlines 
for 17 straight years.’ 

And if you're a frequent traveller, Delta's 
Frequent Flyer programme adds value to your 
flights by rewarding you with mileage awards, 
good for free travel. 

For more information and reservations, 
see your Travel Agent. Or call Delta. 

With one of the largest route systems in 
the U.S., you couldn't be in better hands 
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Clean air is not only invaluable but also invisible. They create almost no smoke, smell or harmfu 
At TOTAL we recently invested $350 milionon discharges. They don't even make a noise. 

` new European plants to produce unleaded petrol. Not surprisingly, TOTAL has become the leading 
Like the fuel itself, these new pieces of processing producer and retailer of unleaded petrol in France. 


" 1 uomen have been designed to avoid pollution. We are now committed to setting up simila 





IENEFIT OF SOME INVESTMENTS 


environment friendly refineries in many of the 80 countries 
in which we operate. 

Which is no more than you would expect from 
one of the five largest oil companies in Europe, and 


one of the top ten in the world. 
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Three pillars of multimedia — compact discs, super-chips and fibre-optic cables. 


Digital technology to transform computer, consumer-electronics industries 


Multimedia mania 


digital revolution that began with the compact disc may 

be about to bring some of the gadgets of science fiction 

into everyday reality. The ability to store large quantities 

of audio, video, still pictures and text on a small disc and 
transmit vast amounts of data down а narrow line at low cost 
leads to almost endless possibilities for new products. 

The divisions between different media are becoming blurred. 
The computer makers and consumer-electronics companies are 
increasingly fighting over the same multimedia market. Digital 
technology will force other sectors, including the publishing, print- 
ing and advertising industries, to change. 

In the following nine articles the REVIEW'S Technology Corre- 
spondent Bob Johnstone explains how the concept of a multi- 
media business has progressed in Japan so 


far and looks at the future implications of On other pages 


its development. Intensifying competition, 





tronic machine should be able to provide everything currently 
offered by television, video, audio and personal computer sys- 
tems — and much more besides. 

Couch potatoes may be able to strap on some goggles and 
indulge in "virtual reality" adventures — experiences as close as 
possible to the real thing. Already the porn merchants are selling 
software offering viewers the chance to have simulated sex with 
screen animations. 

Photographs could be stored on compact disc and edited on 
the same multi-purpose entertainment system. New software will 
make video cassette recorders easier to use. Multimedia databases 
are likely to become key teaching tools in schools. 

However, as in any revolution, there is great confusion. Multi- 
media software is difficult to create and 
there are few guidelines. Japanese elec- 
tronics companies have watched highly- 








particularly for the consumer-electronics Overview ......... «38 regarded projects become commercial 
market will be one result, increasing collabo- Consumer electronics ................. 42 flops because they were not priced or posi- 
ration between Japanese and US firms may Personal computers ..................... 46 tioned correctly in the market. Short-term 
be another. Software ... demands often take precedence over the 

Whether at work or in the home, multi- Compression technology . - full, longer-term potential of multimedia. 
media may transform aspects of life. In the Video-conferencing ....................... And while there may be a vast potential 
office, desktop videophones could allow Photography ....... AS A for new appliances — will they meet the 


staff in different parts of the world to hold 
video-conferences at will. At home, one elec- 
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requirements of an increasingly complex 
consumer market? m Martin Howell 
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OVERVIEW 


5 
"The mundane 





to the magical 


3 By Bob Johnstone in Tokyo 
a isit the multimedia showroom at Dai Nippon Printing’s 
V headquarters in central Tokyo and marvel at the meta- 

Ж morphoses on display there. They include colour photos 
_ that turn into high-definition television pictures, electronic books 

that speak several languages and documentaries that play back on 
Е computers. 

Better than most companies, Dai Nippon Printing has 

_ grasped one of the fundamental facts of late 20th century life. 
Namely that as media go digital, the differences between them 
. disappear. 

Boiled down to bits and bytes, symphonies, dictionaries, 
. paintings, programmes . . . all are exactly alike. More to the point, 
. they can all be handled in exactly the same way. 
-Ít was a bright young Massachusetts Institute of Technology 
. graduate called Claude Shannon who first 
. realised that information of any type could 
| be encoded in an identical format. Shan- 

non published his ideas in a paper entitled 

“A Mathematical Theory of Communica- 
. tion" while working at AT&T's Bell Labo- 
. ratories in 1948. 
= Моге than four decades later, technol- 
_ ору has finally begun to catch up with 
_ Shannon's theory. The digital revolution in 
_ consumer electronics that started with the 
compact disc (CD) is spreading rapidly. 
- Audio was just the first step. 
A CD costs less than US$1 to make. Yet 
. а single 12-cm disc can store an hour's 

worth of video, 16 hours of audio, thou- 
. sands of still pictures, or more than a year's 
. worth of newspapers. 
. . Harnessed to a computer, this prodi- 
. gious storage capacity is enabling design- 
| ers to come up with ideas for new, multi- 
. media products. Which of these will suc- 
. ceed remains to be seen. The creative aspects of the convergence 
. between computers and consumer electronics are hard to predict. 
.. . Buta crystal ball is not needed to see the potential political and 
. economic impact of the convergence. The US is still predominant 
. in computer technology, while Japan rules the roost in consumer 





















. Competition will intensify as computer makers aim for the 
- Consumer electronics market. Cooperation will increase as inno- 
.. vative-but-poor US firms team up with deep-pocketed Japanese 
. companies looking for new products to manufacture. 
.. InJapan, the multimedia concept is the focus of intense scrutiny 
. and considerable confusion. Companies across the industrial 
. spectrum scent that, if they could only get the formula right, there 
is money to be made from multimedia. 

Who are these companies? A list of the names of the 35 trustee 
members of the International Multimedia Association, a promo- 
tional organisation established by Japan's Ministry of International 
Trade and Industry (Miti) on 1 April this year, gives a good idea. 
They include: 
> Consumer electronics firms like Sony and Matsushita, who are 
looking for a new blockbuster product to succeed the video cas- 
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sette recorder (VCR). Multimedia players have the potential but, 
for the moment, they lack software. 

> Computer makers, like Fujitsu and NEC, seeking to use multi- 
media to differentiate their machines now that the sales of per- 
sonal computers (PCs) have gone flat. They are also attracted by 
the prospect of new markets. Consumer applications look particu- 
larly promising, but profit margins in consumer electronics are 
much lower than computer makers are used to. 

> Content providers like publishers, broadcasters and software 
houses. They see multimedia as a potentially lucrative way of 
revamping and remarketing their archives. As yet, however, the 
tools and, above all, the skills to do the revamping are conspicu- 
ous by their absence. 

> Printers like Dai Nippon Printing and Toppan, keen to avoid 
losing customers in the switch from paper to electronic media. If a 
publisher wants to produce a CD instead of a book, then the 
printers have the know-how to oblige. 

> Advertising agencies like Dentsu worry about how the new 
media will affect their revenues. Video recorders that can auto- 
matically skip the ads on pre-recorded programmes were bad 
enough. Interactive media will be worse, because they may well 
give viewers the power to eliminate commercial messages en- 
tirely. So the agencies need to figure out ways of ensuring that 
advertisements continue to hit their intended targets. 

Not included in the list (because they are outside Miti's sphere 
of influence) are Japanese telecommunications companies. None- 
„ theless, they too have succumbed to multi- 
$ media mania. 

Above all, Nippon Telegraph and 
Telephone (NTT) needs attractive multime- 
dia applications to sell its new digital lines. 
Possibilities include desktop video- 
conferencing via multimedia PCs and, 
eventually, home-use videophones. NTT is 
also aware of the possibility of using its 
optical fibres to deliver entertainment and 
other services to the home. The regional 
Bell operating companies are currently 
fighting for the right to do this in the US. 
But because it would bring phone compa- 
nies into direct competition with broad- 
casters, this is a highly political issue. 

"Multimedia is an unprecedented phe- 
nomenon," says Harry Lasker of Applied 
Learning, a Massachusetts-based developer 
of interactive training systems, “never have 
there been so many true believers in ad- 
vance of the arrival of products." 

To be sure, companies don't really know what forms multime- 
dia products will take. For inspiration, however, they can look to 
several remarkable prototypes that have emerged recently from 
small US companies. 

Typically, these programmes run on a PC — usually a Macin- 
tosh given that Apple has put by far the most effort into the 
development of multimedia applications — hooked up via special 
hardware to a laser-disc player. 

Unlike television or films, these programmes are intrinsically 
non-linear. That is, the user is free to wander through them at will 
using a mouse to point, click, fast-forward and rewind. 

For example, take Robert Winter's multimedia version of 
Beethoven's 9th Symphony. This enables the student to match 
melody to score, to isolate individual instruments or themes 
within the piece, to read up on the history of the composer and 
much else besides. 

Unlike most early multimedia pieces, Winter's Beethoven has 
made the transition from prototype to product — in the form of a 
laser disc marketed by the US company Voyager. A Japanese 
version marketed by Pioneer is also available. 

Then there are Robert Abel's ambitious explorations of Picas- 
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so's painting, Guernica, and Tennyson’s poem, Ulysses. The 
former includes historical footage and interviews; the latter uses 
actors to speak lines with varying intonations and features 
explanations of the poet's use of literary devices like metaphor. 

Abel's work has been funded by IBM. The giant computer 
maker is out to demonstrate that the Macintosh is not the only 
machine suitable for multimedia. 

To this end, IBM recently paid Abel around US$5 million to 
produce a multimedia project on the explorer Christopher 
Columbus, which the company hopes to sell to schools. Then, in 
September IBM joined forces with Apple to form Kaleida, a start- 
up vehicle intended to help foster the growth of a multimedia 
industry. 

But multimedia applications are by no means confined to high 
culture and educational ends. Entertainment is also very much on 
the multimedia menu. 

Japanese companies are mainly interested in mass consumer 
markets. They draw comfort from what is arguably multimedia’s 
biggest success to date — the Nintendo Famicon. 

This unassuming little video-game machine has penetrated tens 
of millions of households around the globe. In the US, one home 
in four resounds to the synthesized beeps and warbles of Super 
Mario and his sibling on their endless quest; in Japan, it is more 
like one home in three. 

By substituting a simple handheld controller for a keyboard 
and plugging into ordinary 
televisions, Nintendo was able 
to sneak computers into the 
home. The company then 
capitalised on the Famicon's 
popularity by marketing a 
portable version, the Game 
Boy. The challenge facing 
Japan's electronics companies 
is to emulate Nintendo's 
feat. 

Indeed, to go one better. The 
Famicon never became truly 
ubiquitous — there were still 
some households where the 
machine could never penetrate 
even if it had been free. 

Japan's largest computer 
maker, Fujitsu, has already 
made an attempt to get a mul- 
timedia machine into the home. 
Two-and-a-half years ago, the 
company introduced FM Towns, a personal system that was the 
first to include a (computer-type) CD player as standard equip- 
ment. 

Despite a massive publicity campaign, FM Towns has not yet 
had much success. But the machine has nonetheless played a cru- 
cial role in the early development of the nascent Japanese multi- 
media industry. For one thing, it has shown other makers what to 
avoid. More importantly, it has given software houses experience 
in the development of multimedia products. 

Some of these — such as Hyper Planet, DATT Japan's award- 
winning space simulator — can be converted to run on other 
systems. Others will have to be developed from scratch, using 
“authoring systems" like Claris’ HyperCard or MacroMind's Di- 
rector. 

Such tools enable software authors to assemble multimedia 
collages from a variety of source materials. These include text, 
graphics, pictures, sound, animation and — most recently — 
video. 

But authoring systems are still for the most part rudimentary, 
difficult to use and tied to mutually incompatible hardware con- 





Sales in Japan’s multimedia markets 
Y billion ; 
Sales | шн 


1989 





chore. 

In addition to creative talent, authors who have mastered such 
systems require experience of working with computers (and, the 
joke goes, a PhD in cabling). For the future, tools must become 
easy enough for almost anyone to use. 

Japanese versions of most popular authoring systems have only 
just arrived. Other tools are on their way. Prime among these are 
video processors that will enable millions of camcorder users to 
edit clips on the screens of their PCs in much the same way that 
they now process words. 

‘As camcorder buffs and creative types become familiar with 
the new tools, we can expect to see entirely new genres flourish- 
ing within the next two or three years. 

At school, teachers are already drawing upon laser 
discs crammed with thousands of photographs to structure 
their lessons. In the future, children will be able to use 
multimedia databases for their homework assignments. Japan's 
Ministry of Education will soon choose a personal computer for 
use in Japanese classrooms. It would be very surprising if the 
system the ministry picks was not capable of handling multi- 
media. 

At work, multimedia will find all sorts of applications. 
Standalone systems are already finding uses in presentation, 
training and maintenance. Companies are discovering that CDs can 
contain far more information than paper manuals, and they cost 
far less to ship. In the near fu- 
ture, multimedia will be net- 
worked, with video replacing 
text-based electronic mail and 
desktop video-conferencing 
becoming commonplace. 

At home, video games will 
become much more sophisti- 
cated. Simple simulations such 
as the ever-popular aerial 
dogfight will become increas- 
ingly realistic, while adventure 
and role-playing games will 
come with lavish illustrations 
to stimulate the imagination. 

Ultimately, computer 
screens and controllers may be 
replaced by the goggles and 
gloves of virtual reality. This is 
a technique originally deve- 
loped for flight simulators 
which gives the illusion of be- 
ing in an entirely computer generated world. 

Today virtual reality is found in only a few, relatively primi- 
tive, commercial applications. These include arcade games and 
Matsushita s remarkable kitchen equipment showroom in 
Tokyo. There, potential customers can don gloves and goggles 
and point their way through simulated kitchens of their choice. 
Otherwise, virtual reality is — for the moment, at any rate — 
mostly hype. 

Although they recognise virtual reality's potential, Japanese 
electronics manufacturers are more concerned with mundane 
matters — like what will be next year's big hit product? One 
possibility is CD-I. 

Philips has done most of the development of compact disc 
interactive, as CD-1 is formally known. In Japan, Sony and 
Matsushita (plus several second-tier firms like Sanyo and Kyocera) 
have cD- players ready for market. 

cp- will succeed or fail by the amount and the quality of 
software available for it. And this, in Japan at least, is a very 
serious problem. 

What makes CD-/'s prospects even more dubious is that Japan- 


figurations. The result is that the production of multimedia soft- езе companies will take their lead from Sony. And Sony has yet to 
ware is currently a time-consuming and extremely expensive make up its own mind about CD. s 
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CONSUMER ELECTRONICS 


Creative 
confusion 


ony has the kind of problem most companies would love to 
Gi: — it is too innovative. No fewer than three 

of the Japanese company’s business divisions have come 
up with their own version of the next big thing in consumer 
electronics. Indeed, two of the three divisions have actually 
developed more than one version. All five versions are based on 
compact discs (CDs); none is compat- 
ible. 

And what is wrong with that — 
why not let a thousand blossoms 
bloom? After all, isn’t competition 
supposed to be healthy? 

Yes, but only up to a point. Beyond 
that lies confusion. Software developers 
wonder which system to write for and 
consumers wonder which system to 
buy. 

To sort matters out between rival 
divisions, Sony has been forced to set 
up a high-level steering committee 
chaired by vice-president Nobuo 
Konoi. 

Happily for the company, only one 
of the versions is as yet on the Japanese 
market. This is Data Discman, launched 





Rescue programme 


Industry needs new markets, but consumers do not necessarily 
need new products. They would rather have existing products 
that work properly. 

Take video cassette recorders (VCRs) for example. Most VCR 
owners freely admit that they cannot set their machines to 
record reliably. The basic problem is that video recorder mak- 
ers have made little effort to integrate their standalone products 
with information on programme listings. Your VCR does not 
know when the programmes you want to watch are on. That is 
why it so often records the wrong ones. 

The engineers who design vcRs are oblivious to the prob- 
lem. They can programme the machines without bother, so why 
can't everybody else? 

Software can solve the programming problem. But VCRs are 
virtually a Japanese monopoly, and software is not one of Ja- 
pan’s strong points. System integration and software are both 
American skills. A small Silicon Valley-based start-up company 
called Frox has used them to solve the VCR programming 
problem. 

The company's first product, announced in late September, 
looks like a large-screen (31-inch) television. But the Frox sys- 
tem is not so much a TV, more a computer in disguise — and a 
highly powerful one at that. It comes with two boxes packed 
with state-of-the-art silicon chips that run 250,000 lines of soft- 
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Sony's Data Discman now in its second generation. 
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in 1990 and now in its second generation. 

Like many Sony products, Data Discman is a small, black 
handheld player. It looks like a CD player, and indeed was devel- 
oped by the company's General Audio division, the group re- 
sponsible for Sony's CD players. 

Instead of the usual 12-cm disc, however, Data Discman ac- 
cepts only 8-cm CD "singles." And instead of music, the Discman 
plays books — most notably reference books, whose listings are 
displayed on a flip-up monochrome screen. 

Although by no means a blockbuster, Data Discman has been 
selling respectably, shipping around 100,000 units in Japan in its 
first year. One disc, a version of the Kojien , a standard Japanese 
character dictionary, has sold 20,000 copies, which probably makes 
it the best selling piece of non-audio CD software ever. 

Data Discman bears all the trappings of a transitional product, 
caught in the no-man's land between consumer and computer. In 
its pricing — in Japan, the player lists for Y50-60,000 (US$385-460) 
— the Discman is unashamedly a con- 
sumer product. 

But ease of use is also an important 
consideration for a consumer product. 
Remarkably, in the Japanese market, 
which is almost legendary for its aver- 
sion to keyboards, the Discman sports 
a full complement of tiny QWERTY keys, 
plus a row of nerds-only function keys. 

Interface design is not a trivial mat- 
ter. To come up with something as 
friendly as the point-and-click icons of 
the Apple Macintosh user interface 
took five years of hard work. But such 
lengthy lead times are not compatible 
with the short product cycles of con- 
sumer electronics. 

As a computer, Data Discman lacks 
power. At a time when every self- 


ware code, and much of this power is employed to make life 
easier for the viewer. 

The system's memory contains listings (supplied weekly) of 
forthcoming programmes on all available channels, whether 
cable, satellite or regular network. Listings are displayed on 
the screen. 

To record a programme you want to watch, all you have to 
do is point at the appropriate listing — using a one-button 
remote controller that Frox calls a wand — then click on the 
record icon displayed at the bottom of the screen. The same 
on-screen control panel can also be hooked up to other inputs, 
such as a multi-CD player. 

Pointing and clicking should sound familiar to users of 
Apple Macintosh computers. And indeed, one of the early in- 
fluences on the development of the Frox box was Andy 
Herzfeld, formerly a star programmer at Apple. 

Other key Frox personnel came from Xerox, Sun 
Microsystems, and LucasFilm. Significantly though, the com- 
pany's prime mover is not a computer engineer but an indus- 
trial designer, Hartmut Esslinger. 

Frox's immediate target is the US home-theatre market, 
which is worth US$1 billion now and growing by 20-30% an- 
nually. Prices for the company's systems start at around 
US$10,000. 

Obviously, a tiny firm like Frox cannot take on the giants of 
the consumer electronics industry head-to-head. But the com- 
pany will probably license its software interface to other firms, 
including Japanese video recorder makers. And that could be 
good news for millions of frustrated owners. ш Bob Johnstone 
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respecting notebook computer boasts at least a 16-bit micro- 
processor, the Discman chugs along on Zilog’s venerable 8-bit Z- 
80 chip. The reason is that the Z-80 is reliable, and above all, 
cheap. 

The Discman’s weakness may turn out to be the Bookman’s 
strength. Still in the development stage, but reliably reported to be 
nearing completion, the Bookman is the brainchild of Sony’s Su- 
per Micro division. 

This is the division that a few years back took the Japanese 
market by storm with the News range of workstations — power- 
ful desktop computers used primarily by engineers. It is also the 
group responsible for Laser Library, a product launched on the 
US market in May. 

The Laser Library package con- 
sists of a CD drive that plugs into 
IBM-type personal computers, plus 
six multimedia discs. They include 
two encyclopaedias, a translator, an 
atlas and Mixed-up Mother Goose, a 
fairy tale adventure. 

Now the big challenge for Su- 
per Micro’s designers with the 
Bookman is to come up with a ma- 
chine that appeals to consumers as 
well as computer users. 

With Data Discman up and 
running, and the Bookman on its 
way, where does that leave Sony’s 
version of the compact disc interac- 
tive format (CD-1)? In the autumn of 
1990 Sony announced a prototype handheld соч! player. This so 
excited the editors of Hot Dog, a consumer information magazine 
widely read by young Japanese, that they voted the player the 
product most likely to succeed in 1991. 

Over a year later, CD-I has yet to hit the Japanese market. 

In the meantime, Philips, the format's originator, has at long 
last launched its player on the US and European markets. 

At the Japan Electronics Show in October, Sony demonstrated 
a second-generation CD-I player — but baulked at announcing a 
release date. The latest word is that the product may finally 
emerge in the spring of 1992. 

If this were Matsushita, Sony’s arch rival, such caution would 
be easier to understand. The giant 
Osaka-based company prefers to wait 
and see what happens before it enters a 
new market. Sony, by contrast, has his- 
torically been a market leader in most 
consumer electronics categories. 

The problem is a lack of software. 
Philips has spent several years and un- 
told millions of dollars building up a 
respectable library of titles to go with its 
player. But the product developers in 
Sony’s Video Disc Player division, the 
group responsible for CD-1, still see 
themselves primarily as hardware mak- 
ers. It is not their job to ensure that there 
is adequate software to run on it. 

That is the responsibility of subsidi- 
aries like Sony Music Entertainment, 
and other firms like Denshi Media 
Services, a joint venture between Philips 
and Toppan, Japan’s second-largest 
printer. Both have focused most of their 
efforts on developing only one type of 
software, karaoke. 

The choice seems a safe one given 
the enormous size of Japan’s karaoke 
market. The Ministry of International 
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Still not enough CD-I software li 


Still not a product — Sony's CD-I player version Il. 
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Trade and Industry estimates that this market is worth around 
¥400 billion a year. 

But some, like Yasunori Enari, general manager of communi- 
cations and graphics at Dai Nippon Printing, fear that CD-I could 
suffer from having too close an association with karaoke. “It 
would be a shame,” he says, “if Japanese people come to think of 
CD-I as being useful for karaoke only." 

Take a peek at the Sony CD-I player's simple two-button-plus- 
cursor interface and it is hard not to notice the similarity between 
it and the handheld controllers of Nintendo's Super Famicon 
video-game machine. 

Philips sees video games as part of CD-I's all-round appeal. 
But in addition to its CD-I player, 
Sony's Video Disc division has si- 
multaneously been developing the 
Play Station, a CD-based game ma- 
chine that will also accept 
Nintendo 16-bit Super Famicon 
game cartridges. 

Sony has been working with 
Nintendo on the development of a 
new and more powerful format for 
CD-based video games since 1988. 
In January last year, the two com- 
panies announced an agreement 
under which Nintendo ceded con- 
trol over the licensing of CD soft- 
ware for the new machine. 

When the Play Station was an- 
nounced in New York at the end of 
May, Olaf Olafsson, whiz-kid president of Sony Electronic Pub- 
lishing — one of the Japanese firm's US subsidiaries — said that 
the company would "draw on the creative and entertainment re- 
sources of the Sony family of companies, including Sony Music 
and Columbia Pictures, to develop and market an exciting line-up 
of software products." Here at last was evidence of the much- 
heralded synergy between the hardware and software sides of 
Sony's business. 

Since then, however, things have come somewhat unstuck 
for Sony. At the Chicago consumer electronics show in June, 
company executives were shocked to learn that Nintendo had 
signed an agreement with Philips to develop a Super Famicon 
compatible CD-1 player. In other words, 
Nintendo defected to CD-I as the CD for- 
mat of choice for its games. Sony con- 
tinues to develop the Play Station but 
without Nintendo's support. 

But despite this setback, and for 
all the inter-group confusion between 
competing divisions and systems, 
Sony is still by far the most favourably 
positioned among Japanese firms to 
profit from CD-based multimedia play- 
ers. 

As yet, only a handful of the 
world's 100-million-odd personal 
computers (PCs) have peripheral CD 
drives. But Sony executives confidently 
predict that, within two or three years, 
the majority of PCs will come with a 
built-in CD drive as standard equip- 
ment. 

In addition, as if making all flavours 
of CD players and owning large archives 
of convertible audio-visual software 
were not enough, the company also 
makes much of the equipment used to 
press the discs themselves. 

= Bob Johnstone 
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PERSONAL COMPUTERS 


An image 
problem 


o vision of the personal computer of the future is complete 

without a built-in compact disc drive for storing multi- 

media data. So how come Fujitsu's FM Towns, the first 
computer to include such a drive as standard equipment, has 
been a commercial flop? 

Although Fujitsu is Japan's largest computer maker, personal 
computers (PCs) have never been its forté. NEC dominates the 
domestic Japanese PC market, with around 50% of overall sales 
and a much larger share for the more powerful 16- and 32-bit 
categories. 

FM Towns (it is named after Charles Hard 
Townes, an American laser pioneer) was sup- 
posed to change all that. The system was 
launched with great fanfare in the Spring of 
1989, and since then Fujitsu has poured a for- 
tune into sales promotion, including heavy 
television advertising and sponsorship of par- 
ties at huge venues like the Tokyo Dome. 

Yet after two-and-a-half years of solid effort, 
Fujitsu's share of the Japanese PC market has 
actually declined. FM 
Towns has shipped a miser- 
able cumulative total of just 
150,000 units. During the 
same period, by contrast, 
NEC has sold 800,000 of its 
32-bit PCs alone. 

Fujitsu, a company 
whose success in computers 
has depended in large part 
on a policy of replicating 
IBM’s every move, has 
learned the hard way that 
pioneers must sometimes 
pay a price. It has also dis- 
covered that there is a big 
difference between compu- 
ter and consumer markets. 

When computers are un- 
successful in the market- 
place, lack of software is often cited as the cause. But while the 
Towns may have lacked software when it was first launched, 
there is certainly no shortage today, as a 30-page catalogue listing 
over 450 titles attests. 

Nor is the quality of the software necessarily to blame. Indeed, 
DATT Japan's Hyper Planet, an interactive planetarium-simulation 
programme written specifically for FM Towns, won first prize in a 
multimedia software contest sponsored by the Japanese Govern- 
ment last year. Other companies, such as Toshiba-EMI, have also 
lavished considerable effort on the production of high-quality 
material. 

Rather, FM Towns' problem has been one of price and posi- 
tioning. The computer, with its compact disc (CD) drive, high- 
resolution colour monitor and stereo speakers, originally sold for 
just under Y500,000 (US$3,850). Wags immediately dubbed it the 
world's most expensive CD player. 

Fujitsu marketed FM Towns as a sort of very superior game 
machine. But superior game machines — like NEC's PC Engine — 
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Fujitsu's FM Towns version Il (top) and its version | (above). 


do not sell for more than Y50,000. Even with an add-on CD drive, 
the price of such systems still does not top Y100,000. 

Industry observers reckon that for FM Towns to sell in large 
quantities, it will have to be able to compete with Japanese- 
language word processors. These machines typically list for 
around Y200,000 and sell in discount stores for as little as 
Y160,000. 

At the same time, FM Towns has a serious image problem: it 
looks like a personal computer. Its keyboard in particular is a 
dead give-away. Japanese people have a well-known aversion to 
keyboards. And unlike their counterparts in other countries, most 
notably the US, they have not bought large numbers of PCs for 
home use. 

But Fujitsu is not about to give up on FM Towns. Company 
president Tadashi Sekizawa played a major role in the machine's 
development. He is determined to make the Towns the industry 
standard for multimedia PCs in Japan. 

All that spending on advertising has had at least one beneficial 
effect, thinks Kazuhiko Nishi, president of leading Japanese soft- 
ware house ASCII. “What Fujitsu has established is visibility,” he 
says, "if you ask people about multimedia, they 
never mention NEC." 

Nishi's company consulted for Fujitsu dur- 
ing the development of FM Towns. He believes 
that, priced at less than Y100,000, the machine 
would take off in the market-place. For its part, 
Fujitsu is not ready to cut prices so drastically. 
In early November, the company introduced 
six new FM Towns models. 

The cheapest of them lists for Y263,000. It 
looks suspiciously like an Apple Macintosh, a 
resemblance that its deve- 
lopers confess is not entirely 
coincidental. 

Unlike a low-end Macin- 
tosh, however, it comes with 
a 10-inch Trinitron tube ca- 
pable of producing beautiful 
high-resolution colour pic- 
tures. Right under the screen 
is a built-in CD drive. (In 
October, Apple chief execu- 
tive John Sculley promised a 
Tokyo audience that Macs 
would come with a built-in 
CD-ROM drive "in a year.") 

Fujitsu's goals are to get 
this machine into the home 
and onto the desktop. The 
school desktop, that is. 
Educational software ac- 
counts for almost 30% of FM Towns software. 

Computers are still rare in Japanese classrooms. But Japan's 
Education Ministry plans to change that. Courses in information 
processing will be introduced to the national public school cur- 
riculum starting from April 1993. The intention is to install one 
computer for every two children — a development Fujitsu sees as 
a golden opportunity to increase its share of the Japanese PC 
market. 

In the fight for the school market, the company faces competi- 
tion from two rivals. One is Apple, which can justifiably claim to 
have more experience in the school market than any other PC 
maker. Apple has only recently become a serious contender in 
Japan with cumulative sales of its Macintosh computers just 
passing the 100,000 mark. 

But half of these sales have come in the past year, since the 
company slashed its hardware prices. A slew of new products 
should ensure that Macintosh computers continue to sell well in 
Japan. 
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By far the most serious rival is NEC. The dominant player in the 
Japanese PC market-place has let Fujitsu forge ahead with CD- 
based systems. But now that multimedia computing shows every 
sign of growing out of its niche and into the mainstream, NEC is 

inning to get serious. 

“NEC can catch up," says Keiichiro Tsukamoto, Nishi's former 
partner at Ascii. He points out that in October NEC introduced a 
new addition to its best-selling 9800 series that features built-in CD 
drive and video input capabilities. 

In addition, ASCII has recently completed the localisation of 
Authorware, a popular US multimedia production package. This 
should ensure that within the next two years, multimedia software 
for 9800 series machines will become available. 

In the meantime, Tsukamoto believes that business users will 
drive demand for multimedia in Japan. “They have the money 
and the needs,” he says. Two examples he cites of Japanese 
companies keen on multimedia are Uchida Yoko and Ohbayashi 
Corp. 

Uchida, a large office furniture supplier, uses multimedia to 
make illustrated presentations, including on-the-spot modifica- 
tions complete with updated estimates, to clients. Ohbayashi, one 
of Japan's big five general construction firms, uses multimedia for 
in-house education and training programmes. 

Both Fujitsu and Nec — along with half a dozen large Ameri- 
can and European computer makers — have signed up to support 
a multimedia standard proposed by leading US software house 
Microsoft. 

The idea is to develop multimedia personal computers, to be 
known generically as MPCs, that are compatible with Microsoft's 
ubiquitous disk operating system software (MS-DOS) and its f 
graphic user interface, Windows. MPC buyers will thus be able to ин à; : 
run their existing software and PC owners will be able to upgrade It's the new force in Japanese finance. 


фа existing hardware: it was created on April 4, 1994 when 
Microsoft sees multimedia as a way of greatly expanding the : i 

PC market. Rob Glaser, who heads the company's multimedia two of Japanis most powerful financial 

systems group, is fond of pointing out that by consumer elec- institutions, the Kyowa Bank and the 

tronics standards, the РС is still just a pipsqueak. Saitama Bank, merged to form one of 
Since its introduction in 1981, some 70 million PCs have been 

sold. That is less than half the number of VCRs that have been sold ihe largest hertin Japan. Ksa 


worldwide, and only one tenth the number of colour TVs. bank you'll want to know. 

MPC machines — along with around 60 initial CD titles to run 
on them — were formally launched in New York this October. 
Glaser believes that the main benefit that multimedia brings the 
computer user is participation. "Present PCs are very dry and 
utilitarian,” he says, “in future PCs, people will be much more 
involved." Microsoft chairman Bill Gates says that multimedia 
adds "tremendous richness" to personal computing. 

In multimedia rcs, information is no longer presented in the 
form of just text. For example, dictionary references contain 
animated pictures and spoken pronunciation. The computer 
suggests links to related topics, and keeps a record of the path 
taken in looking up references to enable immediate back- 
tracking. 

Glaser says that Microsoft is working "very closely" with both 
Fujitsu and NEC. The Japanese firms are keen to make sure that 
all the software developed for the MPC and the Mac can be 
converted, or “ported” in computer lingo, to their machines. In- 
deed, two of the best selling packages for FM Towns — "Sim 
City" and "Sim Earth" — were originally developed in the US for 





















the Mac. 
Meanwhile, in the US all sorts of MPC-related hybrid hardware 
is starting to emerge. A computer that responds to a Tv-style re- 
mote control for use in business presentations is one example. An KYOWA SAITAMA BANK 
add-on computer CD drive equipped with stereo speakers is an- The new force in Japanese finance. 
Ultimately, what the Mpc, FM Towns and other multimedia HEAD OFFICE TOKYO. JAPAN 
computers need to drive their adoption is good software. As yet, @LONDON @AMSTERDAM @FRANKFURT elUnCH @BRUXELLES @NEW YORK 
however, there is very little good multimedia software available. @105 ANGELES @CHICAGO @CAYMAN @SAN FRANCISCO @ DALLAS @MEXICO 
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SOFTWARE 


Valerie’s vices 
and virtues 


H owever much multimedia enthusiasts may argue about 


the merits of the half-dozen-odd brands of hardware 
available on the market, there is one point on which all 
agree. 

That is, the adoption of a piece of hardware will be determined 
by the quality and diversity of the software that runs on it. In 
particular, one “killer ap” — an application package like 
Nintendo's Super Mario Bros — could turn a machine into а 
monster hit overnight. 

But though hopeful signs abound, multimedia, whether it be 
the consumer or the computer variety, has yet to find its killer ap. 

The trouble is that multimedia software is still very difficult to 
create. At present, the only people really capable of doing it are 
computer hackers and they tend to have a limited range of inter- 
ests. Simulated space wars, for example, have long been one of 
their particular predilections. 

But, as Scott Love of Californian workstation maker NeXT 
comments, “the people who may make the most contribution [to 
multimedia] are the least computer oriented.” 

Max Whitby, a former BBC producer who works for the Lon- 
don-based Multimedia 
Corp., compares the current 
state of multimedia with the 
film industry circa 1910. “In 
the early days of the mov- 
ies,” he says, “they even had 
to make their own sprocket 
holes.” 

Similarly, in multimedia 
today, the pioneers are hav- 
ing to make things up as 
they go along. At one level, 
this means establishing 
standard formats for com- 
puters to handle files con- 
taining audio and video 
data as well as text and 
graphics. At another, 
Whitby believes, it means 
inventing a whole new 
grammar that allows for in- 
teraction between man and 
machine. So say goodbye to linear narratives, the staple of both 
films and television. 

Producing good multimedia software also requires a combina- 
tion of skills. For example, Alice, arguably Japan’s most accom- 
plished multimedia effort to date, is the work of three people: a 
painter, a musician and a specialist in computer graphics. 

Despite the difficulties, multimedia software has already had 
some notable artistic, if not always commercial, success. 

Products that deserve a mention include ABC News In- 
teractive's series of laser discs. These combine footage from the 
US network's archives with text-based background material on 
current topics, such as the Arab-Israeli conflict, to form educa- 
tional packages that can be accessed via Apple Macintosh com- 
puters. 

The delightful Cosmic Osmo and the Manhole, two “interactive 
storybooks” for children released through Activision of Menlo 
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DATT Japan's award-winning Hyper Planet. 
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Park, California, hint at the nature of things to come. 

And, inevitably, multimedia software has already acquired a 
seamy side. Virtual Valerie, a piece of “interactive cyberotica” 
available on compact disc (CD) from an American company called 
Reactor is proving almost as popular as the firm's other big mul- 
timedia seller, Spaceship Warlock. 

Her creator, Mike Saenz, claims that Virtual Valerie is a reac- 
tion against some of the early CD software, which he says is 
rather boring. In his cybernetic fantasy, participants have simu- 
lated on-screen sex — in a variety of ways — with a computer 
animation. Now Saenz says he would like to do an interactive 
Madonna. 

In Japan, the most obvious source of multimedia software is 
the nation’s flourishing video-game industry. Most of the skills 
required to write software for any game machines equipped with 
CD drives — such as Nintendo's Super Famicon, NEC's PC Engine 
and Sega’s Mega Drive — can easily be transferred to the pro- 
duction of multimedia titles. 

A good example of this is Hokkaido-based DATT Japan's 
award-winning Hyper Planet. This is a space simulator /interactive 
planetarium written for Fujitsu's FM Towns. 

The space simulator produces a realistic view of the night sky 
as seen from any location and at any time. Among other things, 
the interactive planetarium shows how to find planets, displays 
constellations visible during any particular month and explains 
how they got their names. The planetarium is also capable of 
producing spectacular displays of shooting stars. 

You can select a planet, nebula or constellation and zoom in on 
it. The programme offers a continuous display of planetary motion 
at varying speeds. For example, you can specify one second equals 
30 minutes, then sit back and watch a whole day of Mars in 48 
seconds. This function also 
enables you to determine the 
time of sunrise and sunset at 
a certain location. 

High resolution graphics 
are accompanied by suitably 
serene background music. 
The disc also contains some 
150 full-colour still pictures, 
some of them zoomable. Its 
database also has details on 
16,000 solar systems as well 
as a guide to the world's 
planetariums. Hyper Planet 
has sold over 5,000 copies so 
far at Y12,800 (US$95) each, 
quite a respectable amount 
by software industry stand- 
ards. 

In addition to games, Ja- 
pan's other main source of 
multimedia software is the 
publishing industry. Most books today are typeset by computer. 
In theory, this means that they can readily be converted into com- 
pact-disc-based multimedia form. 

September saw the formation of a Japanese consortium to pro- 
mote electronic publishing. Its founder members include Japan's 
main corporate multimedia enthusiasts: Fujitsu, Sony, Dai Nippon 
Printing, Toppan and a publisher, Iwanami Shoten. 

Shrinking several kilograms worth of telephone directory into 
a single CD — the subject of an early joint project between NTT, 
Sony and Dai Nippon Printing — makes a lot of sense. Whether 
the same is true of other forms of literature remains to be seen. 

Adapting existing genres to multimedia is just one approach. 
Another is to attempt something completely new. This is what 
Kazuhiko Kato, a musician best known outside Japan for his work 
with the Sadistic Mika Band, Kuniyoshi Kaneko, one of Japan's 
most famous illustrators, and Haruhiko Shono, a computer 
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graphics artist, set out to achieve with Alice. 

The point of departure in this August release is a realistic de- 
piction of Kaneko's studio. Clicking on certain objects within the 
room takes you into 12 other “rooms,” each of which contains 
illustrations by the artist that turn into animations. Since there is 
no specific end point, you can browse around to your heart's 
content. j 

Ambitious though it may be, it is hard to imagine Alice ever 
becoming a killer ap. For 
one thing, it was written for 
Macintosh computers with 
CD drives, of which there 
are reckoned to be no more 
than a few thousand in Ja- 
pan. 

Recognising its limited 
sales potential, the disc's 
sponsors Toshiba-EMI 
packaged it lavishly and 
sold Alice as a limited edi- 
tion for Y28,000. But regard- 
less of its commercial pros- 
pects, Alice does at least 
serve as a good illustration 
of multimedia's creative po- 
tential. 

Very few of the first gen- 
eration of Japanese multi- 
media products will meet 
the artistic and educational 
standards set by Alice and Hyper Planet. Interactive karaoke, 
souped-up video games, and animated reference books seem 
likely to make up the bulk of the offerings. 

Nor will software producers forget the role played by porno- 
graphy in the early days of the videotape recorder. 
Adult games are already a thriving, albeit largely 
under the counter, segment of the Japanese soft- 
ware industry. 

But even in the absence of compelling new ap- 
plications software, personal computer (PC) based 
multimedia is already on its way. Faced with a flat 
market, PC makers are desperate for some means of 
differentiating their machines. Including video ca- 
pabilities in their products is one obvious solution 
to this problem. At the same time, software vendors 
are keen to improve the productivity of their pack- 
ages. 

The net result of these imperatives will be multi- 
media versions of products like Lotus Develop- 
ment's 1-2-3 spreadsheet. These will feature built-in 
video-based help functions. When you hit a snag, 
the programme will provide help in the form of a 
little on-screen character explaining what to do. 

Indeed, within a few years, little people, "agents" in the jargon, 
will be popping up all over PCs. Some of these agents will be ac- 
tive, like the "guides" in Apple's advanced data-base prototype. 
Normally depicted as dozing peacefully, these little moving pic- 
ture icons ^wake up" when you come across something that they 
can tell you about. 

The move towards this sort of multimedia personal comput- 
ing will probably be gradual and undramatic. But there is one 
area of personal computing where a form of multimedia could 
arrive quite quickly. PCs, especially in the US, are commonly 
linked together in the form of networks. Put video capabilities in 
their machines and people will inevitably want to network video, 
too. 

Driven by the rapid development of several key technologies, 
video-conferencing and video electronic-mail are on their way to 
the desktop. = Bob Johnstone 
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COMPRESSION 


The big 
squeeze 


ot all technologies are created equal — some are more im- 
portant than others. In multimedia, the most important 
technology is beyond question compression. 

Consumer electronics and computer people need compression 
to store significant quantities of full motion video on compact 
discs (CDs). Telecoms companies and satellite broadcasters need 
the technology to squeeze video-conferences and television pro- 
grammes through narrow lines and channels. 

To understand why compression is such a vital technology, 
consider the following. The picture on a colour screen is made up 
of elements consisting of three dots (one each for red, green and 
blue). A standard computer screen is made up of 640 x 480 ele- 
ments. The rate required to achieve smooth motion is 30 frames, 
or screens of data, per second. 

In other words, to display one second of digital video requires 
3 x 640 x 480 x 30 — totalling 27,648,000 bits of data. The same 
storage capacity would be enough to hold an entire year's worth 
of the editorial content of the REVIEW. 

Makers would like to be able to cram at least an hour of full 
motion video onto a 600-megabit CD. Without compression, the 
best they can manage is just over 20 seconds. 

Compression is not a new idea. Indian weavers have long used 
the technique to store their patterns. In the 1920s, RCA applied 
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Compression is the foundation technology for multimedia. 


compression to (analogue) facsimile machines, the application in 
which the technology is now most widely used. But it is only in 
the past few years, as media go digital and generate data in ever 
vaster quantities, that compression technology has come to the 
fore. 

In principle, compression is quite straightforward. Chop up 
whatever it is you want to compress — a digitalised still picture, 
say — into little chunks. In each chunk there is bound to be lots of 
redundant information. For example, if the background of the 
picture is mainly blue sky, then there is no need to store every 
single bit of blue. A single representative from which to recon- 
struct the rest will suffice. 

There is likewise a great deal of similarity between one frame 
of motion video and the next. The trick here is to identify which 
parts are moving, then strip away the bits that are not. Further 
reduction can be achieved by predicting the direction of the mo- 
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tion and filling in accordingly. 

The higher the compression ratio, the larger the amount of 
information thrown away. Too high a ratio leaves you with a 
blurry image or one that looks a bit like a mosaic. 

About 20:1 is reckoned to be adequate for compressing still 
pictures. That is to say, though 95% of the information from the 
original picture has been thrown away, the eye cannot detect the 
difference. But video, with its much greater volume of information 
needs a compression ratio of at least 100:1. 

In practice, implementing compression is not quite so simple. 
Identifying and stripping away redundancy requires some ex- 
tremely fancy maths. In addition, performing operations on mil- 
lions of bits of information a second requires extremely fast digital 
signal processors — high-speed parallel computers, in effect. And 
establishing standards so that the technology can become a com- 
modity takes time. 

But when demand is great, progress tends to be rapid. Over 
the past couple of years, compression technology has made big 
strides. The mathematical algorithms used to reorganise infor- 
mation into more compact form are now more or less in place. A 
technique called discrete cosine transform, developed by Wen 
Chen at the University of Southern California in the early 1970s, is 
widely regarded as the best solution. 

Now the race is on to implement the algorithms in silicon. 
Furthest along in this respect is leading US chipmaker Intel. The 
company has been marketing the first version of its digital video 
interactive (рут) technology for some time now. 

Currently DVI is the only way to squeeze an hour's worth of 
full motion video onto a CD. But the technology also has its 
drawbacks. For one thing, it cannot compress images of suffi- 
ciently high quality in real time. That rules out applications like 
video-conferencing. 

For another, DVI is a proprietary standard. Intel promises that, 
in addition to being faster, the next version of its DVI chips will also 
be programmable so that they can run non-proprietary standards 
too 


But these will not be ready until late next year. In the meantime, 
several other US chipmakers have begun selling compression 
chips based on open standards. 

There are three standards that matter. The one agreed on by 
the Joint Photographic Experts Group — commonly known 
as J-PEG, a subcommittee of an international standards organisa- 
tion — is intended to deal with compression of still pictures such 
as photos, graphics and x-rays. Its sister organisation, the Motion 
Picture Experts Group, or M-PEG, deals with the standard for 
multimedia applications. 

The third standard applies to telecommunications. Confusingly 
(but typically) it has two names, Px64 and H.261. 

It appears that the telecoms standard is now, somewhat bela- 
tedly, being brought into line with the still-fluid M-PEG specifica- 
tions. Certainly, telecoms companies (like AT&T, British Telecom 
and Nippon Telegraph and Telephone) and video-conferencing 
equipment makers (like Fujitsu, Mitsubishi, PictureTel, Compres- 
sion Laboratories Inc. and Video Telecom) are participating in 
M-PEG work. 

Other group members include computer manufacturers (like 
Apple, IBM and Sun Microsystems), consumer-electronics giants 
(like Jvc, Matsushita, Sony and Philips) and a software company 
(Microsoft). 

Interested parties also include the chipmakers, many of them 
small American firms. C-Cube, which late last year became the 
first to implement J-PEG in silicon, is one example of such a firm. 
Integrated Information Technology (IIT) is another. 

In September ПТ announced a US$150 chip that it claims can 
handle M-PEG level full motion video. An ПТ spokesman says that 
one potential application for the company's chip would be a video- 
conferencing system costing around US$3,000. Another would be 
delivery systems for direct broadcasting by satellite. 

IIT has been working closely with video-conferencing specialist 
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Compression Laboratories Inc. (CLI). For its part, Intel has a tie-up 
with CLI's big rival, PictureTel. 

Meanwhile, C-Cube has two important relationships with 
consumer-electronics firms. One is with Japanese audio-visual 
specialist JVC, on the development of a follow-up to the initial 
M-PEG standard. 

The initial standard is primarily intended for use with relatively 
low-speed media like interactive CDs. M-PEG mark II will cover 
media, like broadcast-quality TV, that — because they contain much 
larger volumes of data — have to be transmitted at higher speeds. 

C-Cube is also working with Philips on an M-PEG extension to 
the giant Dutch firm's CD-I player, to enable it to handle full mo- 
tion video. The first generation CD-I players launched in October 
are only capable of displaying small windows of low-quality video 
and even then, only for a limited time. 

M-PEG will enable the player to deliver more than an hour's 
worth of full-screen, full motion video. In addition, Philips is also 
adding a second gimmick to CD-I — the ability to play back pho- 
tographs recorded on a special CD it has developed jointly with 
Kodak. п Bob Johnstone 





Decision-making on NEC's Mermaid system. 


VIDEO-CONFERENCING 


Science fiction 
to science fact 


long with anti-gravity belts and beam-us-aboard-Scotty- 
A style teleportation, videophones are one of those staples of 

science fiction that have never quite made it to the real 
world. This is not for want of trying. 

In 1971, for example, AT&T put a product called the 
Picturephone into service, principally in the Chicago area. It 
flopped miserably and was subsequently withdrawn. 

What went wrong? Many post-mortems concentrated on the 
Picturephone's psychological aspects. The product was too intru- 
sive, said some; pictures don’t add very much to a conversation, 
said others. 

But an equally plausible explanation is that the Picturephone 
cost too much and delivered too little. At a monthly rental of 
US$125, it was at least 10 times more expensive than an ordinary 
phone. 

Its four-inch screen was only capable of displaying one black- 
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Third Postage Stamp Design Contest 


The winning designs for the Minister of Posts & Telecommunications Award will be used for postage stamps 


a Minister of Posts & Telecommunications Award: 


1 entry from each division : #1 000,000 in cash for Division A, prize worth ¥200,000 for Division B 


= 2nd Prize: 


1 entry from each division : * 500000 in cash for Division A, prize worth ¥100,000 for Division B 


= 3rd Prize: 


ТО entries from each division : 300,000 in cash for Division A, prize worth ¥50,000 for Division B 


= 4th Prize: 


50 entries from each division : Prizes worth ¥30,000 for both divisions 


Conditions of Entry 


Entrants will be classified into two divisions: 

Division A : Entrants aged 19 or over on April 30, 1992 

Division B : Entrants aged 18 or under on April 30, 1992 

Entry Rules: 

а Тһе theme of the design is "Freedom." 

WEntries must be original, unpublished work. 

= Copyright and ownership of all award-winning entries shall 
belong to the Ministry of Posts & Telecommunications, and the 
Ministry shall have the right to use the designs in exhibitions, 
magazines and other publications, etc. 

s Award-winning entries may also be used on postcards, pre-paid 
letter forms, etc. 

WEntries may be partially modified or trimmed for use as postage 
stamps. 

*Entries will not be returned. 

Specifications 

WThe design must be 200 mm * 150 mm, on a sheet of paper 
measuring 260 mm * 210 mm. The paper should be mounted on 
cord of the same dimensions, approx. 1-mm thick. 

а Тһе design can be either horizontal or vertical. 

® Materials and choice of colors are at the discretion of the artist. 

WThe submitted design should not contain postage stomp 
elements such as value, year of issue, & country of issue, 

Entry Procedure: 

WThere is no limit to the number of submissions. 

SFill-in the entry form with the following information, attach it to the 
back of each entry and mail to the address shown on the right. 


ПІ Title of design 
(2) Division (A or В) 
ЇЗ) Full name Age lon April 30, 1992) — Sex 
WPhone number  WAddress (with postal code! 
Announcement of Results 
в Winners will be notified directly by the end of June, 1992. 
€ Winners of the Minister of Posts & Telecommunications Award 
and the 2nd Prize will be invited to Tokyo for the Award 
Presentation Ceremony on October 9, 1992 ISpecial Issue Dayl. 
Closing date for entries: 
Thursday April 30, 1992 (entries postmarked that day will be valid! 
Mailing Address: 
3rd Postoge Stamp Design Contest 
Stomps and Correspondence Promotion Section, 
Ministry of Posts & Telecommunications, 
Kasumigaseki 1-3-2, Chiyodo-ku, Tokyo 100-90, Japan 


--------------------------------------->@------ 











Entry Form 
Title of Design: Division (4/8) : 
Full name: 
Age: Ser: 
Phone number : 
Address: 
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and-white picture every few seconds. Instead of full motion video, 
there was a jerky and unnatural succession of still images. No 
wonder nobody wanted it. 

Today, the prospects for the videophone appear much brighter. 
For one thing, in the past 20 years, the key enabling technologies 
have made great strides: 
> Single-chip cameras, of the kind found in camcorders, are now 
inexpensive and can produce high-quality colour video images. 
Liquid crystal displays provide a compact (though still pricey) 
alternative to bulky tubes. 
> Compression technology, the elimination of redundant in- 
formation so that voluminous data types like video can be 
transmitted over telephone lines, is being standardised. Math- 
ematical compression algorithms will soon be available in silicon 
chip form. 
> Digitalisation of the telephone network means that the price 
differentials between voice and other types of information are 
disappearing. Nippon Telegraph & Telephone (NTT) claims that a 
video call over its new digital lines costs the same as an ordinary 
telephone call. 

In the US, the need to network multimedia computers and 
workstations is one factor driving the installation of digital lines. 
In Japan, exactly the opposite is the case. The existence of digital 
lines has inspired interest in 
multimedia networking. 

For obvious reasons, NTT 
is keen to prime the pump. 
At the recent Telecom T91 
expo in Geneva, the giant 
Japanese corporation dem- 
onstrated a prototype 
videophone featuring a 10- 
inch colour liquid crystal 
display screen. 

Earlier this year leading 
NTT supplier Hitachi dem- 

„ onstrated an actual produc- 
tion model videophone. 
The company claims its 
product is the first to con- 
form to a new international 
telecoms compression 
standard. That means the 
phone can handle full mo- 
tion video. Unfortunately, 
Hitachi's videophone also 
costs Y950,000 (US$7,300) а copy, which makes it merely an ex- 
pensive novelty. Unless the company finds a way to gain econo- 
mies of scale, its product is probably doomed to follow the 
Picturephone into oblivion. 

Videophones remain a market of the future. Video- 
conferencing by contrast is very much a market of the present. 
Although still relatively small — there are reckoned to be almost 
8,000 systems installed worldwide — video-conferencing is grow- 
ing very rapidly. 

In the past year alone, the market has doubled. It got a big 
boost during the Gulf War, when many firms (particularly the 
Japanese) advised their executives not to fly due to fears of terror- 
ist attacks. 

As the market booms, the price of video-conferencing systems 
is dropping rapidly. Two or three years ago, a system, including 
custom-built studio, could easily cost as much as US$250,000 at 
each end, plus the cost of leasing a special high-speed line. That 
effectively put video-conferencing out of the reach of all but the 
biggest firms. 

Today, you can buy a system for under US$20,000. And you 
don't even need a special room to put it in: systems are small 
enough to be rolled around from office to office. Nonetheless, 
users of video-conferencing are still mostly large corporations and 





Video-conferencing terminal from NEC. 
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their suppliers. 

In a couple of years though, as powerful new video processor 
chips emerge, video-conferencing will hit the desktop. All you 
will need is a digital phone line, an extra board in the back of your 
personal computer, and a little box containing camera and micro- 
phone that sits on top. 

Massachusetts-based start-up PictureTel is working with 
chipmaker Intel to develop such a processor. The company prom- 
ises to deliver cheap desktop video-conferencing based on the 
chip by the end of next year, and videophones costing less than 
US$500 “before 1994.” 

At present, the world’s video-conferencing market is domi- 
nated by small American firms like PictureTel (with a 30% share) 
and Silicon Valley-based Compression Laboratories (48%). As 
video-conferencing develops into a mass market, however, the 
Japanese are poised to move in. 

According to NTT, there are currently 14 suppliers selling 
video-conferencing equipment in Japan. System prices range from 
US$50-143,000. 

Several companies appear particularly well-positioned for the 
coming boom. Kyocera, for example, owns shares in PictureTel 
and distributes its products in Japan. Canon has recently tied up 
with VideoTelecom, a tiny Texan firm that is pioneering personal 
computer-based video- 
conferencing systems. 

Sony makes hardware 
for Compression Laborato- 
ries, And the Japanese com- 
pany is well aware of how 
useful video-conferencing 
can be because its exe- 
cutives make extensive use 
of the technology in-house. 

Computers and com- 
munications specialist NEC 
is another company that 
knows the worth of video- 
conferencing from first- 
hand experience. Indeed, 
NEC was one of the first 
firms in the world, follow- 
ing AT&T's lead, to develop 
the technology. 

Today, the Japanese 
company’s pride and joy is 
its Mermaid system. In use 
on a daily basis since 1989, the system currently links researchers 
at facilities in Tokyo, Kawasaki, Osaka and Tsukuba. This month 
it will be extended to include NEC's laboratory in Princeton, New 
Jersey. 

Mermaid supports more than simple point-to-point exchange 
of voice and video. “Technically, that's not very difficult to do,” 
says Shiro Sakata, who manages NEC’s network research labora- 
tory at Kawasaki. The system also allows a four-way exchange of 
text, image and graphical information. Participants can interact 
with each other in many different ways. For example, using a 
special pen and pad, they can write or draw directly onto the 
screen. 

NEC uses Mermaid for various sorts of group-work, including 
the development of large-scale computer programmes. Sakata sees 
several other possible commercial applications for the system. 
Architects at a site, for instance, might use Mermaid when they 
want to work out changes with head office in real time. Or doc- 
tors could confer with specialists about a patient’s medical image 
data, such as x-rays. 

The higher the resolution an image requires, the greater the 
line capacity needed to transmit it. Starting in the mid-1990s, NTT 
plans to deploy a new high-capacity network technology which 
goes by the generic name of broadband. п Bob Johnstone 
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Naturally enthusiastic. 


Aboard Japan Airlines, you quickly sense a genuine 
enthusiasm on the part of the in-flight crew. It's easy to see 
they enjoy what they're doing. No wonder so many people 


who encounter the refreshing hospitality of JAL once, do so 
again and again. Welcome aboard Japan Airlines. Where a 
world of comfort sets us a world apart. 
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Japan Airlines 
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PHOTOGRAPHY 


Perfect 


memories 


o get a photograph into a computer today you can use an 

image scanner — a piece of desktop equipment that looks 

and works like a copier. But in a few years’ time you will 

be able to plug your camera straight into the back of your compu- 

_ ter. You will then be able to accomplish what at present is one of 
the most difficult photographic feats known to man. 

That is, to produce a perfect group photo, in which everybody 
is facing the camera, with eyes open and smiling. Digital electronic 

- still video cameras will give you the power to edit photos on 
‘screen, replacing the bad bits of one with good bits of another. 

This is not an unlikely scenario. Desktop publishers are al- 
ready cropping and retouching scanned-in images on their com- 
puters. Film and camera makers are committing large chunks of 
their R&D budgets to the development of electronic imaging. A 
quarter of Kodak's research spending is on 
electronics, while at Polaroid, the figure is 
more like a half. 

Most enthusiastic of all is their big 
Japanese rival, Fuji Photo Film. In Septem- 
ber, Fuji announced a new digital electronic 
camera capable of storing 20 colour images 
on one eight-megabit memory card. 

A separate device transfers the image 
from card to computer screen. Completing 
the line-up is a high-speed image transmit- 
ter capable of sending one picture over dig- 
ital lines in eight seconds. 

Fuji's system is pricey. The camera alone 





Fuji's new digital electronic camera. 


costs US$9,400 (of which the memory card accounts for US$1,100); 
the card processor, US$3,300; and the transmitter US$6,000. 

At such prices, the system is obviously intended mainly for 
corporate, medical and government markets — police forces will 
no doubt find plenty of uses for it — rather than consumers. But it 
also represents the shape of photographic things to come. 

And not just for film and camera companies, either. Sony is 
one example of a company that has invested a considerable 
amount of effort in developing and marketing still video cameras. 
As yet, however, Sony's Mavica cameras, and those of rival Canon, 
have been able to store pictures on tiny floppy disks in analogue 
form only. As a result, picture quality has been too fuzzy to satisfy 
consumers used to the high resolution of silver halide film. 

Despite multimedia gimmicks like the addition of an audio 
recording capability — the latest Mavicas can record a brief sound 
bite with each picture they take — electronic still video cameras 
have never taken off. But makers press on with their development 
undaunted. 

Sony is one of 20 members of a Japan Electronics Industry 
Development Association group formed at the end of last year to 
establish standards for memory card-based digital video cameras. 

The goal of these firms is to develop a low-priced memory 
card-based camera for the consumer market. At the moment, a 
major barrier to widespread commercialisation of digital cameras 
is the high cost of the memory cards themselves. But this should 
drop dramatically as card makers adopt in- 
expensive new chip technologies like flash 
memory. In the interim Philips and Kodak 
are hoping that their hybrid system will at- 
tract shutterbugs' attention. 

To be deployed at print shops next 
spring, this will allow film users the option 
of putting 100 of their best pictures onto a 
single compact disc. Shots can then be 
played back and, to a certain extent, ma- 
nipulated on a TV set either through a CD-I 
player, or through a dedicated machine that 
will sell for around US$500. 

п Bob Johnstone 





Bright sparks 
and killjoys 


ife is never made easy for the observer of the electronics 

i industry. Getting to grips with two or three compact disc 

(CD) formats would seem a reasonable proposition. The ugly 

truth, however, is that there are already dozens of different types 

of CD out there — by no means all of them compatible — and new 
ones are appearing all the time. 

In the beginning, 10 years or so ago, Philips and Sony pro- 
duced the cD for the sole purpose of storing digital audio. Life 
was simpler back then. But the bright sparks in Eindhoven and 
Tokyo soon realised the little silver platters could store more than 
music. 

Philips’ first attempt to go beyond audio was CD-V for video. 
But CD-V was a hybrid format — digital audio plus a few minutes 
of analogue video. Sony turned up its nose, sniffing that CD was 
supposed to be a digital format. 

Next came CD-ROM for read-only memory. As the name sug- 
gests, this format was intended to plug into personal computers. 
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Unfortunately, in the early days there were no clear guidelines for 
where to store different kinds of material on a disc, with the result 
that software producers used different storage patterns. 

Faced with the very real prospect of confusion in the market, 
Sony felt obliged to step in to clear things up with another new 
format, CD-ROM XA for extended architecture, which told people 
exactly where they could stick their data. 

Meanwhile, Philips responded to the perceived threat from the 
computer industry with CD-I for interactive. This in turn led to the 
compatible PhotoCD format. This is not to be confused with an 
earlier standard for still pictures, CD-G for graphics, which was 
espoused principally by JVC for compact karaoke purposes. 

But CD-I came late to market, thus giving US personal compu- 
ter maker Commodore the opportunity to sneak in its format, 
known as CDTV — which, the company says, stands for Commo- 
dore Dynamic Total Vision. СОТУ is only compatible with soft- 
ware written for Commodore's Amiga computer. There are also 
several other incompatible CD-based formats floating around. 

PhotoCD is the first CD format that can be recorded as well as 
played. Inevitably, more are on the way. One, known as CD-WO 
for write-once — a killjoy contraction of the more amusing WORM 
for write-once read-many — seems to have disappeared. 

In the future lurks Quadruple Density CD or QD-CD, an inno- 
vation both in the amount of data it can store and in the order in 
which its initials are abbreviated. Invented by Denon of Japan, 
this format is, as yet, not compatible with anything. 

Meanwhile, just to add to the confusion, Sony has renamed 
plain old vanilla CD as CD-DA for digital audio. в Bob Johnstone 
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AFGHANISTAN 


Out with Russian, in with French in Afghan schools 


Reading among the ruins 


By Ahmed Rashid in Kabul 


t the once grand but now dreary, 

ramshackle Malalai School for 

Girls, the students say they have 

at least one thing to cheer about: 
no more Russian. “We are learning French. 
Thank god we don’t have to learn Russian 
anymore,” says Farzana, a 16-year-old stu- 
dent. She says all the other 2,600 girls who 
study here agree with her. 

Within the past year education in Af- 
ghanistan, with one of the 
lowest literacy rates in the 
world, has undergone a 
dramatic change. For as 
the Soviet troops finally 
left the country in Febru- 
ary 1989, so did the Rus- 
sian education syllabus, 
the forced use of the Rus- 
sian language and the 
heavy indoctrination of 
Marxism-Leninism. 

Cut off from interna- 
tional aid and short of all 
resources, Afghan women 
are leading the way in try- 
ing to bring their country’s 
children into the modern 
age. But in a poignant 
twist of history, the recast- 
ing of Afghanistan’s edu- 
cation system often means 
a return to the textbooks and ideas of the 
long-gone era of King Zahir Shah. The 
swapping of Russian for French — the lan- 
guage of prestige in the days of the monar- 
chy — by the girls at the Malalai School in 
the centre of Kabul is a case in point. 

For 13 years Afghans have been at war; 
the Marxist coup of 1978 began the vio- 
lence and a year later the Soviet Union in- 
vaded. The violence has been relentless 
ever since. Peace is still far away, but the 
regime of President Najibullah is attempt- 
ing to break with this past and reach a set- 
tlement with the mujahideen guerillas 
based in Pakistan. Through all these em- 
battled years, education — who controls it 
and how that influence is manifest — has 
been both a lightning rod for the combat- 
ants and a reflection of the ideological war- 
fare. 

Within weeks of the 1978 coup, for in- 
stance, crude Marxist cadres began a mass 
literacy campaign that forced many Af- 
ghan women, draped in veils and the 
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daughters of conservative tribal families, 
into classrooms with male teachers. Their 
male relatives rebelled, killed many teach- 
ers, destroyed the schools and then fled 
with their families into Pakistan. 

After the Soviet invasion, the changes 
in the education system continued as the 
Soviets imported vast numbers of Russian- 
language books and syllabuses for teach- 
ers. Classrooms were revamped in the So- 
viet image with little concern for Afghan 
traditions or culture. 





Starting over at the Malalai School for Girls. 


Now the Soviets are gone and the first 
article of the country's new educational 
policy spells out the change. The govern- 
ment "will pay careful attention to the 
healthy training of children in light of the 
principles of the holy religion of Islam, the 
people's approved traditions and national 
reconciliation in the country." 

Even though Islamic classes have been 
doubled from one hour a week to two 
hours a week, the change is more dramatic 
in other fields. The entire curriculum for 
subjects like history, literature and the so- 
cial sciences has been changed to eliminate 
all references to the coup or socialism. 
Studying Russian, which was compulsory 
for all students, has been dropped in fa- 
vour of English or French. Hamoura 
Saleem Baber, the principal of the Malalai 
School, says that textbooks from the time 
of King Shah, who was deposed in 1973, 
have been pulled out of storage — and 
textbooks used during the past decade 
have been put into storage. 
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Many schools do not have the old.text- 
books so they cross out by hand all the 
references to party history, communism 
and anything to do with the past decade," 
she says. In fact, Afghanistan has no paper 
and no resources to print new textbooks 
even though the Ministry of Education has 
already devised many of them. "The his- 
tory of Afghanistan comes to an end in. 
1978 because we do not have the material 
to teach about the recent past realistically," 
says a history teacher at the school. 

But students seem 
pleased. A 10th-grade stu- 
dent named Larwana, for 
one, says: "We learn about 
the world instead of just 
about the Soviet Union." 

The Malalai School, 
which used to be one of 
the most prestigious 
French style schools or 
lycée in Kabul, was found- 
ed in 1938 and was one 
of the first schools to edu- 
cate girls. Now the impos- 
ing building is falling 
apart: chairs are jerry- 
rigged from packing cases; 
there are no desks; the 
walls of the classrooms 
have no paint; teachers 
have no supplemental 
materials and hardly any 
science laboratory equipment or chemicals 
for carrying out experiments. In the days 
of Soviet control, bright students in the 
higher grades were immediately shipped 
out to Soviet Central Asia to continue their 
studies. 

Women are taking the lead in reviving 
the education system of the country under 
Education Minister Masouma Ismati War- 
dak, who is struggling with a pitiful edu- 
cation budget of Af 3.6 billion (US$3.1 mil- 
lion) that is being reduced every day by 
inflation. "We are short of everything but 
we are managing," she says. 

"The war has reaped a horrible harvest 
in education," she says. Some 2,000 schools 
have been destroyed, 2,100 teachers killed 
and some 15,000 teachers have fled the 
country. Many of them, especially teachers 
in higher education, are now driving taxis 
in New York or Peshawar. "The main job 
now is to train enough teachers for when 
peace comes." 

In 1987, Afghanistan's literacy rate was 
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around 12%. Today Western aid experts 
put it at around 27%, but, they say, most 
literate Afghans are found in the urban 
areas, where schools exist and the regime's 
control is the strongest. Some 5 million Af- 
ghans out of a total population of 18 mil- 
lion have left the country and huge 
swathes of territory are without adminis- 
tration or a single school. 

The mujahideen parties based in Pakis- 
tan have set up schools, but these are al- 
most entirely confined to learning the Ko- 
ran and basic literacy. A few independent 


TAIWAN 


Afghan women in Peshawar started pri- 
vate schools for girls along more modern 
lines, but they were threatened and forced 
to close down by the mullas who run the 
refugee camps. 

In the mountains, though, guerilla field 
commanders have been more enterprising. 
Commanders such as Ahmed Shah Masud 
in the north and Ismael Khan in the west 
have used French and British aid to set up 
a rudimentary school system for local vil- 
lagers. But now, in the highly complex 
world of changing alliances since the So- 


Creative diplomacy 


By Jonathan Burton in New York 


No less a stage than the UN may one 
day help launch Taiwan's role in the 
vaunted new world order. But until then, 
a small theatre just across town within 
the stately art deco skyscrapers of 
Rockefeller Centre will have to do. At 
the newly opened, design-perfect Taipei 
Theatre, part of the Chinese Information 
and Culture Centre, the stage is set for 
invoking art for politics’ sake. 

It will be a showcase for Chinese ac- 
robats and Chinese operas; there will be 
Chinese puppetry and 
piano recitals by Chinese 
virtuosos. The idea, of 
course, is to inspire the 
American audiences who 
fill the theatre's 234 plush 
red seats with an appre- 
ciation for Chinese cul- 
ture. Whether anyone in 
the audience catches the 
nuance that this is Chi- 
nese culture courtesy of 
the Taiwan Government 
is beside the point. In- 
deed, the prime movers 
behind the theatre and 
the centre are not in any 
hurry to draw a distinc- 
tion between things Tai- 
wanese and things Chinese. 

Taiwan's venture into the Manhattan 
art scene is a modern, sophisticated twist 
on a well-worn idea that the government 
has promoted since it set up shop in Tai- 
pei in 1949: Taiwan as the fountainhead 
of real Chinese culture. It was a stepping 
out that cost the Taiwan Government 
nearly US$6 million to upgrade an age- 
ing theatre, install an adjacent, sophisti- 
cated art gallery, and create a sleek, com- 
puterised reference library in another 
Rockefeller Centre building stocked with 
30,000 volumes on Taiwanese affairs. 


Puppets for politics’ sake. 


It appears to be money well spent. 
Taiwan Government officials insist these 
forums have no political motivation, and 
it is true that both the performances and 
the artworks themselves make no politi- 
cal statement. But if visitors to this at- 
tractive modern complex come away 
thinking that Taiwan is China and China 
is Taiwan, then so much the better. 

"It's a public information effort and 
an image effort, and it has an important 
political motivation," says Andrew 
Nathan, a political science professor at 
Columbia University's East Asian Insti- 
„ tute. The idea to fund a 
$ cultural centre came 

from Shaw Yu-ming, the 

former head of Taiwan's 
influential Government 

Information Office. If the 

centre succeeds in New 

York, Taipei is prepared 

to produce a series of en- 

cores in Tokyo, Hong- 
kong, Singapore, Paris, 

Berlin and London. 

Its push to promote 
Chinese arts and litera- 
ture comes just when 
Taiwan is working dili- 
gently to develop the in- 
ternational political rec- 
ognition that a country 

with its formidable economic strength 
would ordinarily command, if not for 
Peking's virulent opposition. 

Taiwan officials and citizens are flirt- 
ing with provocative and controversial 
ideas they have never before dared to 
contemplate, let alone condone. Some, 
like the scheme to create a string of cul- 
tural centres, are relatively benign. Oth- 
ers, such as rejoining the UN after 20 
years — with two seats for one China — 
might be dangerous, not only for Taiwan 
but for the entire region as well. 

These signs of boldness by Taiwan 


viet troops departed, the government is 
providing teachers to the guerillas. Hun- 
dreds of male teachers, many of them 
trained in Kabul, have been sent up to the 
mountains to run guerilla schools. They are 
paid their salaries by the government, but 
owe their first loyalty to the guerilla lead- 
ers. 

This peculiar set-up is part of the com- 
plicated process of what Kabul claims is its 
“national reconciliation policy," in which, 
even if there is no overall peace plan, there 
are dozens of areas where government of- 


are encouraged in part by Taipei's con- 
viction that the social and political revo- 
lution which has swept communism 
from Eastern Europe and the Soviet Un- 
ion will ultimately make its way to Pe- 
king. A sense of bravado is visible 
among some senior officials at the Coor- 
dination Council for North American 
Affairs (CCNAA), the organisation that re- 
placed Taiwan’s embassy after then 
president Jimmy Carter recognised Pe- 
king in 1978. 

From its headquarters in Washington 
and its 11 branches around the country, 
the CCNAA oversees and promotes Tai- 
war's interests in the US. The arts centre 
in New York falls under its aegis. 

In his Midtown Manhattan office one 
recent afternoon, sipping strong black tea 
from a porcelain cup, Martin Y. T. Feng, 
director-general of the CCNAA's office in 
New York, speculated on the chances of 
Taiwan rejoining the UN. 

“We are a divided nation,” says the 
pragmatic diplomat Feng. He compared 
his homeland's situation to that of North 
and South Korea and the former East 
and West Germany. Like Koreans and 
Germans, he adds, Chinese hold reunifi- 
cation as a deeply cherished goal. 

He offers a new proposal: award 
China two UN seats representing one 
sovereignty, similar to what the two 
Koreas now enjoy. “We can have the Re- 
public of China, Taiwan, and the Repub- 
lic of China, Peking,” he explains. 

Peking seems hardly likely to move 
over a seat for Taiwan. It may be that 
Taiwan and China will come together 
through other means. And acceptance by 
multilateral bodies including the Gatt, 
the IMF and the World Bank could lead 
the international community to place 
Taiwan on equal footing with China. 
Feng says: “We believe that sooner or 
later China will be unified. Taiwan is the 
hope of the mainland, but the mainland 
is the future of Taiwan.” 

As this longrunning Chinese drama 
unfolds, Feng and other Taiwan officials 
are hoping that they have set the stage at 
the Rockefeller Centre so that Taiwan 
will not be left out. 
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ficials and the guerillas work clandestinely 
together to survive. At a recent educational 
conference sponsored by UNICEF, guerilla 
leaders arrived in Kabul to attend. 

Wardak's own 27 years of teaching ex- 
perience is a reflection of how the great 
divides in Afghan society have often 
shifted. Before the war she taught the wife 
of Pir Ahmad Gailani, one of the promi- 
nent moderate leaders among the Afghan 
mujahideen in Pakistan. She also taught 
their daughter, Fatima Gailani, who now 
heads the mujahideen office in London. 
Wardak, who grew up in a small village 
and had to fight with her father to be edu- 
cated, is now 61 and has taught many of 
the country's famous women. 

Even as Kabul liberalises its education 
system, many Afghans say there is still the 
problem of the enormous gulf between the 
fundamentalist mujahideen and the edu- 
cated residents in cities like Kabul. Bridg- 
ing that gap is going to create enormous 
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social problems as there is now an entire 
generation of Afghans who have grown up 
in refugee camps in Pakistan and Iran who 
do not know Afghanistan. Many of them 
have been indoctrinated with the idea that 
all city dwellers are closet communists. 
As international diplomatic efforts in- 
tensify for a peaceful solution to the bitter 
and long war, Afghanistan's children will 
remain one of the most deprived groups of 
children anywhere. Both in Kabul and the 
refugee camps in Pakistan, there is hardly 
a child who has not lost a relative or friend 
in the war. Teenagers have either become 
gun-toting guerillas or soldiers in the Af- 
ghan army and violence for many has be- 
come a way of life. For many years to come 
Afghanistan’s classrooms will still have to 
cope with the social and psychological af- 
termath of a horrendous war. a 
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BOOKS 


A gaijin who wore No masks 


Wandering Ghost: The Odyssey of Lafcadio 
Hearn by Jonathan Cott. Alfred A. Knopf, 
New York. US$24.95. 


It's a good thing résumés hadn't been 
invented in Lafcadio Hearn's day. His life 
wouldn't have added up. Born in Greece 
to a native mother and Irish father. (As 
Patrick Hearn): Educated in Ireland, Britain 
and France. Arrived in the US with starv- 
ing Irish in 1871. (As Lafcadio) Raked 
muck for a newspaper in Cincinnati and 
hung around with riff-raff. Fired for “de- 
plorable moral habits.” Drew woodcuts 
and wrote sensational stories (on voodoo 
and bordellos) for the Item in New Or- 
leans. Quit. Bummed around the Carib- 
bean. Went to Japan; wrote articles for 
Harper's. Taught English. : 
Married Setsuko Koizu- 
mi, had children. Chang- 
ed name to Yakumo Koi- 
zumi. Published 20 vol- 
umes of non-fiction . . . 

What a subject for 
a biography. Unfortu- 
nately, that book remains 


than Cott's Wandering 
Ghost is more of a mon- 
tage of selections span- 
ning Hearn's career (cob- 
bled together with Cott's 
musings and narration) 
than a biography. But 
its easygoing pace and 
catchy pagework will no 
doubt make new friends 
for Hearn whose books are "something to- 
tally unique . . . the works of an occidental, 
yet written by an oriental." 

Cott brings to light Hearn's largely un- 
known pre-Japan career, permitting a 
much fuller view than heretofore possible 
of the man and his work. The tyro jour- 
nalist’s debuts reveal a breath-taking lack 
of taste but also a brilliance of observation 
that make him the true ancestor of “new 
journalism.” Thanks to his fearless walks 
on the wild side of Cincinnati and, later, 
New Orleans, these early writings are 
precious documents on rough and tumble 
multi-national America in the post-Civil 
War period. 

Hearn's intellectual roots in turn-of- 
the-century decadentism (Pierre Loti, 
Baudelaire) and Herbert Spencer's amoral 
"free-thinking" are also exposed, along 
with his first inklings of Buddhism. 

The young Hearn was ^ . . . brilliant, 
erratic, intemperate . . . as tender and gen- 
tle-hearted as a woman,” but also prone to 
an “obsession of persecution,” a trait vi- 





sible throughout his career. He was also 
“unaffectedly modest” about his own work 
and avoided polite “parlour” society. It is 
hard not to like a man whose “deplorable 
moral habits” included marrying a black 
woman (the marriage was later annulled). 

All agree that Hearn considered himself 
unsightly. A boyhood accident had left one 
eye blind, and the other bulged slightly. 
He never faced the camera head on. He 
was small and dark, a “genetic hybrid,” 
and one of the world’s first global vaga- 
bonds. 

The key event in Hearn's complex ca- 
reer, his move to Japan, is also illuminated 
in these pages. Hearn was never comfort- 
able in American journalism; the hard- 
scrabble life, with the writer “a word-fly 
entrapped in the web of 
the cash nexus,” as Cott 
puts it, vexed Hearn to 
the point that he left the 
profession when it threat- 
ened his deeper commit- 
ment to “art and the crea- 
tive act.” 

Hearn set off for Japan 
with two suitcases and a 
vague agreement from his 
editor, with whom he fell 
out in a paranoid rage 
soon after his arrival in 
the Asian “fairyland.” 
Down to his last dollar, 
Hearn stumbled onto a 
new profession: teaching 
English to the Japanese. 

In short order, the 
former bohemian married into a provincial 
family which needed a male heir, and 
found himself enthroned as a traditional 
patriarch in Meiji Japan. Soon thereafter he 
acquired Japanese citizenship and a new 
name — Yakumo Koizumi. A considerable 
sacrifice of individuality for this man, one 
would think. 

Although Hearn's sea change defies 
perfect understanding, several very human 
explanations lie at hand. For Hearn, an 
orphan, expatriate and inveterate outsider, 
the chance for a settled family life must 
have appeared like balm from the gods. 
Moreover, the famous “defect” which he 
felt had ruined his chances with women 
posed no obstacle to his union with 
Setsuko Koizumi. As Hearn discovered, 
getting married is "the simplest and most 
natural thing of all in Japan . . . [though] in 
the West extremely difficult and danger- 
ous, Yet all a man's life turns on that ef- 
fort." "The Japanese are still the best people 
to live among," he wrote in apology for 
taking Japanese citizenship. "No one will 
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ever, or could ever, love me any more than 
those about me now love me — and that is 
the most precious consideration in Ше...” 

Nor should one underestimate the at- 
traction of Japan for anyone trying to es- 
cape the 19th century. Hearn's aesthetics, 
which revelled in fine detail, antiquities 
and "ghostliness," found much to dote 
upon in homespun Meiji Japan. Besides, his 
imaginative idealism had always rejected 
material progress, especially that of the 
“robber barons” and imperialists trium- 
phant. In this, the romantic remained in 
the avant-garde, prefiguring the disaffec- 
tion of a later generation. 

Japan offered an ideal situation for 
someone who said, “Enjoyment is not for 
me — excepting in the completion of 
work.” 

The pleasure of reading Wandering 
Ghost is vexed by Cott's chaotic flip-flop- 
ping between his own and Hearn’s text 
(shouldn't Hearn be listed as co-author?), 
but the book does give us a full tour of the 
Hearnian "voice" from his early Poesque 
ranting to the fine though still ornate prose 
of his later years. Let's hope a worthier 
chronicle of Hearn's fascinating life and 
complex personality appears soon. 

m James Dalglish 





Between powers 


Asia in the 1990s: American and Soviet 
Perspectives edited by Robert A. Scalapino 
and Gennady Chufrin. Institute of East Asian 
Studies, University of California at Berkeley, 
1991. No price given. 

From Confrontation to Cooperation? US and 
Soviet Aid to Developing Countries 

by Richard E. Feinberg, Ratchik M. Avakov 
and others. Transaction Publishers, New 
Brunswick and Oxford. No price given. 


Well before the botched coup attempt 
by Soviet hardliners, students of foreign 
policy had begun to realise that the old 
Cold War prism for viewing the world had 
lost its usefulness. The convergence be- 
tween the two superpowers was well 
under way when these collections of pa- 
pers were prepared; luckily the resurgence 
of Soviet conservatism which led to 
Eduard Shevardnadze's resignation as 
foreign minister in December 1990 and 
then culminated in the aborted putsch did 
not succeed in halting that process for long. 
Thus the post-Cold War issues raised by 
Berkeley's Robert Scalapino in 1990 remain 
at the centre of the new international 
agenda: "How to provide secular political 
values in an eminently pragmatic аре...” 
and how to prevent "violence initiated by 
non-governmental forces" or "conflicts be- 
tween and among lesser states." 

Both books are products of a transi- 
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tional period when seminars among Soviet 
and US scholars had at last become real 
exchanges of information, and when scho- 
lars probably played a key role in nudging 
along the difficult rapprochement. It was 
Mikhail Gorbachov's policies of new 
thinking and glasnost which made the key 
difference, by allowing Soviet scholars to 
come out from behind their wall of ideo- 
logy and start talking about the real world. 
Suddenly old themes, from the Cuban 
missile crisis to Pacific security, became hot 
topics for discussion. 

The transitional period may now be 
over — one side in the Cold War now ad- 
mits defeat, and even in the remaining 
Asian communist states ideology is more 
about preserving order than world revolu- 
tion. Academic fixtures of the sort which 
produced these two books, the meetings 
between US and Soviet teams, are begin- 
ning to seem outmoded, if not boring. For 
a start, there is no longer such a thing as a 
clearly defined Soviet or Russian point of 
view. Certainly in the former Soviet Union 
the cohort of semi-official scholars who 
presented their country's policies at semi- 
nars and conferences around the world 
will become much smaller. Many scholars 
will prefer the rewards of independent 
scholarship and private publishing con- 
tracts to their former perks. The number of 
safe, undemanding research jobs at gov- 
ernment institutes is being drastically cut 
back, too. In future scholars will have to 
face the same battle for grants as their 
capitalist brethren, and the party in power 
may no longer have a monopoly on fund- 
ing. 

At the same time, the American model 
of the scholar-diplomat — in Asian studies 
long represented by Scalapino — may also 
lose some of its former importance. With 
the bottom line in international-relations 
scholarship changing from the need to be 
tough on communism to a demand for 
unblinkered, unconventional analysis, it 
may become difficult to find scholars who 
can easily play the role of semi-official 
government spokesmen. There will prob- 
ably also be a much higher demand for 
specialists in international affairs to know 
intimately the countries they pontificate 
about. 

Asia in the 1990s, jointly edited by 
Scalapino and Gennady Chufrin of Mos- 
cow's Institute of Oriental Studies, is use- 
ful because it is largely free from the old 
Soviet propaganda. On the US side, too, 
there is almost no hint of ideological 
analysis, no agendas set out for the Soviets 
to fulfil on their road to international reha- 
bilitation. When the papers were written in 
1990 no one could have foreseen the rapid 
demise of communism in Russia caused by 
last August's putsch. But by April 1990 it 
was generally assumed that the old bi-po- 
lar world was a thing of the past. 

If one theme runs through these essays, 
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ranging from broad surveys to detailed 
looks at Japan, China, South Asia and 
Asean, it is the emergence of a new sort of 
competition. Konstantin Sarkisov, referring 
to the rivalry between the American and 
Japanese economic systems, concludes: 

“It means that a new global model of 
international relations is being formed that 
has as its basis not an ideological and po- 
litical confrontation of two opposed sys- 
tems but rather a cultural and civilised 
competition of development, applied by 
nations that do not destroy each other in 
this competition but mutually enrich each 
other." 

The papers on Asian security issues by 
Chufrin and Yevgeny Ivanov, though now 
outdated, are a good background for the 
study of nuclear issues in Asia. The recent 
disarmament initiatives by Presidents Bush 
and Gorbachov, including the removal of 
nuclear weapons from South Korea, appear 
very significant for Asia, when seen from 
the Soviet point of view. Until Bush's an- 
nouncement on land- and sea-based tacti- 


seeping into the last bastions of secrecy, it 
is likely that fewer Russian or other former 
scholars will be interested in the once fra- 
ternal countries. No one wants to visit 
Pyongyang or Hanoi for study, when 
Seoul, Bangkok and Singapore are grant- 
ing visas. 

Another drawback of a book produced 
by conferences of two teams is that it ex- 
cludes dissenting views of US scholars on 
such inflammatory issues as Indochina or 
US nuclear policy. We know we are getting 
more or less an approved line from the 
Soviet side. But from a book like this we 
do not know what we are getting from the 
other side: do the papers fairly represent 
the range of discussion in America's uni- 
versities and think-tanks? 

From Confrontation to Cooperation? LIS 
and Soviet Aid to Developing Countries is, 
sadly, a well-intentioned artefact from the 
days when the Soviet Union was still in a 
position to play a role in the developing 
countries. | say "sadly" because it might 
have been an excellent thing for the Third 
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cal nuclear weapons, Soviet liberals had 
grown increasingly frustrated at the lack of 
American response to their government's 
unilateral steps to defuse military confron- 
tation in Asia. 

The surveys of Japanese foreign policy 
and economy by Gerald Curtis and 
Edward Lincoln, as well as Donald 
Emmerson's look at the interplay of politics 
and economics in the Asean countries, are 
detailed and thought-provoking. They also, 
by contrast, show up one of the glaring 
deficiencies in Soviet scholarship. This was 
the lack of freedom to write objectively 
about allied or "friendly" countries. This 
book would have been greatly enriched by 
Soviet perspectives on North Korea, 
Afghanistan and Vietnam, but the ex- 
perts who could make these contributions 
still apparently do not feel free to put 
their knowledge in writing, or did not in 
1990. 

Now, unfortunately, with glasnost 
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World if the superpowers could have 
joined forces in a non-ideological pursuit 
of economic development. 

But earlier this year Russian President 
Boris Yeltsin announced that Russia will 
end the granting of credits to other coun- 
tries. As the Russian contribution to the 
union budget is the largest of all the repub- 
lics’, this probably spells the end of Soviet 
aid programmes. It may be quite some 
time before individual republics or private 
charities revive the practice of aiding other 
countries. 

Ironically, the discussions of develop- 
ment aid in this book, including the World 
Bank's switch to policy-based lending, are 
now as relevant to the former Soviet re- 
publics as they are to anywhere else. Un- 
fortunately, the legacy of Soviet develop- 
ment policies, even in the Central Asian 
republics, is so dismal that they add very 
little to even a theoretical discussion. 

m Sophie Quinn-Judge 
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TAXATION 


US tax authorities extend net far and wide 


No hiding place 





By Michael Taylor in Hongkong, 
Susumu Awanohara in Washington and 
Louise do Rosario in Tokyo 


sian companies with US opera- 

tions are bracing themselves for 

the possibility that they will have 

to pay considerably higher taxes 
in the US as a result of tougher powers 
conferred on the country’s Internal Rev- 
enue Service (IRS). 

Tighter reporting requirements were 
introduced by the IRS last June, but the 
implications have only just begun to dawn 
on many Asian businessmen as they fill in 
their US tax forms. Replies from the IRS 
will follow in the next few months. 

In essence, tax inspectors can demand a 
wide range of business information from 
foreign subsidiaries in the US and from 
their parent companies. If they do not 
comply within 60 days, the IRS can make its 
own estimate of a company’s profits and 





The taaman’s 
targets 


Almost all the US$500 billion worth of 
merchandise the US imports each year 
could attract the attention of the IRS 
under the new rules for foreign busi- 
nesses. Given that the IRS has limited 
resources, which Asian countries are 
most likely to come under scrutiny? 
The Japanese believe that they are 
the main target. Hideo Takahashi, as- 
sistant director of International Eco- 
nomic Affairs for the Keidanren, is one 
who thinks so: “The section is an ex- 
pression of the frustration of the US 
Congress towards Japanese companies. 
It is a violation of the international tax 
agreement between US and Japan.” 
He finds particularly galling the 
regulations demanding that Japanese 
subsidiaries in the US disclose confi- 
dential information about their head- 
quarters in Japan. Under the bilateral 
tax agreement between the two coun- 
tries, says Takahashi, the US can only 
obtain such information by approach- 
ing the Japanese tax authorities, who 


levy taxes accordingly. 

The aim is to attack transfer pricing, the 
practice by multinationals of overinvoicing 
for purchases and undercharging for sales, 
in order to minimise profits taxes. Analysts 
on both sides of the Pacific agree that the 
primary target is Japan, but territories with 
low tax regimes, such as Hongkong, may 
also be affected by the new strictures. 

The crackdown has wider implications 
than just tax matters, though. In the hands 
of a protectionist-minded administration, 
the new measures could become a trade 
weapon that is sharper than better-publi- 
cised armaments, such as Section 301 of 
the US Trade Act. The ability to impose 
taxes and fines for non-compliance “can 
essentially shut down the US market” for 
offending companies, says Michael Ainslie 
of Deloitte Ross Tohmatsu, in Hongkong. 

Although it is too early to say whether 
the IRS is focusing its efforts on any par- 
ticular type of company, recent investiga- 


would then decide whether to comply 
with the request or not. 

In Hongkong, manufacturers are 
gambling that the IRS will find it easier 
and more lucrative to go after the large 
Japanese and South Korean conglom- 
erates rather than themselves. Few of 
Hongkong's manufacturers appear 
concerned about the new rules. 

As one put it, "I'm sure if it affected 
us, our counsel would have told me 
about it." 

Hongkong's complacency may seem 
justified. "We haven't seen a great deal 
of enforcement in the past," admits 
Price Waterhouse's John Higgins. 
However, Deloitte's Michael Ainslie 
says that in the past 10 months there 
have been a few small IRS investigations 
of Hongkong companies, something 
which has not been seen before. 

Most local manufacturers, however, 
are careful not to incur US tax liability 
by ensuring that all sales are completed, 
and thus booked, in Hongkong. The 165, 
though, may take a close look at the ter- 
ritory, because Japanese and South Ko- 
rean companies also like to book profits 
in Hongkong, where profits tax stands 
at 15% (against 34% in the US, 37.5% in 
Japan and 30% in South Korea). а 
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tions suggest that Asian (particularly 
Japanese) firms will come in for dispropor- 
tionate scrutiny. Out of 36 foreign subsidi- 
aries suspected by a congressional com- 
mittee in July 1990 of underpaying US tax, 
25 are controlled by Asian companies. 

Six firms named by a congressman 
were Japanese — Hitachi, Matsushita, 
Mitsubishi Electric, Sony, Toshiba and 
Toyota — as were another 15 mentioned in 
newspaper reports. Two South Korean 
firms, Hyundai and Samsung, are also 
mentioned as being under investigation by 
the IRS. 

The original thrust behind the new re- 
porting requirements is not protectionist, 
but fiscal. The US administration faces a 
US$270 billion budget deficit for the year 
ending in September 1992 and needs to 
find politically palatable ways to raise tax 
revenues. Officials and congressmen have 
suspected for years that foreign multina- 
tionals have been getting away with mur- 
der in their US tax affairs. 

Investigations by the congressional 
committee revealed that six out of 18 auto- 
mobile distributors related to foreign 
manufacturers had paid no US taxes over 
the previous decade. The committee found 
that distributors of foreign-made electron- 
ics products paid US$654 million in taxes, 
the equivalent of a mere 0.6% of sales, in 
the previous 10 years. The IRS estimates 
that in 1986 foreign subsidiaries made a 
total gross profit of US$543 billion in the 
US — and claimed tax deductions of 
US$544 billion. 

The new reporting requirements, en- 
shrined in Section 6038A of the Internal 
Revenue Code, put an end to the tradi- 
tional, negotiated way of resolving dis- 
putes over transfer pricing. Now, the bur- 
den of proof is placed on the US subsidi- 
aries to provide justification for pricing 
policies within 60 days of the IRS demand- 
ing it. Failure to comply could result in the 
IRS determining the level of transfer pricing 
taking place, and hence the US company's 
tax liability. 

Under the law, any US business which 
has a single foreign investor owning 25% 
or more of its stock must provide reports 
on transactions with foreign-related par- 
ties. The IRS is demanding a daunting 
amount of information, ranging from sales 
memos to the ownership structures of all 
the parties involved. Failure or inability to 
comply with the tight deadlines for sup- 
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plying the information can mean a fine of 
US$10,000 and another US$10,000 for every 
subsequent month of non-compliance. 

The IRS is spreading its net far and wide. 
Any company “engaged in a US trade or 
business” has to file a return with the IRs. 
And the regular despatch of a salesman to 
the US with the power to negotiate and 
sign contracts can allow the IRS to rule that 
the organisation has a US trade or business. 

In theory, even if that business gives rise 
to no US taxable income, a form must be 
filed. The iRS is currently pondering 
whether to require a Japanese parent com- 
pany, as well as its US subsidiary, to file a 
return on the ground that the degree of 
control over the US subsidiary means that 
the parent company has a US trade or 
business. 

The records which the reporting corpo- 
ration must produce, within 60 days of the 
IRS asking for them, are those documents 
which allow the taxman to determine what 
transfer pricing, if any, has been going on. 
This includes everything from sales jour- 
nals and purchase-order books to cancelled 
cheques and bank statements. In addition, 
the IRS can demand to see export docu- 
ments, intercompany purchase invoices, 
even internal memoranda. 

But the information demanded by the 
IRS from related parties goes well beyond 
sales documentation. Intercompany loans, 
non-sales transactions, guarantees of debts 
and the like between the US business and 
the foreign company must also be revealed. 

Perhaps most unsettling of all (particu- 
larly for Overseas-Chinese firms), the IRs is 


POLICIES 





demanding records of the ownership 
structure of US businesses and related 
companies. It is also refusing to accept the 
anonymity granted by nominee companies 
or firms registered in places like the British 
Virgin Islands. 

The test of whether a firm is a “related 
party” of the US business is not merely a 
matter of whether the foreign company is 
a shareholder. There is an additional crite- 
rion: if the US business and the foreign firm 
have “common control” of the operations, 
then the parties are related. 

This stretches beyond simple share- 
holdings, John Higgins of Price Water- 
house says, and is “intentionally vague.” 


Forex freedom 


With gross international reserves at a 
record US$4 billion, the Philippines now 
feels confident enough to overhaul its 
restrictions on holding and repatriating 
foreign currencies. The new measures, 
which take effect on 2 January, will re- 
duce transaction costs and improve the 
climate for foreign investment. But in 
many ways, they will simply legitimise a 
thriving unofficial forex market. 

The central bank's move has been 
encouraged by a slackening in demand 
for imports — induced by an additional 
levy of 5% — which has caused a 
strengthening of the peso, from P28 to 
the US dollar at the start of the year to a 
current rate of P26.70. 

Central bank governor Jose Cuisia has 
reported a significant inflow of returning 
capital previously stashed abroad, with 
banks notifying a US$600 million in- 
crease in their foreign-currency deposits 
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in November. 

An inflow of official development 
assistance and the central bank's pur- 
chases of US dollars (to prevent a further 
appreciation of the peso) have also 
helped boost the country's forex reserves 
to their present record level. The bank, 
which was badly unnerved by the for- 
eign-exchange crisis of 1983, is now 
confident it has sufficient reserves to fend 
off any speculative pressure on the peso. 

Under the changes announced by the 
central bank: 
> Full and immediate repatriation of 
foreign capital and profits will be al- 
lowed. Presently, overseas companies 
face a prohibition of between three and 
nine years on the repatriation of invest- 
ment and earnings, except for export-ori- 
ented enterprises and securities ap- 
proved by the central bank. 
> Exporters can retain up to 40% of 
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For example, where a manufacturer sup- 
plies half the inventories to a distributor, 
"common control" could be assumed. 

In the past, the IRS was not equipped to 
deal with the problem of transfer pricing 
by foreign companies. One congressman 
lamented that the IRS had a total of only 40 
economists on its staff, while the big ac- 
counting firms had as many economists 
available to work on behalf of a single cor- 
porate client. Now, the IRS has been al- 
lowed to re-allocate more of its resources 
to investigate foreign companies and to 
enlist the help of outside specialists who 
are familiar with the tax tricks companies 
play. " 





their receipts in special foreign-currency 
deposit accounts; however, these can still 
only be used for export-only operations. 
The existing ceiling is a mere 2%, with 
exporters required to sell the rest of their 
foreign-denominated holdings to banks, 
and buy them back when needed at a 
higher rate. 

> Non-trade foreign-exchange earnings 
— including the incomes of about 500,000 
overseas workers — will no longer have 
to be sold to commercial banks. 

> Foreign exchange that is not required 
to be sold to the banking system may be 
disposed of in the market, and it may be 
freely taken out of the country for de- 
posit abroad. 

Since exchange controls were first 
imposed in 1949, however, companies 
have become adept at skirting exchange 
controls, legally or illegally. The system 
of so-called foreign-currency deposit ac- 
counts, for example, acts as a mechanism 
for the free movement of mainly US 
dollars. Also, blackmarket operators 
purchase foreign currency at higher rates 
and supply it for use in prohibited areas. 

m Rigoberto Tiglao 
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Indonesian finance firms rail at ultimatum 


‘Tears over divorce 


By Jonathan Friedland in Jakarta 


ndonesia's 11 non-bank financial insti- 
tutions (NBFIs) have been wedged be- 
tween a rock and a hard place by 
government regulators just as their profits 
have taken a sharp dive. The NBFis, which 
are hybrid finance companies and securi- 
ties firms, resent a government decision 
implemented in early December that forces 
- them to choose between becoming а com- 
. mercial bank or a brokerage. 

"Indonesia is going back to 1929 with 
the Glass Steagall Act while the rest of the 
world is going in the other direction," says 
Supari Dhirdjoprawiro, president-director 
of Inter-Pacific Finance, referring to US 

_ legislation that separated the securities and 
` banking industry. Adds Djoko Wibowo, 
` president-director of Merincorp, another 
NBFI: "The environment is not fa- 
vourable to implement a decision 
like this." 
In early November, eight of the 
- NBFIs declared a combined book loss 
` of Rps 52 billion (US$26.2 million) in 
` their stock portfolios for the third 
interim, equalling a markdown of 
` 30% of the overall value of their 
. equity holdings. All the NBFIs are 
. expected to report sharply reduced 
1991 earnings, and in at least a cou- 
ple of cases profit for the year will 
be completely wiped out. 

Further, NBFI commission income 
for equity underwritings is sharply down. 
After 1990's bumper crop of 74 equity is- 
sues, 1991 has been a lean year. Only 22 
issues have taken place, raising about one 
fifth of last year's record Rps 5.4 billion. 

One securities analyst says the combi- 

` mation of the write-downs and the loss of 
‘commission income amounts to a “double- 
whammy” for the NBFIs, which have been 
obliged by their clients (and in some cases 
their government shareholders) to support 
the price of stocks as the Jakarta Stock Ex- 
change (SE) plummeted. 

The rationale behind the government's 
move, first mooted in December 1990, is a 
prudential one. The Ministry of Finance 
and Bank Indonesia, the central bank, want 
Indonesia's 182 banks to move out of the 
volatile securities business prior to the im- 
position of stricter capital-adequacy 
guidelines and the almost inevitable con- 
solidation of the sector. 

During the rapid rise of Jakarta share 
prices during 1989 and early 1990, state- 
owned and private banks piled into the 


share market, sometimes on their own ac- 
count, sometimes via their subsidiary NBFIs 
or their pension funds. They were often 
encouraged by the government, particu- 
larly in soaking up large issues such as 
Indocement and Semen Cibinong. 

Since June 1990, the JSE has lost 65% of 
its value. This has added greatly to the 
stresses on banks, which are also under 
strong pressure from a tight monetary 
policy and cut-throat competition, and it 
has apparently given government techno- 
crats pause for thought about universal 
banking. It is unclear to what extent the 
state banks and their pension funds are 
recognising a diminution in value of the 
shares they are holding. 

Since their creation in 1973-74, the bread 
and butter business of the NBFIs has been 
nimble short-term corporate lending, 
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funded through interbank borrowing and 
the acceptance of promissory notes. This 
has been a profitable line, allowing most of 
the NBFIs to show steady, if modest, earn- 
ings growth through the 1980s. At the end 
of October, their assets accounted for 4.5% 
of Indonesia's total financial system. 

Their importance, however, is greater 
than their market share. Since Indonesia's 
stockmarket took off in late 1988, the NBFIs 
have played a dominant role in equity 
underwriting, a role few local brokers were 
equipped to play in terms of either capital 
or expertise. They have also played an 
important role in secondary market trad- 
ing, supporting the price of individual 
underwritings. 

Along with other major market players, 
the NBFIs have had "a moral obligation" to 
support secondary market prices, says 
Herman Suryono, deputy managing di- 
rector of Ficorinvest which has just an- 
nounced a 96% year-on-year drop in prof- 
its for the first three quarters of 1991. That 
obligation, he adds, “has been killing us." 
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In line with government demands, 
NBFIs as of 2 December can no longer di- 
rectly underwrite securities offerings or 
trade in securities. Instead, they have been 
obliged to split their capital base to set up 
separate securities houses in order to re- 
main in that business. All the NBFIs have 
done so in recent weeks, paying between 
Rps 8-15 billion to establish wholly owned 
broking subsidiaries. 

Executives of the NBFIs say this has 
weakened their ability to take on under- 
writing risk and will diminish the fee in- 
come they receive from that business. They 
add that it will make them less able to face 
competition from foreign joint-venture 
broking houses which, though equal in 
their local funding resources, have strong 
distribution support from powerful share- 
holders such as Nomura Securities, Baring 
Securities and Jardine Fleming. 

Further, they argue the separation of 
their business creates serious manpower 
constraints. Although securities-related 
commission income grew from zero in 
1988 to around 15% of total revenues in 
1990, most of the NBFIs did not hire addi- 
tional staff. They simply moved executives 
from their lending department over to the 
underwriting side. 

Then there is the question of 
shareholder backing. The NBFIs are 
majority owned by local banks with 
a secondary role held by Japanese 
banks or securities houses; four are 
publicly listed. Many of the NBFI 
parent shareholders do not want 
another bank in their stable, nor are 
they particularly keen on owning a 
second or third stock brokerage, 
given a slew of recent rules that 
make multiple broker ownership 
less attractive. 

"Many of the shareholders of the 
NBFIs already have several banks or secu- 
rities arms,” says F. Sukamto of Private 
Development Finance Corp. of Indonesia 
(PDFCI), a listed NBFI which itself has 23 lo- 
cal and private shareholders with a variety 
of existing interests. 

Despite being forced to devolve their 
securities operations, the NBFIs cannot act 
as full-service banks at present, even if they 
wanted to do so. That step awaits the pas- 
sage of a new banking bill by Indonesia's 
parliament, a task that in all likelihood will 
not be completed until after elections in 
June 1992. In the meantime, says Inter-Pa- 
cific's Supari, “we have had our securities 
arm cut off and cannot even raise cheap 
current-account deposits to compensate." 

Bankers in Jakarta say they are unsym- 
pathetic to the complaints of the NBFIs, 
noting that most are doing well lending 
out of interbank borrowings. Nor do they 
face the overheads or lending strictures of 
the commercial banks. "Like all dinosaurs 
the NBFIS will not give up easily," says one 
Jakarta-based foreign banker. " 


19 DECEMBER 1991 





MARKETS 


Jakarta bourse to go private, finally 


Credibility test 


By Adam Schwarz in Jakarta 


fter repeated delays and missed 
A = Indonesia is moving 

ahead with the privatisation of the 
Jakarta Stock Exchange (sE). This alone 
will not rescue the bourse from its slump, 
but brokers say it is a first step in restoring 
credibility and investor interest. 

The 12-member committee in charge of 
privatising the exchange has given brokers 
until 6 January to come up with Rps 60 
million (US$30,000) to become sharehold- 
ers in PT Bursa Efek Jakarta (BEJ), which 
will administer the exchange. The official 
transfer of responsibilities, however, is not 
expected before March. 

Bapepam, the government agency 
which currently operates and supervises 
the bourse, will move to a strictly supervi- 
sory role once BEJ is up and running. But in 
the interim, it will keep the process moving 
forwards by forcing brokers to increase 
their capital before they can join BEJ. 

By 4 December, domestic securities 
firms engaged only in trading had to in- 
crease their minimum capital to Rps 500 
million. Domestic firms that also act as 
underwriters must have Rps 5.5 billion 
worth of capital, and foreign joint-venture 
securities firms Rps 10 billion. 

Some brokers will be put out of busi- 
ness by these requirements. Hasan Zein, 
who heads Bapepam’s transactions de- 
partment, says that only three firms fully 
complied with the new regulations, but 
that another 200 had partially met the re- 
quirements and were expected to survive 
the re-registration process. Prior to 4 De- 
cember, there were 283 licensed brokers in 
Jakarta. 

Tito Sulistio, who heads Penta Securities 
and sits on the 12-member preparatory 
committee, estimates that only about 30-40 
brokers will be forced to close because of 
the higher capital requirements, with the 
rest given a new deadline of 5 March. 

Sulistio says that the first ВЕ) share- 
holders’ meeting, will take place as sche- 
duled in the first week of January and the 
roughly 200 brokers who partially met the 
higher capital levels would be invited to 
attend. “If they don’t make the 5 March 
deadline for re-registering, the directors of 
BEJ will be entitled to sell their shares." 

The government has set a Rps 7.5 billion 
minimum paid-up capital level for BEJ. The 
government has not set a ceiling for ВЕ) 
shareholders so it is unlikely that seats on 
the JSE will become tradable commodities, 
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First step for JSE reform. 


though it is possible BEJ might shut out 
new shareholders in future. 

Foreign brokers had been hoping for a 
smaller number of shareholders and a 
higher paid-up capital, out of concern that 
BE] policies will tend to reflect the interests 
of smaller, domestically owned brokers 
who will be in the majority. But most are 
happy not to be left out in the cold. “How 
many emerging markets let foreigners in 
as full members right from the beginning,” 





asks one foreign broker. 

Bapepam’s Zein will take over as 
president of BE}. Most brokers hold Zein in 
high regard and believe he knows which 
of the market's problems deserve immedi- 
ate attention. “Zein is seen as capable 
whereas Bapepam was seen as completely 
incapable of doing anything,” says one 
foreign research analyst. 

The current chairman of Bapepam, 
Marzuki Usman, is expected to swap jobs 
in mid-December with Soekanto Rekso- 
hadiprodjo, who heads a training institute 
under the Ministry of Finance. Marzuki got 
high marks for getting the JSE off the 
ground in 1989-90, but his reluctance to 
introduce much-needed regulations was 
one of the main reasons behind the mar- 
ket's collapse beginning in mid-1990. 

The Ministry of Finance has been 
deeply disappointed by investors’ loss of 
confidence in the JSE. Starting in mid-1990, 
the government has squeezed the money 
supply to slow inflation and more strin- 
gent capital requirements on banks have 
led to higher interest rates. The govern- 
ment had hoped private firms would tap 
the equities market as an alternative source 
of funds, but that has not happened. 

A top priority of BEJ will be a new 
set of listing requirements that force issu- 
ers and underwriters to publish realistic 
profit projections. Other important steps 
will be improved disclosure requirements, 
clearer accounting procedures for certain 
types of assets and the protection of mi- 
nority rights. E 
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Young Japanese workers on credit binge 


Spend now, de 


By Louise do Rosario in Tokyo 
I n a nation famous for its high savings 





rate, young Japanese professionals are 

piling up credit card debts at an 
alarming rate. In one celebrated case, a 
young office assistant went on a shopping 
spree with 33 credit cards, accumulating 
debts worth ¥30 million (US$230,000). An 
estimated 13,000 Japanese filed for bank- 
ruptcy in the first eight months of this year, 
compared with 11,500 for the whole of 
1990. In August alone the number of 
bankruptcies totalled 2,325, double the 
level of a year ago. 

A recent survey by Utsunomiya Kenji, 
a lawyer who provides bankruptcy coun- 
selling, shows that over half of these finan- 
cially troubled individuals are white-collar 
workers in their 20s and early 30s. Most 
cited excessive shopping and entertain- 
ment expenses, much of them run up on 
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fault later 


credit cards. 

The fear of the credit card industry is 
that the worst is far from over. More 
heavily indebted creditors may surface as 
the economy continues its descent and 
years of free spending takes an inexorable 
toll. 

Japan's personal bankruptcy rate of un- 
der 2% is small compared with, for 
example, the US. Still, these figures under- 
score the ^spend now, pay later" mentality 
of young professionals. Credit cards have 
provided them with a new, easy source of 
consumer credit. 

Hitoshi Kondo, assistant general man- 
ager of Visa International, acknowledges 
that the credit card industry has been hit 
hard by bad debts this year and is negoti- 
ating with troubled customers on ways to 
reschedule or reduce the debts. Kondo 
worries that more debtors may be tempted 
to declare bankruptcy to end their imme- 
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diate financial problems rather than face 
long-term repayments. And in anticipation 
of more such bankruptcies in the coming 
months, the nation's judiciary department 
is rushing to publish more brochures pro- 
viding bankruptcy advice. 

But the rising level of bankruptcies has 
done little to tame credit card issuers. The 
popular M-One credit card issued by 
Marui department store, for instance, gives 
an instant Y200,000 line of credit to anyone 
with an identity card. 

There are hundreds of credit card issu- 
ers in Japan, but banks, retailers and non- 
bank financial institutions account for 90% 
of all cards. The number of credit cards is 
expected to reach 200 million this year, 
compared with 86.8 million in 1985. Credit 
card-related consumer debt is likely to hit 
¥11 trillion this year on the back of the 
private consumption boom, compared 
with ¥4 trillion in 1985. 

Consumers are increasingly using their 
cards for cash loans rather than credit 
purchases. The share of cash-advance con- 
sumer loans in total credit card transact- 
ions has risen to 37% from 27% between 
1985 and 1989, while credit purchases 
dropped to 41% from 47% in the same 
period. 

Industry sources say the average young 
Japanese now has several credit cards, 
each of which charges a fee of less than 
¥1,000 but allows him to spend or to bor- 


row in cash ¥300-400,000 out of a total 


credit limit of Y1-2 million monthly. A 
worker fresh out of university earns an 
average monthly wage of Y160-200,000. 
Annual interest rates on cash advances 
average 13-29%, while rates on credit pur- 
chases average 13-18%. 

With margins like these, credit card is- 
suers are willing to take the risk of rising 
bankruptcies. Indeed, the next generation 
of spendthrift debtors already is being 
groomed. Two years ago, credit card com- 
panies started to collaborate with univer- 
sities to issue student-identification cards 
that double as credit cards — a move that 
further fuelled the already intense compe- 
tition. 

Department stores and other big retail- 
ers have made cash more easily available 
through the estimated 160,000 cash dis- 
pensers, which are located even in small 
grocery stores. They encourage credit pur- 
chases with discounts, instalment pay- 
ments and other promotional gimmicks. 
Starting this year, even insurance and rail- 
way companies have started to issue credit 
cards for the services they provide. 

This explosion of credit card services 
has sparked the Ministry of International 
Trade and Industry, the market's watchdog 
agency, to consider establishing a more ef- 
ficient network to monitor the creditwor- 
thiness of borrowers. At the moment, credit 
card issuers seldom share client informa- 
tion among themselves. m 
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Indian companies plan Euromarket offerings 


Coming out 


By Sucheta Dalal in Bombay 


orporate India is planning its com- 
C ing-out ceremony. Several of the 

country's top-ranked business 
houses are preparing Euro-issues of equity 
or convertible bonds which, if approved 
by New Delhi, will mark their debut in 
international capital markets. 

Given the size and potential of India's 
economy, the issues are likely to draw 
strong interest despite the country's 
present foreign-exchange crisis. But busi- 
ness leaders concede that they face an un- 
precedented marketing effort. 

"Even before we begin to sell individual 
companies, there will have to be a major 
campaign to sell the country," says Anil 
Ambani, executive director of Reliance In- 
dustries. 

Besides Reliance, likely issuers include 
Tata Iron & Steel (Tisco) — India's biggest 
private company in terms of assets — and 
Essar Gujarat. Other firms which have is- 
sues in preparation or under discussion are 
Tisco's stablemate, Tata Engineering & 
Locomotive Co. (Telco), Essar Shipping 
and the Birla group's 
Hindustan Aluminium and 
Grasim Industries. 

It is possible that the 
first entrants will combine 
their promotion campaigns 
for greater effect. In addi- 
lion, various government 
ministers have recently 
made visits abroad to woo 
overseas investors. 

The issues still require 
New Delhi's approval, but 
this is expected to be given 
soon. Previous proposals 
by Reliance and Tisco in 
1989 were blocked by the 
government. Since then, 
however, a deepening eco- 
nomic crisis has forced the 
new administration of Prime Minister P. V. 
Narasimha Rao into the arms of the IMF 
and onto a path of liberalisation. 

Foreigners' only route into Indian 
equity is currently through several country 
funds: Amsterdam-listed India Magnum 
Fund, London's India Fund and the New 
York-quoted India Growth Fund. The 
Himalayan Fund, listed in London and 
Amsterdam, is also 75% invested in India. 
All the funds are presently trading at an 
average 30% below their net asset values. 

The speed at which India is prepared to 
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open up to foreign participation could be 
critical in determining investors' view of 
the forthcoming issues. The government is 
believed to have stipulated that purchasers 
of the equity will have to hold it for two 
years before they can sell it in India. 

Of the would-be issuers, Essar Gujarat 
is furthest ahead with its plans. It has ap- 
pointed Merrill Lynch as its investment 
banker and hopes to offer US$50-75 mil- 
lion worth of equity, to be listed in Luxem- 
bourg. The planned issue price is expected 
to be at the prevailing market rate — cur- 
rently Rs 105 (US$3.90) a share — or up to 
10% higher. 

The Bombay-based company, which is 
investing heavily in iron and sponge-steel 
production, has long been readying itself 
for the moment. "Over the past three years, 
we have made presentations to a number 
of investing institutions in preparation for 
this issue," says director S. V. Venkatesan. 

Tisco has sought clearance for a Euro- 
convertible issue with the International Fi- 
nance Corp., a World Bank affiliate, as its 
adviser. The offer is expected to be for 
around US$100-125 million. A convertibles 
issue of similar size is also 
planned by Telco (ranked 
No. 1 in India by sales). 

Reliance, also based in 
Bombay, plans to sell 
US$125 million worth of 
Eurobonds or international 
depositary receipts, to be 
registered in London or 
Luxembourg, and possibly 
in the US at a later date. 
Several international mer- 
chant banks are competing 
to advise on the issue. 

The offerings will be a 
major test of international 
confidence in India. Senti- 
ment towards the country’s 
long-term outlook has re- 
mained positive, largely as 
a result of the structural reforms initiated 
to meet conditions set by the IMF. 

One stumbling block, however, could 
be the tax structure. In countries such as 
the US, with whom India has no double 
taxation treaty, the instruments will be 
subject to India’s 25% withholding tax on 
dividend income. The companies want 
New Delhi to give them parity with the 
offshore country funds, for whom the 
withholding tax was cut to 10% and long- 
term capital gains tax was cut from 45%, 
also to 10%. n 
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| China and Сай 


hen Gatt was founded after 

World War II, China was a 

charter member. Taiwan, 

however, illegally withdrew 
from Gatt on behalf of China in 1950. Pe- 
king applied to resume its membership in 
July 1986, and in the past five years China 
and Gatt have both taken a number of 
steps to review the application. 

Peking submitted a memorandum on 
its foreign trade system, while the Gatt 
council organised a working party to con- 
| sider China's eligibility. The working par- 
ty's task is to examine the nation's foreign 
trade regime, draw up a draft protocol set- 
ting out the rights and obligations of re- 
newed membership, provide a forum for 
tariff negotiations and make recommenda- 
tions to the Gatt on China's accession. 

So far, China and the Gatt working 
party have held nine meetings in Geneva 
to review the memorandum, focusing on 
China's trade regime, the transparency of 
its trade regulations, administrative, tariff 
and non-tariff trade barriers and price re- 
forms. China has also responded in writing 
to about 2,000 questions raised during the 
review by Gatt members. 

These constructive steps have helped 
foster greater understanding between 
China and Gatt members and paved the 
way for further substantial negotiations. 

Before the 1980s, China considered Gatt 
to be a rich man's club. That attitude 
gradually changed when the nation's 
leaders noted the important role Gatt 
played in international trade. With China's 
economic reform and open-door policy, 
foreign trade expanded quickly. Thus, its 
leaders came to see that China needed to 
join the multilateral trade system to safe- 
guard its economic progress. 

The World Bank, IMF and Gatt are con- 
sidered the three pillars of the international 
economic system. China won back its seats 
in the World Bank and IMF in 1980. It is 
natural for China to wish to resume its seat 
in Gatt in order fully to integrate into the 
international economic system and to help 
make world trade policy. 

China's willingness to return to Gatt re- 
flects its leaders' recent pledge to continue 
to work for the implementation of the 
open-door policy and economic reform. 

Rejoining Gatt is to China's advantage 
because it would undoubtedly help the na- 
tion expand business and strengthen rela- 
tions with its trading partners, most of 
whom are Gatt members. China prefers to 
expand trade on a stable and steady basis 
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By Feng Yu-shu 


under Gatt's multilateral trade system 
rather than on a bilateral basis. 

Moreover, China could get some practi- 
cal benefits from Gatt membership, such 
as stable most-favoured-nation treatment, 
eligibility for the US' generalised system of 
preferences, and participation in a forum 
to discuss and settle trade disputes. 

China recognises it has to pay for these 
advantages. For example, a source of rev- 
enue will be reduced since China will have 
to cut tariff rates before rejoining Gatt. 
China will have to increase the transpar- 
ency of its trade policy and regulations by 
providing information to the public instead 
of only to internal regu- 
lators. 

China will also have 
to open its markets much 
wider to Gatt members 
and give up providing 
favourable treatment to a 
specific Gatt member, 
because under Gatt's 
non-discrimination prin- 
ciple all members must 
be treated equally. All 





stable trade links with the outside world. 
The decision to return to Gatt indicates that 
China believes an open multilateral trade 
system will promote international trade 
and economic development. 

Third, through the accession process it- 
self, China’s economic reform, its foreign 
trade system especially, will be promoted 
further since the goals of Gatt are in line 
with the aims of reform. The reforms will 
work in favour of China's accession, and 
the accession process in turn will support 
the reforms. 

Through the accession negotiations, 
China's economic policy could be modi- 

fied according to Gatt 

= . rules, This will strength- 

А еп China’s market-ori- 

ented economy, making 
it more compatible with 
the economies of other 
Gatt members. As an 
example of this process, 
subsidies for Chinese 
trade firms were abolish- 
ed this year, and a new 
tariff method based on 


this it is willing to do. . common world stand- 
China's participation _  . ards was adopted. 
in Gatt would be a good х А" Some Gatt members 
deal for both China and [China S$ role in would like Taiwan to join 
Gatt members. First, as a ` н. Сан. China would not 
treaty, Gatt stipulates a Gatt would object to the possibility of 
member's obligations А Taiwan being admitted 
and benefits. China can- provide to Gatt as a separate cus- 


not expect a free ride. It 
realises it will be subject 
to “give and take” nego- 
tiations with Gatt mem- 
bers in order to balance 25 
the scales of obligations 
and benefits. But as 
China is one of the 
world's largest trading 
entities, it would surely 
be better for it to be 
within the Gatt system 
than outside it. China 
and Gatt members could develop and 
strengthen their trade relations on a stable 
basis within the Gatt framework. 

Second, China's role in Gatt would 
provide impetus to the development of an 
orderly world trade system and further 
consolidate and promote economic and 
trade reform initiated by its leaders. It is 
the means to move China's foreign trade 
from bilateral to multilateral relations. 
China needs to be more involved in the 
multilateral trade system, and to develop 
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system _ 
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toms territory. But there 

cannot be two Chinas in 

Gatt. Peking's position is 

that Taiwan should not 

be allowed to join before 

China, and then only 

under Chinese sponsor- 

ship according to Gatt 
accession rules. 

If Taiwan accepts Gatt 

rules to join the body as 

| . à separate customs terri- 

tory, there is a possibility 

that mainland China and Taiwan could 

become Gatt members simultaneously. 

Recently, both China and Taiwan (the lat- 

ter in the name of "Chinese Taipei") par- 

ticipated in the Asia-Pacific Economic Co- 

operation forum in Seoul. This demon- 

strates Peking's flexibility. a 
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Feng Yu-shu is an official of the Chinese Min- 
istry of Finance and an associate professor at 
the Central Institute of Finance and Banking in 
Peking. 
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Hongkong airport project promises huge benefits for property firm 
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By ка Paisley in Hongkong | 

ERAS Many Hongkong i com- 
panies hope to benefit from 
the new airport that the 
colony plans to build by 
1997. But none stands to 
profit quite so directly as Hong Kong Re- 
sorts International (HKR). Nor are any 
businessman's hopes so closely pinned to 
the outcome as those of its managing di- 
rector, Payson Cha. 

HKR's land holdings on Lantau Island, 
where the airport will be built, put Cha in 
an enviable position. Road and rail connec- 
tions will eventually link the island — 
Hongkong's largest — to the Kowloon 
mainland, opening up one of the colony's 
few untrammelled areas to urban develop- 
ment. 

Moreover, decisions soon to be taken 
by the Hongkong Government could mul- 
tiply this advantage several-fold, giving 
Cha the chance to establish himself and 
HKR as major players on Hongkong's 
property scene. 

Yet among those who follow the 49- 
year-old Cha — heir to textile billionaire 
Cha Chi Ming — there are lingering doubts 
about whether he has the sureness of touch 
to fully exploit his advantages. An un- 
timely hotel development which has 
drained HKR's coffers is one reason for 
these doubts. Another is what appears to 
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have been an unhappy partnership with 
one of Hongkong’s top-ranked developers. 
And it is unclear where HKR would get the 
money from to mount the large-scale de- 
velopments that lie ahead. 

HKR is best known in Hongkong as 
owner and manager of Discovery Bay, an 
upmarket residential enclave on Lantau 
whose population — to judge from letters 
in the English-language press — is per- 
petually unhappy with its landlord. As a 
result of recent expansion, the town is now 
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home to about 10,000 people, mainly expa- 
triates and upper middle-class Chinese. 

Most are attracted by "Disco" Bay's 
lower-density housing, relaxed ambience 
and lower rents and capital costs. For this 
they put up with a waterborne commute 
to Hongkong's Central business district 
and the perils of captivity: HKR runs the 
high-speed ferries, the school, the commu- 
nity centre, the transport system (no cars 
allowed) and all the basic services. 

In the urbanisation of Lantau, however, 





| Spooks and buggies 


Discovery Bay was born into controversy, and 
seems never to have escaped. The Soviets once 
briefly owned it, much to the alarm of the Chi- 
nese and a nervous British colonial administra- 
tion. And for a time the CIA was stalking its 
founder. World politics have taken a back seat since then. But 
the one-time resort village, now emerging new town, is a hotbed 
of gossip and suspicion. 

The man with the original idea for Discovery Bay was Hong- 
kong-based shipping magnate Eddie Wong. He envisioned "a 
rich man's Disneyland": an international tourist resort, complete 
with five-star hotels, a golf course and a cable car to the top of 
Lantau Peak. 

But this was the 1970s — era of a murky world of Cold War 
espionage and the Sino-Soviet rift — and Wong was a man 
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reputedly with interesting business partners. 
E» the time Wong was buying bits of Lantau, stories were 
also circulating that he was arranging the of strategic 


shareholdings in Silicon Valley for the Soviet-owned Moscow 
Narodny Bank. The US secret service was intrigued. 
Not until the Singapore arm of the bank got into difficulties 


in the mid-1970s was it disclosed that Wong had 390,000 
shares in his g Resorts Co. as collateral for loans. In its 
death throes, the bank foreclosed on the — and sud- 
denly the threat of Soviet control of no Lantau assumed 
ominous proportions 
China was mortified by what it saw as Soviet economic im- 
perlas Vou ононе. 
sandwiched between the two big 


e too ин]. for the British. Hongkong’s colonial gov- 
ernment, exercising its privileges over Crown land, impounded 
the shares and arranged their disposal. They were sold for 
HK$30 million (US$3.8 million at current exchange rates) to a 
partnership of Cha Chi Ming, Hongkong & Shanghai Banking 
Corp. and John Wu, younger brother of Hopewell Holdings 
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Discovery Bay is likely to lose its cherished 
isolation. HKR wants to link the community 
to the road system that will connect the 
airport (and a nearby new town) to Kow- 
loon. It also wants vastly to increase the 
amount of housing it can build around 
Discovery Bay. 

Whether it will be allowed to do so will 
become clear when the Hongkong Gov- 
ernment produces its master plan for 
northern Lantau next year. But the Chas 
are believed to be already well on their 
way to getting what they want. 

In a 7 December meeting with Chief 

Sir David Ford, family patriarch 
Cha Chi Ming is believed to have reached 
favourable understandings on several of 
the key issues. 

Foremost among these is the rezoning, 
for housing, of around 422,000 ft of farm 
land adjacent to Discovery Bay. A plot ra- 
tio of 2.5 is believed to have been agreed, 
which would yield about 1 million ft of 
developed space. This would considerably 
enlarge HKR's existing 7.5 million f£ at 
Discovery Bay, most of which has been de- 
veloped on a plot ratio of one. However, 
the 40% that is still to be built on is also 
expected to benefit from the higher ratio. 

Although three road routes have been 
under discussion, the favourite appears to 
be a coastal alignment that would link up 
with other residential zones. This route is 
one of two that cross Cha land. 

A crucial question that is yet to be de- 
cided, however, is who will pay for the 
road — HKR or the government. 

In their discussion with the govern- 
ment, the Chas are clearly in an influential 
position. Payson Cha sits on the newly 
created airport consultative committee. His 
78-year-old father — one of the many 
Shanghainese businessmen who fled to 
Hongkong in 1949 — served in the late 
1980s on the Basic Law drafting committee 


Cha’s launch-pad to the big time 


that drew up Hongkong’s future mini-con- 
stitution. (He briefly took the limelight 
with a highly conservative political blue- 
print that would have deferred direct 
elections until 2012.) 

The elder Cha has come a long way 
since he escaped from the communists 
with a few weaving machines and a little 
cash. Now he has assets around the globe 
and heads three corporate vehicles — 
property and hotel development arm HKR, 
textile and garment maker CDW Industries 
and holding company Mingly Corp. All are 
listed in Hongkong. 

While the elder Cha continues to devote 
most of his attention to the textile business, 
HKR has become the personal preserve of 
son Payson. The property arm, however, 
has been an unspectacular performer, de- 
veloping its considerable land holdings 
only slowly. 

Besides the sites in Discovery Bay, these 
include 2.6 million ft? in Tsuen Wan, near 
where the airport road-rail bridge will con- 
nect to Kowloon's transport system, and 





roughly 250,000 ft on Peng Chau, an is- 
land off Lantau. 

The government is seen as eager to 
grant the Chas their request for more de- 
velopable space on Lantau, given that it 
needs the funds to help keep down the cost 
of the airport. The premium that the Chas 
will have to pay for the right to develop 
their land banks could be well over HK$4 
billion (US$513 million). 

HKK's progress is being closely watched. 
The Cha company is currently the only di- 
rect property play on the new airport, since 
other residential developments that form 
part of the scheme will not be started for at 
least five years. 

Additionally, although several of the 
colony's leading property developers — 
including Sinoland, Hongkong Land, 
Swire Properties and Hang Lung Develop- 
ment — have been buying up bits of 
Lantau for years, none is placed to develop 
such a large area. 

The future direction of the Cha group 
also hangs in the balance. Payson Cha has 


= 
* 


developer Gordon Wu. 


But then profits got in the way. With the next phases of de- 5. 
The bank and Wu eventually sold out to Cha. In the legal 


velopment, construction boomed and more people crowded on 
to the Discovery Ва ferries. Round about the same time, HKR _ 
started putting up fees for the company-provided services: - 
the buses, taxis, school, estate management, refuse collection and, _ 
of course, the ferries themselves. The cost of the high-speed ride - 
to and from Hongkong Island jumped by more than 40% last — 
year, making it the colony’s most expensive water journey, 
But perhaps the best symbol of Discovery ide tire : 
nomics is its golf buggies. Inhabitants who ive wi 


Payson Cha, handed the reins of HKR by his father, has not ban on private cars can buy a for HK$50,000 — not the 
emerged unscathed. Shortly after the first construction „а сате available from HKR at what the company claims is а mod- 
i Неа canteen owner marched into Cha's office one day est 10% mark-up. 


shot him in the leg. He still walks with a limp. 
For the original inhabitants, Discovery Bay was alluring. No 
cars were allowed. An early brochure promised preservation 
of the community's “spacious, tranquil environment.” For a 


By this year, however, the restricted supply and ballooning 
population had driven the resale value of a buggy as high as 
HK$100,000 — more than many family sized cars. 

With an overheated secondary market in buggies, HKR was - 


time, even if things were not perfect, the resort lived up to these forced to act. In future, it decreed, all ies must be resold 
aims. It was a time-warp away from the business scrum in Cen- only to the company. It was done only for community's own - 
tral. good, HKR insists. m Ed Paisley - 
1 
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little interest in his father’s textile and 
garment business, which runs factories in 
Hongkong, Indonesia, Britain, the US, 
Ghana and Nigeria. He is, however, 
enamoured of property development — 
the part of the group with the clearest po- 
tential for growth (and carrying the big- 
gest risks). 

Cha began dabbling in property early. 
As an undergraduate in the US in the 
1960s, he began a real-estate business in 
Oregon. That folded after he graduated 
and went to Nigeria to learn the family 
trade. But he returned to the US in the early 
1970s to study for an MBA at Stanford Uni- 
versity, and promptly launched another 
real-estate enterprise. 

This led to the Chas buying a control- 
ling interest in California’s Union Pacific 
Bank, as well as setting up a host of real- 
estate subsidiaries. Some of these have 
been retained, even though the bank stake 
was sold when Cha returned to Hongkong 
in the mid-1970s. 

He came home to an even grander real- 
estate enterprise: Discovery Bay — a 
project that a former business associate has 
described as “Payson’s tuition fees” into 
the world of Hongkong deal-making. 

Over the past 12 years, however, Cha's 
slow development of HKR's Lantau hold- 
ings has led some to wonder about his 
acumen. He shrugs off the criticism, argu- 
ing that the company has developed its 
landholdings in line with the swings in the 
local property market. But it is clear that 


COMPANIES 2 


Payson Cha's decision to 
move into the hotel busi- 
ness is seen by some 
analysts as a dangerous di- 
version from his com- 
pany's property activities. Throughout 
the region, hotels are suffering from a glut 
of rooms that is hurting earnings — just 
as the Chas need cash to fund their prop- 
erty expansions. 

Those critics who think Hong Kong 
Resorts International (HKR) has deve- 
loped its land banks too slowly see the 
hotel move as further ammunition against 
Cha's strategy. Others regard it as a risky 
attempt to reap big profits and the cachet 
of owning five-star hotels. 

Cha vigorously denies the charges, 
challenging what he sees as a short- 
sighted concentration on annual earnings 
flow. The hotel projects' effect on HKR's 
debt, he says, should be balanced against 
their long-term recurrent income. 

There is certainly nothing wrong with 





only a property coup on Lantau would al- 
low him to assume his father's mantle in 
the eyes of Hongkong. 

A more down to earth issue is how HKR 
will fund such a coup. The Cha group as a 
whole has seen its cash flow come under 
pressure recently. It has already sold new 
shares to a Taiwan group, raising HK$183 
million to fund construction of another 
residential resort near Phuket, Thailand. 

A variety of factors has also soured the 
group's profit picture. Parent company 
Mingly Corp. saw its pre-tax profits slide 
37%, to HK$176 million, in the year to 31 
March. HKR, dragged down by its hotel 
ventures in Australia, Thailand and Singa- 
pore, posted a small drop in earnings to 
HK$156 million. CDW Industries’ pre-tax 
earnings, meanwhile, plummeted 80% to 
HK$5.4 million, because of a downturn in 
the textile industry and the costs of a new 
factory in Hongkong. 

The group's total debt climbed to 
HK$277 million in the year to March, a 
jump of 67%, with most of the rise coming 
in short-term borrowings. Even with this 
increase, however, debt is still only around 
8% of shareholders’ funds, reflecting the 
Chas’ traditional caution. 

South China Brokerage estimates that 
group debt would rise by at least HK$1 
billion if the group tried to go it alone in 
developing the rest of its holdings (and this 
is without a change in the plot ratio at Dis- 
covery Bay). This would raise debt to 
around 36% of shareholders’ funds — not 


Strategic gamble 


Cha’s choice of partners. 
They are Adriaan Zecha, 
the Dutch-Indonesian ho- 
tel developer; Siegfried 
Beil, once one of Zecha’s 
partners in Regent Hotels 
and now head of Beaufort 
Hotels International; and 
Hongkong-based venture 
capital group Arral & 
Partners, run by former 
investment bankers Anil 
Thadani and Louis 
Bowen. 

Together, they own 
Beaufort Holdings, with 
62% held by the Chas. The 
partnership in turn owns 
50% of Beaufort Hotels International. Ad- 
ditionally, the Chas will eventually own 
100% of two five-star hotels, the Esplanade 
in Darwin and the Heritage in Brisbane, as 
well as 67% of the Sukhothai in Bangkok 
and 40% of the Beaufort in Sentosa, Singa- 
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Cha: risky prestige. 


a big amount by other developers’ stand: 
ards, but quite a leap for a hitherto con 
servative borrower. 

Payson Cha says HKR is already 
talking with other property firms abou 
possible joint-venture development of it: 
Tsuen Wan holdings. Cha also indicatec 
that he may trim his hotel stakes to raise 
funds. 

In Discovery Bay, however, the groug 
does appear ready to rely on its owr 
resources. It has apparently fallen ou 
with New World Development, one of th« 
colony's biggest property firms, whict 
joined HKR in the latest phase of Discovery 
Bay's construction: a dozen high-rise 
blocks, a large area of low rises, and a com 
mercial centre that will open early nex 
year. 

Neither company will discuss the rela 
tionship — but construction of phast 
seven, next to the commercial centre, wil 
start next year with HKR in sole control. 

On the other hand, there is no doubting 
HKR's standing with its residents. Discov- 
ery Bay's inhabitants have frequently ac 
cused the company of exploiting their cap- 
tive position by levying large — and al- 
legedly unjustified — increases in service 
fees. 

Cha heatedly denies these claims, argu- 
ing that he simply wants to ensure that the 
HKR subsidiaries which provide the serv- 
ices break even. There nevertheless re- 
mains the suspicion that HKR is compen- 
sating for cash-flow problems elsewhere. 


pore. The first three are already open and 
the Sentosa hotel was due to open in mid- 
December. 

The cost of the developments, though 
has been high — particularly for the Chas, 
whose only contribution 
to the group has been 
cash. The Cha companies 
which hold the Beaufort 
stake saw their losses from 
the hotel investments 
mount to HK$25 million 
(US$3.2 million) in the 
year to 31 March, com- 
pared with HK$16 million 
in 1990. Broker Citicorp 
Vickers predicts that the 
Chas' will not see a profit 
on the hotel venture until 
1994. 

Australia has been an 
especially expensive envi- 
ronment: with high debt- 
servicing costs, recession 
and a slump in tourism. Hotel analysts 
question why the group chose to build 
five-star properties in Brisbane and Dar- 
win, neither of which has a high volume 
of business travellers. Although Bris- 
bane's Gold Coast is a tourism hot spot, it 
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Among brokers, opinions are more be- 
nign. "HKR's earnings are expected to im- 
prove tremendously in the next four to five 
years,” says Citicorp Vickers. While the 
value of HKR's land bank is not precisely 
known, Citicorp estimates that the com- 
pany's shares are trading at a 50% discount 
to net-asset value, despite a jump in the 
share price after the airport project's an- 
nouncement. 

Even without expanding its develop- 
ment rights on Lantau, HKR's profit growth 
is expected to accelerate. After 1994, 
Citicorp notes, it will begin booking earn- 
ings from the completion of phase seven 
and the Tsuen Wan project. 

South China Brokerage agrees. It esti- 
mates that HKR's profit-sharing agreement 
on the New World phases of development, 
along with rental income from the com- 
mercial centre, will lift HKR's profits by 86% 
in the year to next March — and by further 
large margins in following vears. 

The profit split guarantees HKR 35% of 
the proceeds of any sales by New World at 
more than HK$650 рег ft. As the flats so 
far completed by New World are now 
selling for roughly HK$1,200 a f£ — and 
future ones may fetch more than HK$2,000 
— the Chas can expect to earn around 
HK$300 million, according to the broker- 
age. 

And if HKR wins all the concessions it is 
seeking from the government, the resulting 
run-up in land prices could push its profits 
even higher. a 


has recently seen a fall-off in free- 
spending Japanese visitors. 

In Singapore and Thailand, the pic- 
ture is not much brighter. The Thai Ho- 
tels Association predicts that 1992-94 
will see as bad a slump as the mid- 
1980s, when occupancy rates in Bang- 
kok dropped to 50-65%. Singapore also 
expects a room surplus over the next 
few years. 

Cha retorts that Asian travel and 
tourism will rebound just as the hotels 
begin to make a name for themselves. 
He also notes that the foray into hotels 
has, in fact, already realised some profit: 
US$23 million from a Sydney hotel that 
Beaufort Holdings bought in 1988 and 
sold in January 1989 “at the top of the 
market.” 

Furthermore, Cha says, the terms 
of the four investments include several 
fail-safes. First, the other partners must 
inject US$30 million in equity by Febru- 
ary 1992 or buy back the Cha stakes in 
the four hotels at cost plus interest. And 
the Chas have a put option to cut their 
partnership stake to 50% once all the 
hotels are finished. Cha says HKR may 
take this option if it needs cash. 

п Ed Paisley 
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INVISIBLE HAND 


Half-full, half-empty 


The question of whether Japan is, or is not, building a yen bloc in Asia depends on 


which end of the telescope is looked through. Seen from the US and Europe, the - 


integration of East Asian economies has been characterised as a concerted effort by 


k 


Japan to create a Greater East Asian Co-prosperity Sphere without the use of force. — 


Seen from within East Asia, the growth of intra-Asian trade is the largely inevitable 
result of geographical proximity and rapid, export-led growth. 


In an essay that won this year's Amex Bank Review competition, Jeffrey Frankel, 


who is a professor on the Berkeley campus of the University of California, sets out 
to debunk the view that a yen bloc is forming in East Asia. He succeeds in doing so 
by choosing to define a trade bloc as an organised attempt to corral a group of 
economies into a more cohesive unit. But viewed from East Asia, his evidence 
supports the case that a yen bloc is indeed developing —probably more by chance 
than by government intervention. 

Frankel judges regional economic cohesion by three yardsticks: trade, direct 
investment and currencies/interest rates. By all three measures, integration is 


growing. 
> Trade. The share of intra-regional commerce as a proportion of East Asia's trade 


with the world rose from 33% in 1980 to 37% in 1989. Impressive, but Frankel 
argues that this is not enough to show that a bloc is developing; there has to bea 


growing “bias” towards intra-regional trade. 
Ties that bind Ё 
EastAsia = 





ages: first, the proportion of a region's total trade 
conducted with other countries in the region 
and, second, the region's share of world trade. 
In 1980, the former was 33% and the latter 15% 
which gives a ratio of 2.2. By 1989, the two per- 
centages had grown to 37% and 20% respec- 
tively — a fall in the ratio to 1.85. True, East Asia 
may have become less biased in its trade by the 
end of the 1980s than it was at the beginning, 
but it is still a remarkably high figure. The 
equivalent for the EC was 1.77 in 1989, according 
to one estimate. 

> Investment. Frankel's figures show that in. 
the four years to March 1989, Japan's direct investment in East Asia totalled 
US$19.8 billion, against US$21.1 billion in the EC and US$33.6 billion in the US. 
Japan has indeed invested less in Asia, but no mention is made of the fact that 





the gross product of the region (excluding Japan) is a small fraction of that of the - 


US and the EC. The impact is therefore many times greater on Asia than on the 
West. 
> Finance. When it comes to currencies and interest rates, Frankel is prepared to 


1 


admit that Japan's influence on the region is growing. In 1988-91, Tokyo had a 


dominant effect on interest rates in Singapore and Taiwan, while the influence of 
New York and Tokyo on South Korean interest rates is equally strong. (Hong- 
kong’s currency is pegged to the US dollar, so Japan's influence is marginal.) As for 
the yen, East Ásian central banks are holding a higher proportion of their official 
reserves in yen these days, up from 13.9% in 1980 to 17.5% in 1989. 

If more recent figures had been available, there is little doubt that they would 
help to buttress the case that, by any monetary yardstick, Japan has a dominant 
economic role in the region and that its will continue to grow. To name one 
measure, Japan now exports more to the rest of Asia than it does to the US. 

Whether this is a yen bloc is largely a matter of semantics. It may not look like 
one when compared with the EC and the North American Free Trade Area, but to 
people within East Asia it is becoming increasingly difficult to see it in any other 


Bias is defined as the ratio of two percent- _ 


way. Conspiracy theories, though, can be safely ignored. Japan remains in two — 


minds as to whether it wants to lead a regional economic 
neighbours 
and knowhow. 


2а уа 


ing. And its — 
fear Japanese domination as much as they like the country's capital - 
и Nigel | 
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COMPANIES: 


JAPAN 


Founder's grandson polishes cosmetics firm s image 


Make up and mend 


By Louise do Rosario in Tokyo 


arket opening is not just a phrase 
M of trade diplomacy. It is an in- 
creasingly harsh reality for some 
major Japanese companies. For leading cos- 
metics maker Shiseido Co., even a massive 
and successful reorganisation in recent 
years is no guarantee that the company 
will maintain its pre-eminent role in the 
face of US-driven price regulation. 
Washington has applied persistent pres- 
sure on Japan to open its ¥1.3 trillion 
(US$10.1 billion) cosmetics industry to for- 
eign competition. From April, longstand- 
ing retail price controls will be lifted on 
cosmetics, drugs and other small products 
priced under ¥1,030. In other sectors where 
deregulation has occurred, such as apparel 


= and electrical appliances, the result has 


been drastic price cuts at discount shops, 
mail-order firms and supermarkets. 

Shiseido is better placed to face the 
onslaught of foreign competition than it 
was before Yoshiharu Fukuhara took over 
as chief executive in 1987. By that time, the 
company had grown too complacent, 
seemingly having lost the magic touch that 
made it the industry leader since it was 
founded by Fukuhara’s grandfather 119 
years ago. 

The firm's marketing section was over- 
staffed and its sales force was more inter- 
ested in meeting quotas than in pursuing 
the firm's long-term interests. Rising inven- 
tories at its outlets were masked by still- 
impressive sales and profit figures. But 
however bloated and unresponsive to mar- 
ket conditions, Shiseido's position was pro- 
tected by an exclusionary retail system that 
enabled it to dictate prices and tightly con- 
trol retailers. 

Fukuhara, who joined the company 34 
years ago at the age of 22, knew only too 
well that Shiseido was in need of a shake- 
up. His three-year belt-tightening "New 
Shiseido Plan," introduced in 1988, held 
back sales to retailers to squeeze their in- 
ventories and streamlined the firm's mar- 
keting operations. He also introduced 
higher-margin products with exotic Euro- 
pean names such as Le Maquillage to give 
Shiseido a new, classier image. 

With a strong background in interna- 
tional operations — having served in the 
US in the 1960s and from 1978-83 as head 
of international operations — Fukuhara 
also expanded Shiseido's overseas busi- 
ness, setting up manufacturing bases in 
China and the US, and acquiring some fa- 


70 


mous foreign cosmetics firms in France and 
the US. By 1991, the company had regained 
its leadership status, with a market share 
of 27.5%, up from 25.9% in 1987. Its two 
nearest competitors together held only 26% 
of the market. 

Further, the gains worked to the long- 
term health of the company. Inventories 
with retailers are expected to show a drop 
to 3.8 months in the fiscal year ending 31 
March 1992, from a record 6.2 months in 
1987. The number of marketing subsidiar- 
ies has been reduced to 15 from 72 in 1988, 
and supporting staff to 1,000 from 4,000 
over the same period. 

Shiseido's sales have rebounded as well, 
with growth in fiscal 1991 expected to 
reach 8.7%, compared with 8% in 1990. 
Overseas sales have grown by an annual 
average of 15% in recent years. As a per- 
centage of the group total, sales to foreign 
customers are expected to rise to 20-30% 


uccess 


5 м 


by the turn of the century from a current 
level of 10%. 

The company’s problems, however, are 
by no means all behind it. Sales are likely 
to slow as distribution costs rise and more 
foreign cosmetics companies enter the mar- 
ket after price deregulation in April. Al- 
though only 20% of Shiseido's sales come 
from the cosmetics items facing price de- 
regulation, there are fears that a price war 
could seriously weaken Shiseido's tradi- 
tional strong control over retail prices on 
all its products. 

The fears appear well-grounded. 
Toshiko Binder, an analyst at Jardine 
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Fleming, said years of struggle lie ahead 
for Shiseido, whose smaller retailers will 
be “swallowed up” by the larger ones 
sooner or later. She points to Shiseido’s fail- 
ure in the diaper market in 1986, when 
competitors cut prices by 10-30%. 

Others, though, argue that Shiseido will 
survive deregulation given its heavy in- 
vestment in research and its pole position 
in the industry. They say that in the busi- 
ness of selling cosmetics, service and qual- 
ity count more than price. 

The company is confident it can 
weather the coming challenge given its 
reputation for innovation, and for having a 
sharp eye for aesthetics and clever market- 
ing strategies. And indeed, from its hum- 
ble beginnings as a small pharmacy in 
Ginza, Tokyo’s most prosperous area, 
Shiseido has faced hard times before in its 
struggle to become the world’s third-larg- 
est cosmetics company. 

From the beginning, Shiseido has me- 
ticulously created for itself an image of 
style, quality and innovation. It chose its 
name from the Chinese classics, while its 
logo is an exquisitely designed camellia 
flower. The firm was the first to introduce 
Western-style toothpaste to Japan in 1888, 
and it opened the nation’s first soda foun- 
tain in 1902. 

But innovation and marketing are only 
part of the reason for the company’s long 
history of success. The other is its ability to 
corner market share. In an era of crippling 
hyperinflation in the early 1920s, Shiseido 
struck a deal with its retailers in which they 
agreed to sell only Shiseido cosmetics in 
exchange for a commitment that the firm 
would buy back any unsold products. 

Shiseido since then has acted as both 
manufacturer and wholesaler of its pro- 
ducts. A price-control law enacted in 1953, 
which regulated low-priced items to help 
Japanese manufacturers, further perfected 
the firm’s network. Today, Shiseido has 
25,000 retail outlets that sell its products 
exclusively, roughly half the keiretsu shops 
that handle the distribution of cosmetics 
and pharmaceuticals in Japan. Such a 
tightly run keiretsu is rivalled only by the 
electrical giant Matsushita. 

But even before the spectre of price de- 
regulation, the local cosmetics industry had 
become more competitive. The double- 
digit growth which the sector enjoyed in 
previous decades is disappearing as the 
market matures. Since 1986, annual aver- 
age sales growth has been 3%. Analysts 
predict even slower expansion as popula- 
tion growth declines. 

And as the pie expands less rapidly, 
there are more fingers to contend with. 
Kao, a toiletry manufacturer with little ex- 
perience in cosmetics, launched a highly 
successful cosmetics product line in 1982. 
Since then, its market share has risen from 
a negligible level to 15.3% last year. 

Clinique Laboratories of the US has also 
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There comes a point in every man’s life 
when his place on the corporate ladder 


demands that he executes certain personal 


financial duties. 
E y () M e ' Protecting oneself from the uncertainties 


of life, both natural and economic, would 
certainly figure prominently. 
П Among that list of priorities, one will find 
| 1 ` || [| d 1 ( e that most rewarding responsibility of all. 
The acquisition of a Mercedes-Benz. 
And why not? History repeatedly proves 
how sound an investment that always turns 
" out to be. 
d e i ( e e q ш p 1 ] Recession and the law of capital depre- 
J e 
ciation seem to have but little effect on the 
legendary high resale value of a Mercedes-Benz. 
Consequently, a Mercedes-Benz car 
bought years ago has the uncanny ability of 
fetching a price higher than that originally 
paid for. 
It isn't so inconceivable when you consider 
how the cars are built. 
They are lavished with unequalled 
attention to the finer details of construction 
and technology. 


1 | | | | ! | | I! і | I In safety, no other car manufacturer 
[ 


approaches their exemplary commitment. 


Heo d 


In the most thorough accident survey 
ever conducted, carried out in the US by the 
Highway Loss Data Institute, Mercedes-Benz 
has been conclusively endorsed as the safest 
car in the world. 

What could be more reassuring than this. 

That a Mercedes-Benz is both a depend- 
able car in which to entrust vour financial 


resources as well as your life. 





Mercedes-Benz 


| Engineered to move the human spirit. 
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[ts instant 
recognition for 
over 300,000 
businesses 


When you have thousands of people de- 
pending on you to provide accurate and 
up-to-the-minute information, you can't 
afford delays. Especially when that informa- 
tion will be the basis for future business 
decisions. 

The Registry of Companies and 
Businesses Singapore (RCB) has found the 
answer — Wang Integrated Imaging System 
(WIIS). 

Their WIIS allows them to instantly 
access and recognise the right business 
correspondence from every company and 
business firm they have on file, right down 
to the last letter. 

With the documents on-line, several 
users can access them at the same time. 

The system provides mass optical disk 
storage, fast retrieval and routing, proces- 
sing and faxing of vital records, making the 
RCB more responsive in serving the local 
and international business communities. 

To find out how WIIS can benefit in 
staff efficiency and productivity over the 
labour intensive micrographic systems, 
contact your local Wang office today. 
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done well since it entered the local market 
in the early 1980s. Its products are sold at 
leading department stores such as Sogo 
and Isetan, where traditional cosmetics 
manufacturers have only a small presence. 
Foreign rivals such as Clinique now ac- 
count for 7% of market share, a percentage 
that is expected to rise on the back of de- 
regulation. 

To contend with the new competition, 
Shiseido has been working closely with its 
retailers to re-design shop interiors and to 
provide more detailed advice to customers 
at counters. Within the past two years, it 
has also introduced so-called “CL Shops,” 
or cosmetic counselling centres, which are 
more fashionably designed and which pay 
closer attention to customers than tradi- 
tional retailers. 

Shiseido plans to invite more retailers 
to join the scheme and to increase the 
number of CL Shops to 8,000 by 1993, from 
the current 5,000, Other cosmetics makers, 
though, are taking similar steps. 

To prepare itself for a more crowded 
domestic market, Shiseido is aiming for 
further overseas expansion, an area in 
which it has devoted much effort since the 
1950s. Shiseido’s overseas empire consists 
of 21 subsidiaries and six manufacturing 
plants in 30 countries, employing 3,000 
people. Its products are sold through 7,000 
outlets worldwide. In fiscal 1990, turnover 
from its overseas operations amounted to 
¥59 billion, with Europe, North America 
and Asia each accounting for about one 
third of the total. 

The early days of overseas expansion 
were not successful for Shiseido because of 
inconsistent marketing, say company offi- 
cials. In the 1970s, for instance, it had to 
reduce the number of retail outlets in the 
US because of sluggish sales. 

Under Fukuhara’s guidance, Shiseido 
has teamed up with local partners to gain 
access to local markets. In Spain, the com- 
pany’s products are sold through a local 
textile group which has a retail network of 
170 outlets. In the Philippines, the com- 
pany entered a marketing arrangement 
with Mondragon International in 1990. 

Cash-rich Shiseido has also recently 
opted to acquire existing production facili- 
ties abroad rather than build its own. It 
acquired French salon Carita in 1986 for Y9 
billion and US hair product company 
Ezotos International Inc. in 1988 for US$345 
million. 

In Asia, Shiseido has vet to embark on a 
buying spree. It has only two manufactur- 
ing plants in the region, one set up in Tai- 
wan in 1957 and the other in Peking which 
was opened a month ago. Aside from local 
consumption, its Taiwan products are ex- 
ported to neighbouring countries. The 
33,000 fF, Rmb 40 million (0557.4 million) 
factory in the Chinese capital, however, 
will initially produce cosmetics only for lo- 
cal consumption. 5 
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South Korean firms eye openings in Vietnam 


Seoul mates? 


Trade Ministry estimates. By comparison, - 
Vietnam's exports to South Korea of sea- _ 
food, agricultural products, scrap metal, - 
garments, coal and timber amounted only · 
to US$31 million in the first three quarters _ 
of 1991, according to figures from the Seoul _ 


By Murray Hiebert in Ho Chi Minh City 
mposing new Samsung and Lucky 
І Goldstar billboards greet visitors arriv- 
ing at Ho Chi Minh City’s airport, 
symbolising South Korea’s growing eco- 
nomic enthusiasm about Vietnam. Until 
two years ago, a US-led attempt to isolate 
Vietnam had largely put the country off- 
limits to South Korean businessmen. 

During the first week of December, the 
largest delegation of South Korean busi- 
ness executives to tour Vietnam since 1975 
visited Hanoi and Ho Chi Minh City to 
explore trade and investment opportuni- 
ties. A 30-strong group sponsored by the 
South Korean Chamber of Commerce dis- 
cussed the establishment early next year of 
the first joint South Korean-Vietnamese 
economic cooperation committee. 

In October, the Korea Trade Promotion 
Corp. (Kotra) of the Ministry of Trade and 
Industry quietly opened an “unofficial” of- 
fice in Ho Chi Minh City to help the esti- 
mated 200 South Korean businessmen 
working in or passing through Vietnam's 


S. Korea’s trade with Vietnam 


ne JĀ 2. ' 


economic hub on any given day. The visi- 
tors are trading and scouting out Vietnam's 
cheap labour and the vast potential of its 
natural resources. 

South Korea lifted some of the restric- 
tions on commercial ties with Vietnam fol- 
lowing Hanoi's troop withdrawal from 
neighbouring Cambodia in 1989. Trade has 
risen rapidly since. 

In the first nine months of this year, 
South Korean exports of fertiliser, steel 
products, equipment, chemicals and parts 
for televisions and cassette players reached 
nearly US$140 million, higher than the fig- 
ure for all of 1990, according to Korean 
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government. 

But for most South Korean business- 
men, particularly from large corporations, 
investment opportunities are a more im- 
portant lure than trade. “Vietnam doesn't 
have much power to buy Korean products, 
so our companies are not pointing to Viet- 
nam as a new market,” one businessman 
says. “Instead, we think of Vietnam as a 
production base.” 

Anticipating that Washington will soon 
end its economic sanctions, major South 
Korean corporations have begun opening 
offices in Vietnam to explore investment 
opportunities. South Korean businessmen 
expect Vietnam to establish a trade office - 


in Seoul next year. Vietnamese officials do 


not confirm this speculation, apparently to 
avoid disrupting relations with North Ko- 
rea 


interested in exploiting Vietnam's abun- 
dant natural resources such as oil, coal, tim- 
ber and minerals. They are also looking to 
Vietnam as a source of cheap, skilled la- 
bour to produce such labour-intensive light 
industrial goods as shoes, garments, tex- 
tiles and stuffed toys. 

Other would-be investors are interested 
in developing the country's backward in- 
frastructure once the US allows the IMF and 
the World Bank to resume credits to Ha- 
noi. 

But so far, many South Korean compa- 
nies have been reluctant to invest directly 
in Vietnam, largely out of respect for the 
US embargo. By June, South Korean firms 
had received licences for eight investment 


projects worth US$58 million, which made - 


South Korea the 11th-largest investor in 
Vietnam. 

But big South Korean companies do not 
blame all their reticence on the Americans. 
"The time isn't ready for investment here 
yet," a representative of one of South Ko- 
rea's giant trading houses says. "Vietnam 
still has no regulations and we have no 
investment protection agreement and no 
agreement on arbitration [of disputes]." 
The businessman believes these agree- 
ments can only follow the establishment of 
formal diplomatic relations — which some 





South Korean companies say they are — 
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observers expect to happen as early as next 


year. 
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PROJECTS: THAILA 


Hongkong firm goes ahead with Thai rail system 


Back on track 


By Paul Handley in Bangkok 

ongkong developer Gordon Wu's 

belated commitment in early De- 

cember to build a US$3 billion 
mass-transit project in Bangkok is a testa- 
ment, and possibly a challenge, to his faith 
in his financial and engineering acumen. It 
is also a gamble on a Thai property market 
that looks even creakier than it did a year 
ago when Wu was first granted the conces- 
sion. 

The Thai authorities had given 
Hopewell Holdings, of which Wu is man- 
aging director, until 8 December to agree 
to go ahead with the project or back out. 
The deadline was designed to resolve an 
impasse over unprecedented tax breaks 
demanded by the developer. Failure to 
meet the deadline would have resulted 
in the forfeiture of a Baht 300 million 
(US$18 million) bond deposited 13 months 
earlier. 

Hopewell's integrated transport system 
_ will span Bangkok with 60 km of mostly 
` elevated railway tracks and 48 km of high- 
ways. Wu is counting on lucrative returns 
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By Michael Taylor in Hongkong 

Nine months after signing an US$800 
million syndicated loan for a 120-km 
highway connecting Hongkong and 
Guangdong province, bureaucratic 
squabbling at the People's Bank of China 
(PB) has kept the project from receiving 
the money. 

The delay has yet to result in a work 
stoppage, but it has forced Hopewell 
Holdings, the project's contractor, to push 
back its forecast for completion of the 
highway by six months to December 
1993. 





Gordon Wu, Hopewell Holding's 
managing director, however, says prob- 
lems arising from pre-conditions for the 
loan have been worked out and the 
project will receive its much-needed cash 
in early January. He says the intervention 
of Chinese Premier Li Peng has ensured 
the money will be released quickly. 

If the drawdown takes place, nursing 





CHINA 


Hitch for highway 


from the development of 
large real-estate tracts 
along the railway and 
highway to subsidise the 
road and rail part of the 
system. 

Although Wu wrung 
some minor tax conces- 
sions out of the Thai Gov- 
ernment, his agreement to 
commit to the project 
without the tax breaks 
came as a surprise, not 
least to some senior minis- 
ters who had seemingly 
counted on the tycoon 
backing out. During No- 
vember, it became clear 
that the government was preparing to 
quickly redesign the project and even 
possibly undertake the development itself, 
if Hopewell bowed out. 

Hopewell had argued that tax conces- 
sions that had been agreed with former 
transport and communications minister 
Montri Pongpanich were essential if the 
project was to be viable. Under the hastily 


the complex financing over the final hur- 
dle will have taken all of Wu's tenacity, 
determination and ingenuity. Nearly all 
the US$200 million of initial capital of 
GSZ Superhighway, the joint venture set 
up to oversee the project, has been spent, 
forcing payments to sub-contractors to be 
put on hold. 

Paul Tay of Wardley Capital, agent for 
the syndicate of 20 banks led by Hong- 
kong & Shanghai Banking Corp., Bank of 
China and Dai-Ichi Kangyo Bank of Ja- 
pan, says the final draft of documents 
have been circulated to syndicate mem- 
bers with replies requested “before 
Christmas.” 

The highway will be a considerable 
boost to the economy of southern China. 
It is probably also a more important 
guarantor of Hongkong’s prosperity 
than the territory's port and airport 
plans. 

The highway will directly benefit the 
many Hongkong firms who have shifted 
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signed deal, Hopewell would have been 
exempt from a withholding tax on interest 
on foreign loans and would have enjoyed 
a tax holiday on real-estate development. 
Now, despite the government's subse- 
quent refusal to grant these tax privileges, 
Wu is confident that the financing of the 
mass-transit project will not be a problem. 


No fund raising is likely to be arranged for 


some time, anyway. Wu is 
; sitting on bank balances of 
$ more than HK$5 billion 
* (US$640 million) after a 
rights issue in Hongkong 
in June. 

Eventually, according to 
Wu's estimates, borrowing, 
for the project will be less 
than US$1.8 billion, exclud- 
ing the cost of rolling stock, 
with the first money-rais- 
ing exercise pencilled in for 
1994. At least a portion of 
that will be raised through 
offshore loans booked in a 
country with which Thai- 
land has a double-tax 
treaty. That will avoid the withholding tax 
that snagged negotiations with the Thai 
authorities. In the meantime, Wu expects 
Hopewell will put about US$800 million in 
equity into the project. 

Wu believes that quite a lot of the 
project can be financed out of cashflow. 
Construction mortgages for the flats adja- 
cent to the project will be supplemented by 


their manufacturing operations across 
the border to Guangdong. Estimates of 
the number of Guangdong factories run 
from Hongkong are in the range of 10- 
20,000. 

The loan was delayed because of inter- 
nal wrangling at PB about how to deal with 
the syndicate's concern about the bank's 
earlier loans to GSZ. Before the signing of 
the syndicated loan in March, the bank's 
Guangdong branch loaned Gsz Rmb 250 
million (US$46.5 million) in one credit and 
Rmb 300 million in another to help fund 
the purchases of land needed before 
Hopewell Holdings could approach banks 
for additional financing. The repayment 
schedules of the loans are to begin in 1994 
and 1996. 

As a pre-condition for drawing down 
the syndicated loan, banks demanded an 
assurance from Guangdong authorities 
that PB would extend the repayment 
schedules if GSZ became unable to meet its 
payment obligations on the earlier financ- 
ing. Before it signed the loan in March, the 
syndicate received assurance from 
Guangdong officials that this would not 
be a problem. 

That letter of assurance, however, 
proved impossible to translate into a le- 
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the pre-sale of flats. 

While there is no doubt that the real 
estate located near the main mass-transit 
stations is valuable, Bangkok is facing a 
large glut of office space. According to 
some estimates, and not including the ad- 
ditional space created by the Hopewell 
development, 50% of the city’s prime office 
space could be vacant within two years. 
Rates for new buildings have already been 
cut sharply to attract tenants. 

Design questions still confront Hope- 
well. According to government planners, 
Hopewell’s project comes into conflict with 
other highways and mass-transit systems 
at two dozen significant points. Two 
highways are already under way, and the 
contract for Lavalin International’s US$2.5 
billion skytrain concession is expected to 
be signed by the end of January. 

At the most serious point of conflict — 
right outside the window of the govern- 
ment's main planning office — the system 
could be forced as high as 33 metres. Such 
an elevation would not only be expensive, 
it would also violate height restrictions for 
the area, which includes the Thai king's 
Chitrlada Palace. 

The Thai planners say Hopewell engi- 
neers have refused to consider alternative 
proposals suggested by government con- 
sultants. Senior economics minister 
Phaichitr Uathavikul has publicly stated 
that these envisaged technical problems 
must be resolved for Hopewell to proceed 
with the mass-transit project. a 


gally binding document until Novem- 
ber, largely because the PB branch in 
Guangdong was unwilling to sign it. 
The branch says its inflexibility 
stemmed from a determination to fol- 
low directions from the head office in 
Peking on the necessity to reclaim loans 
on time. 

“Finally, I got so fed up I asked for 
and got a meeting with Li Peng in Oc- 
tober’.” Wu says. "He said, "Yes, okay, 
we can accommodate that’.” Wu says 
that Li's office is currently putting 
pressure on the Guangdong branch to 
fall into line. “Li said he would like to 
cut the ribbon at the opening of the 
road. I told him I'd prefer it if he'd cut 
the red tape,” Wu says. 

Tay says a compromise was reached 
that allowed PB to meet syndicate re- 
quirements without being seen to back 
down. Although details have yet to be 
worked out, Guangdong authorities are 
apparently willing to guarantee the ini- 
tial project loan or act as a pass-through 
borrower for Gsz. “How they allocate 
the loan among themselves doesn’t 
matter to us,” Tay says, “so long as we 
can have a document that is legal and 
binding.” а 
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BANKING 


Japan worried about regional capital crunch | 


Cash blockage 


By Anthony ‚ Rowley c in Kuala Lumpur m 
\ sia is beginning to take seriously the 





threat of a global savings shortage, 

which could limit the region's eco- 
nomic development if the former Soviet 
bloc absorbs funds from international capi- 
tal markets. Japan is now trying to ensure 
that Asia's dwindling current-account sur- 
pluses are retained within the region to 
Offset such shortages. An impending capi- 
tal crunch preoccupied the Japan-domi- 
nated Asian Bankers' Association (ABA) at 
its annual meeting in Kuala Lumpur on 9- 
10 December. 

Japanese bankers claimed that the 
choice of venue was unconnected with 
Malaysia's efforts to involve Japan in a new 
East Asian Economic Caucus (EAEC) com- 
prising Asean, the NICs and China as well 
as Japan. Even so, Malaysian finance min- 
ister Anwar Ibrahim declared the gather- 
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ing to be “in line with the spirit of the 
EAEC.” And Japanese former senior finan- 
cial bureaucrat Tomomitsu Oba urged 
Asean countries to support the EAEC — in 
addition to the Apec (Asia-Pacific Eco- 
nomic Cooperation) process. Japan for- 
mally backs the latter, but has not given its 
official blessing to the former. 

Oba pointed to economic regionalism 
elsewhere and cited an “urgent need” to 
strengthen economic cooperation in Asia 
in areas such as capital markets. There are 
growing indications that Japan may actu- 
ally have prompted Malaysia to suggest 
the formation of a Japan-led EAEC. It also 
appears that the Japanese bureaucracy is 
now advising on the proposed caucus be- 
hind the scenes. So the ABA meeting inevi- 
tably took on political significance. 
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Japan's direct investments in, and trade 
with, the rest of East Asia have been the _ 
factors cementing regional economic — 
integration. But Tokyo now seems intent . 
on canvassing support from Asian bankers _ 
for stronger financial and capital-market i 
inks. 


ABA chairman Tetsuya Horie of Japan's — 
Long-Term Credit Bank (LTCB) urged 
Asian governments and banks to cooper- 
ate in ensuring an adequate supply of sav- 
ings and long-term commercial-bank loans | 
and in fostering capital-market develop- 
ment. E 
In the absence of hard data on global 
capital needs in the 1990s, it is difficult to 
separate Japan's genuine concern over im- 
pending shortages from its desire to foster 
discreetly the formation of an Asian eco- - 
nomic bloc. Such a grouping would in- . 
crease Asia's bargaining power vis-a-vis - 
the US and Europe. ў 

But Japanese officials appear convinced 
that capital shortages will arise. Oba cited — 
a global demand for private funds 
(equivalent to aggregate current-account 
deficits) of US$260 billion in 1992. Of this, - 
US$90 billion would be incurred in deve- — 
loping countries and US$30 billion in Asia 
(principally in Thailand, India and South 
Korea). 

Japan would probably supply US$60 
billion towards meeting the global capital 
shortage, of which around US$11 billion 
would go to Asia, said Oba. The four other 
major surplus countries of Germany, Tai- 
wan, Switzerland and the Netherlands 
would supply US$70 billion and multilat- 
eral institutions a further US$20 billion. 

This leaves a projected financing gap of 
over US$100 billion. This shortfall is tradi- 
tionally financed by what the IMF calls 
"errors and omissions," which is thought 
to include a high proportion of laundered 
drug money. 

Even the capital-surplus countries face 
domestic demands for funds. Tokyo has . 
promised under the Structural Impedi- 
ments Initiative to spend an additional 
¥430 trillion (US$3.3 trillion) on public in- 
frastructure over the next 10 years. Taiwan 
plans a US$300 billion capital-works pro- 
gramme over the next six years. And Ger- 
many is involved in economic reconstruc- 
tion. 

Shiro Yokoi of LTCB suggested that, over 
the next 10 years, US$4 trillion is likely to 
be transferred from OECD countries to the 
former Soviet bloc and Eastern Europe. 
This, he says, could crowd out the US$2.5 
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trillion Asia (excluding Japan) will need to 
spend on infrastructure. 

Development assistance could prove 
inadequate to the task of funding Asia's 
infrastructure p me, with Japan and 
the US each spending about US$10 billion 
a year on official aid. This is where the 
capital crunch is likely to hurt Asia. 

Many policymakers are assuming that 
Asian private-sector borrowers will con- 
tinue to enjoy access to private capital 
markets, but this cannot be taken for 
granted. As US former Federal Reserve 
vice-chairman Manuel Johnson warned in 
Kuala Lumpur, "structural imbalances be- 
tween savings and investment" among G7 
countries will make it hard to maintain 
open markets for capital flows in future. 

Asia's capital needs have been amply 
funded in recent years by Japanese foreign 
direct investment, which accounts for 
around 30% of Japan's total capital out- 
flows. Portfolio investments (around one 
third of which go to the rest of Asia) ac- 
count for around 60%. 

But very little of this money finances 
infrastructure investment, which is largely 
paid for by Japanese aid. And there is little 
likelihood that Japanese commercial banks 
will increase their current annual flows of 
around US$6 billion to the rest of Asia. 

International capital-adequacy regula- 
tions are crimping Japanese commercial- 


bank lending. Oba estimates that, largely 
. as a result of the regulations, Japanese 


banks reduced their total liabilities by 
US$65 billion, almost one fifth of the total, 
between January and September 1991. 

One answer, according to LTCB's Yokoi, 
might be for institutions like the Asian De- 
velopment Bank (whose balance sheet 
gives it the capacity to lend but lacks ade- 
quate funds) to guarantee loans from Japa- 
nese banks, which have the funds but lack 
the balance-sheet capacity. 

But Japanese banks rely heavily on bor- 
rowing dollars short-term in the Euro- 


. markets and lending them long-term in 


Asia. Jiro Otsuka of the LTCB argues that 
Germany's role of providing liquidity to 
the Euromarket is rapidly diminishing. So 
Japanese banks will find it harder to bor- 
row dollars in future. 

One solution might be for Japanese 


. banks to step up their presently low pro- 


portion of yen-denominated loans in Asia. 
An idea floated by Japanese bankers in 
Kuala Lumpur was for the yen, or possibly 
an Asian Currency Unit, to supplement the 
US dollar and the Deutschemark as a cur- 
rency in the region. 

But some Asian countries remain wary 
of borrowing yen because they fear that 
the Japanese currency may appreciate 
strongly. At the same time, they are reluc- 
tant to accept a higher proportion of yen in 
export earnings as long as Japan lacks ade- 
quate short-term securities markets in 
which to invest them. 0 


ECONOMIC 


MONITOR: 


PHILIPPINES 


Season of good cheer 


he Christmas holidays and presi- 
dential campaign spending for 
next spring's elections are manag- 
ing to conceal the fragile state of 
the nation's economy. But politics and 
holiday optimism may yet combine to trig- 
ger a significant upturn in the economy 
between now and the 11 May elections. 

Politicians will be dipping into their 
campaign war-chests, pumping a massive 
amount of cash into the local economy in 
what amounts to a rare exercise in income 
redistribution. An election-related con- 
sumption boom could combine with a 
honeymoon period for the incoming ad- 
ministration to produce an economic re- 
covery well into 1992. 

There is confidence as well that Presi- 
dent Corazon Aquino and her economic 
lieutenants — Finance Secretary Jesus 
Estanislao and central bank governor Jose 
Cuisia — will not allow incumbent politi- 
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cians to use state coffers and the central 
bank's printing press for election spend- 
ing. If so, annual inflation should remain 
in check, after declining to 15.8% in No- 
vember from the previous month's 17.4% 
and the September peak of 19.3%. 

Public confidence that an economic 
turnaround is on the cards is helping to 
boost consumer activity. Economist Mahar 
Mangahas of Social Weather Stations Inc. 
reports that his firm's most recent "index 
of economic sentiment," completed in Sep- 
tember, rose to 121 points from its July 
level of 100. 

The Philippines, though, remains in the 
grip of recession. A macroeconomic 
stabilisation programme predicated on a 
tight monetary policy and import restraint 
has exacted a heavy toll. Inflation-adjusted 
GDP has declined in each of the past four 
quarters ending in September, though the 
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rate of decline has slowed. 

In the third quarter of this year, the de- 
cline in GDP was 1.1%, slightly less than the 
previous quarter's 1.7% slump, an indica- 
tion that the bottom of the cycle may have 
been reached. GDP growth is expected to be 
roughly 1.59; this year, compared with 
1990's 2.5% growth. 

The future direction of the economy 
depends largely on the government's 
ability to nail down a new lending pro- 
gramme with the IMF. The Aquino admin- 
istration is proposing a series of major tax- 
reform measures, but appears hamstrung 
by the legislature's reluctance to address 
the issue in prelude to the May elections. 
Finance Secretary Estanislao remains con- 
fident that most of the package will be 
passed soon, including reforms at the de- 
partments of internal revenue and customs 
which are crucial to gaining access to IMF 
funds. 

Estanislao also told the REVIEW that 
power tariffs at National Power Corp. 
(Napocor) must be raised by P0.27 per 
kilowatt-hour to win the IMF's seal of good- 
housekeeping. The utility's financial situa- 
tion has deterioriated sharply this year, 
costing the government P5 billion (US$190 
million) in support for Napocor, nearly 
20% of the estimated P26.6 billion budget 
deficit for the fiscal year ending on 31 De- 
cember 1991. 

Estanislao is confident the tariff increase 
will be in place by February, but 
Malacanang Palace has been giving in- 
dications that it may not go through with 
the decision. Other solutions, such as a re- 
duction in the cost of fuel sold by another 
state firm to Napocor, are still being 
evaluated. 

Another uncertainty hanging over the 
economy is whether Manila can wrap up a 
new debt-restructuring agreement with its 
bank creditors, which involves US$5.3 
billion in loans. The Aquino administra- 
tion has put the agreement on hold because 
of the banks' demand that debts linked to 
a controversial nuclear plant be included 
in the agreement. These debts have become 
a political football in the Philippines, de- 
creasing the chances that an accord can be 
struck and placing in doubt new financing 
from the banks. 

A final negative factor hanging over the 
economy is the presidential campaign it- 
self. If the campaign proves to be too divi- 
sive, the prospects for stability under a new 
government will be severely damaged, in 
turn frightening local and foreign investors. 


alike. m Rigoberto Tiglao: 
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Kazakhstan asks Pakistan 
for USS300 million credit 


> Kazakhstan has asked Pakistan for a 
medium-term credit of US$300 million 
against deliveries of copper, lead, zinc, 
wheat and other commodities over the 
next year, according to reports in 
Islamabad. The request was made to a 
Pakistani ministerial and business 
delegation which visited Alma-Ata. The 
reports said the head of a Pakistani 
business house, Sultan Arfeen, had 
offered to arrange the credit, having 
already offered US$5 million in supplier's 
credit for exports of engineering goods 
from Pakistan. 


Australian court rules 
Bond must repay loans 


> An Australian court ruled on 10 
December that former tycoon Alan Bond 
must repay US$194.6 million in loans he 
personally guaranteed for the funding of 
a nickel refinery in Queensland. The 
decision by the New South Wales Court 
of Appeal moved Bond a step closer to 
personal bankruptcy. Leading the 
aggrieved banks in the suit was 
Hongkong Bank of Australia, a unit of 
Hongkong & Shanghai Banking Corp. 


Peking authorities curb 
labour. housing markets 

> Peking's city government has 
announced crackdowns on incipient free 
markets in housing and labour. An 
inter-departmental group has been 
formed to suppress the secondary market 
in government housing. So far, the group 
has dealt with more than 100 cases valued 
at Rmb 40 million (US$7.4 million), 
resulting in 11 arrests, according to local 
reports. The city administration also 
announced strict legal measures against 
any Chinese who bypass government- 
controlled service monopolies to work for 
foreign businesses, diplomats or media 
organisations. 


Lau brothers reprimanded 
for privatisation tactics 

> Hongkong's Securities and Futures 
Commission (SFC) reprimanded 
businessmen Joseph and Thomas Lau on 
9 December for seeking to influence 
unfairly minority shareholders in an 
attempt to privatise Chinese Estates. The 
SFC said lobbyists for the Lau brothers’ 
flagship, Evergo International, had 
approached shareholders voting against 
the privatisation and warned them that if 
it failed, Chinese Estates would make a 
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costly rights issue. Minorities have 
attacked the proposed share swap, which 
must be approved by at least 75% of 
Chinese Estate's independently held 
shares. They said it represented a 37% cut 
in net asset value. 


Fraser & Neave, Heineken 
to brew beer in Vietnam 


> A Dutch-Singaporean joint venture, 
hoping to capitalise on Vietnam's growing 
beer consumption, is to invest US$25.5 
million to upgrade a brewery in Ho Chi 
Minh City. Asia Pacific Breweries (APB), a 
partnership between Fraser & Neave of 
Singapore and Heineken of the 
Netherlands, will hold 60% of the shares 
in a cooperative venture with Ho Chi 
Minh City’s Food Company No. 2. The 
brewery, which will have an initial 
capacity of 30 million litres a year, will 
produce Tiger beer under a licence from 
АРВ, later adding Heineken. Singapore 
lifted its investment ban on Vietnam in 
November. 


Business indicators 
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Singapore firm to assemble 
cars, motorcycles in Burma 

> Ban Hin Co. of Singapore has formed 
a joint venture with Myanmar Economic 
Holdings Co. to assemble cars, 
motorcycles and scooters in Burma and to 
carry on general trade. The venture is 
capitalised at Kyats 10 million (US$1.6 
million), shared equally by the partners. 
Myanmar Economic Holdings is the 
biggest private company in Burma, and is 
wholly owned by retired and serving 
military personnel and military 
organisations. The company has also 
recently formed an electronic-goods 
trading concern with Siemens of 
Germany. Myanmar Electronic Systems 
will set up a trading agency and service 
centre. Siemens will contribute 60% of its 
Kyats 15 million capital. 
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Malaysian central bank 
intervenes at insurance firm 
> Malaysia's central bank removed the 
senior management of one of the 
country's largest general insurers, Pan 
Global Insurance Bhd., on 10 December. 
Bank Negara appointed a group of 
temporary managers to run the firm and 
ordered Pan Global "to take various steps 
to rectify its insolvency deficiency and to 
rehabilitate the company." Malaysia's 
insurance industry has been troubled by 
financial difficulties and mismanagement 
since the mid-1980s. 


Indonesian cigarette firm 
protests at clove ruling 

> In an apparent protest against 
government policies, Indonesia's largest 
clove cigarette maker, Gudang Garam, 
sent 32,000 workers on leave for three 
days from 5 December. The laid-off 
workers represent two thirds of the 
company's workforce. Gudang Garam 
gave as its reason a delay in receiving 
excise tax stickers from the government's 
customs agency — a charge the agency 
denied. Industry sources said Gudang 
Garam was protesting against a recent 
rule which forces cigarette makers to buy 
cloves from a trading monopoly 
controlled by President Suharto's 
youngest son, Tommy. Proof of purchase 
is now required when manufacturers 
apply to the customs agency for tax 
stickers, which must be displayed on all 
cigarette packs. 


Arianespace wins contract 
to launch Thai satellite 


> European consortium Arianespace beat 
US and Chinese competitors for the 
contract to launch Thailand's first 
communications satellite. Shinawatra 
Computer and Communications, holder 
of the Thai satellite concession, signed a 
contract with Arianespace on 6 December 
to launch a Hughes Aircraft-built satellite 
in late 1993 or early 1994. 


Overtime in Japan shows 
biggest fall for 16 years 

> Japanese workers’ overtime hours fell 
by the biggest margin in 16 years in 
October, according to the Labour 
Ministry. The average was down 8.896 
from a year earlier, at 14.6 hours a 
worker. The previous record decline was 
a 9% drop in 1975. October was the 10th 
consecutive month in which the overtime 
figure has registered a year-on-year 
decline. 
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BUSINESS AFFAIRS 
PRICES AND TRENDS 


Commodities 





Currencies US$1 worth 


Previous 3months Year Spot Previous 3 months Year 
Last sale to 9 Dec. Latest week ago ago 9 Dec. ratet weekt agot agot 
Gold London (2) 37045 367.70 35160 374.05 Ашлы e dollar 1.2919 ! zn P As E x5 
я : taka 3770 3 
Copper New York (3) 
Current delivery (Dec.) 98.90 10260 106.60 110.15 Britain pound 0.5522 0.5639 0577 05139 
Jan. delivery 98.80 Brunei dollar 1647 1.6615 17025 17125 
= Burma’ kyat 6.265 6.265 6.35 590 
Aluminium London (7) н 
Current delivery (Dec.) 1107200 1,131.50 12580 1.54500 Canada dollar 1.1357 1.1336 . 11401 1.1571 
- Koala La 1480 un 1490 15.19 France franc 5371 $507 5.76 5.0015 
m eet eed } Germany mark 15691 16125 1.6937 14727 
Cotton ork (3) Hongkong dollar 7773 7761 7.7515 7.802 
Current delivery (Mar. 2n 575 Бу — India rupee 258197 25.8264 257832 18.0522 
ا‎ ааа — ` indonesia rupiah 1900 198500 196600 1,889.00 
Rubber umpur (8) in 3 130.1 1 1 
Current delivery (Jan.) 21950 22000 22600 24150 — yn и 2 а= =e 
: Macau* pataca 8.05 8.05 8.05 8.05 
Bu. Om 25 Malaysia dolar 2799 27515 276988 206 
Jute = Dhaka (11) 365.00 380.00 380.00 410.00 Nepal’ rupee 4270 42.70 4270 24.00 
Palm Oil Kuala Lumpur (4) New Zealand dollar 1.795 1.7771 17167 1.6545 
Current delivery (Dec.) 870.00 861.00 79700 82000 Pakistan rupee 24.515 2461 2460 21.8281 
Feb. 58740 Papua N.G. kna 0.9456 0.9443 09452 09501 
New York (3) Philippines peso 26.70 26.69 2700 27944 
Current delivery (Mar.) 883 892 920 960 Ѕіпдароге dollar 1647 1.6615 1.7025 1.7125 
Мау delivery 875 South Korea — won 75500 75450 142 71550 - 
Singapore (3) Sri Lanka rupee 4158 4158 _ 4145 39.918 
Sarawak Asta ЫК 100% 210.00 210.00 22250 0 Switzerland franc 1.3865 14258 1.4858 1.261 
Wheat Chicago (5) Taiwan NT dollar 25.7505 2581 26.565 2115 
Current delivery (Dec.) 385.20 368.20 31300 253.00 Thailand baht 25.38 25.465 25.62 25.155 
Маг, delivery _ 5 579.80 Communist countries: China /55-Ато 5 398 HAS-Aimb 08905 
Маіге hicago (6) Soviet Union US$=Rouble 0.5731 Laos US$=Kip 705.00 
Current delivery (Dec.) 237.20 238.60 24500 22600 Vietnam US$=Dong 13,000.00 Cambodia US$=Riel 1,000.00 
кеит NN Other: SOR1-USS1.40949 ECUT-USS1 29245 S$-M$1.66505 
Bangkok (7) * 
5% white fob _ жо 292.00 30700 26500 Official rate ¢Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for official rates 
{5 2 m 
ҮШ) — 555.20 557.00 57460 59500 Currency deposit and bond yields 
Mar. delivery 562.20 
————— Now York 7) бисар) ad Adan comique un SRE EM 5 эй 
ere Kee 1,8500 11680 1,188.00 9 Dec. month months months months bonds yield 
Coffee — New York (3) —— uss __ 4875 49 44375 45905 1 720 
Current delivery (Dec. ) 7650 79.00 8708 8850 Sterling 10.625 10.625 10.50 10.50 970 
Mar. delivery 80.65 Yen 628125 60625 58125. 5625 — 565 
Petroleum Swiss Fr. 8.0625 8.0625 195.  7]85$ — .— — 
Sumatran light Tokyo (10) 19.20 20.20 1925 27.10 Dm 95625 94375 94375 9378 8.26 
Brent London (10) 19.35 21.47 1983 2693 AS 8.00 7.8125 735 735 970 
ар aa 7 7 [ 7 
(1) M$ akg (2) US$ an oz (3) USc alb (4) M$ a tonne (5) USc a 60 Ib bushel EA ч m im 15 25. HS 
16) USe a 56 Ib bushel (7) US$ a tonne (8) PSS1, Me akg (9) S$ a 100 kg (10) US$ a barrel — : T = 
(11) ВМО, ChitagongMong. US$atonne Source: Telerate, Intemational Jute Organisation +Otfered rate Source: Telerate, Salomon Brothers 








Economic indicators, selected Asian countries 


Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1| 
1990 : 5 23 44) 7 56 9:8 
1991 2 6 3-4 3.5-4(4) 7 38 86 
International Reserves 5) 
Latest US$16.25b (Sept) US$38.58b (Jul) na. US$1.91b (Sept) US$8.47b (Aug) US$69.86b (Sept) US$9.88b (Apr) 
Year earlier US$15.18b US$25.46b па, US$2.99b US$5.68b US$76.34b US$7 74b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.82b (Ju-Sept) «US$247b(Aug-Oct) +05$0.980 (Aug-Oct) — -US$0.59b (May-Jul) +US$1.09b(6) (Jun-Aug) —«US$22.86b (Aug-Oct) -US$0.74b (Jun-Aug) 
Previous 3 months «US$1 46b +US$2.43b -US$0.60b -US$0.54b -US$0.15b +US$18.12b -US$1.19b 
Year earlier -US$0.31b *US$2.95b +US$0.68b -US$0.80b +US$0.21b «US$13.63b -US$0.05b 
Exports ©) 
Latest 3 months US$10.98b US$18.94b US$27.00b US$3.79b US$7 42b/8) US$80.92b US$8.86b 
% change previous 3 months «20 +43 +19 19.9 +13.8 +59 +10.6 
% change year earlier +10.9 +148 +183 423 +30.9 48.1 2 +217 
Imports (7) 
Latest 3 months US$10.16b US$16.48b US$26.02b US$4.39b US$6.33b/8) US$58.06b US$9.600 
% change previous 3 months +9.8 +47 +1.6 -16.9 52 +0.4 +4.3 
% change year earlier А 27 421.5 +175 444 4159 ` +52 4310 

as 

Base Jul 80-Jun 812100 Sept 1990=100 Oct 84-Sept 85=100(2) 19824100 Apr 88-Mar 89«100 1990-100 1990-100 
Latest 3 months index average 251.7 (Jul-Sept) 104.511) (Sept) 162.1 (Aug-Oct) 213.3 |Jun-Aug) 126.3 (Aug-Oct) 103.2 (Jul-Sept) 104.8 (Aug-Oct) 
% change previous 3 months +0.6 na. +17 +54 +37 unchanged +02 
% change year earlier +33 45 “18 +135 +93 +32 48 X he 
Money Supply (3) 
Latest А$205,070(9) (Sept) ^ Rmb 1.561.860 (Jan-Mar) HK$607.62b (Sept) Rs 2.80t(9) (Aug) Rps 90.48t (Jul) 504.111 (Sept) M$89.23b (Jul) 
* change previous month «09 464/10) +28 308 +31 +0.3 +1.0 
% change year earlier +4.0 +30.6 +138 +169 4269 422 +13.1 


(1 Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) IMF definition of reserves minus gold except for Singapore (6) ob (7)cif — 
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Stockmarkets 


a a a Tokyo falls as economy sours a a a property scrip leads Hongkong decline а а т 
Sydney slumps on political uncertainty = a a Straits bourses gain on selective buying т m т 
Bangkok climbs on political optimism in week ended 10 December m т a 
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BUSINESS AFFAIRS 


SHROFF 





The Pyongyang play 


ei Hong Leong has made the leap 

from Singapore asset raider to the 

proprietor of North Korea's first 

international bank. It is not as big 
a jump as it first appears. In business 
everywhere, whom you know matters as 
much as what you know. Further, Oei has 
made his money by trading assets one step 
ahead of the pack. And the North Korea 
gambit seems to be part of that pattern. 
The difference is that this time Oei is acting 
on behalf of a government instead of just 
himself. 

Gone are the days when North Korea 
could lean on its Leninist 
neighbours for some cheap oil 
or easy credit to see it through. 
Now the Great Leader, Kim Il 
Sung, needs someone to move 
out the zinc and cement, and 
bring in the gasoline and con- 
sumer goods — someone, in 
short, who can do deals with 
the minimum of fuss and the 
maximum impact. With the 
help of the Chinese Govern- 
ment, Kim found Oei, a man 
who doubled his money within 
a year by buying and selling 
one of Singapore's biggest 
shopping centres. 

Oei's Hongkong-listed Ruby Holdings 
announced last month that it would pay 
US$15.3 million for 51% of newly estab- 
lished United Development Bank (UDB) 
alongside joint owner, Osanduk General 
Trading Co., a financial-services enterprise 
of the North Korean Government. In addi- 
tion, UDB will be allowed a wholly owned 
subsidiary inventively called the Korea In- 
ternational Trust and Investment Co. 
(KITIC). KITIC has been given the right to 
trade in virtually anything it wants, as long 
as the goods start or finish their journey in 
North Korea. 

UDB has been given the candy store, per- 
haps because none of its principals are 
South Koreans, who have been Pyong- 
yang’s most aggressive and distrusted suit- 
ors. It was granted three years' exemption 
from local taxes, no restrictions on foreign- 
currency movement, government guaran- 
tees on all its foreign and domestic loans, 
tax-free salary payments and the right to 
open branches anywhere in the country. 

Not only that, Oei saw to it that Ruby's 
exposure would be limited should things 
get rocky during the UDB start-up. Peking- 
owned China International Trust and In- 
vestment Co. (CITIC) has three months to 
take up an option to acquire 25.5% of UDB 


from Ruby. That gives Oei's new banking 
chief in North Korea, a former Peking- 
based People's Bank of China man, the 
time to negotiate a branch network with 
his old employers, which will extend 
from Changchun in Manchuria to Shang- 
hai. 

The Great Leader deserves credit for 
enlisting Oei's restless entrepreneurial en- 
ergies. It will probably serve Kim better 
than the offer made in mid-December by 
the Reverend Moon Sun Myung to invest 
US$2 billion in North Korea. But Shroff 
wonders whether Oei really has left his 





heart in Pyongyang; after all, he has just 
renamed Ruby as China Strategic Invest- 
ments. 

The payoff for China Strategic share- 
holders might come sooner from Oei's ef- 
forts to help mainland-Chinese firms float 
on the Shanghai Stock Exchange. It seems 
that he is stalking arbitrage possibilities 
there with the help of officials, who are in 
his debt for coming to the aid of their 
North Korean ally. 

Shareholders might also benefit from 
the beginnings of a chain of department 
stores in Manchuria which are part-owned 
by China Strategic, or any number of other 
deals in China that Oei has up his 
sleeve. m Jonathan Friedland 


There must be few stockmarkets where 
bank shares would lead a rally in the face 
of declining real-estate prices, but the feat 
has been achieved in Thailand. Shares in 
Bangkok Bank are now 28% higher than 
they were in early October, while the Stock 
Exchange of Thailand (SET) index is up 
5.5%. 

One reason is that the sector is under- 
valued, with Bangkok Bank on a historical 
price-earnings ratio of under five and a 7% 
yield. But this is only a small part of the 
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story. Shroff understands that the Bank of 
Thailand (BOT, the central bank) will speed 
up the implementation of international 
capital-adequacy rules for the banks at the 
start of next year. Thailand wants its banks 
to meet the regulations by March 1993 in 
line with the Basle Accord. 

Again, Thailand bucks the trend. In 
most markets, these rules would be a 
trigger to sell bank shares. Banks would 
have to issue equity to raise capital or 
sell assets to meet the regulations, but in 
Thailand, the cash calls have already 
occurred and the imminence of the new 
regulations could be the sig- 
nal to push the sector higher 
still. 

For one thing, the BOT has 
long insisted that the country's 
banks should have a capital- 
adequacy ratio of 8%, the same 
as the international standard 
(though the definition of what 
constitutes capital and assets 
has been different). 

But a more important rea- 
son is that banks will be 
able to count the market value 
of their property holdings to- 
wards "second-tier capital," 
which comprises half the total 
capital under international regulations. 
Until now, tax rules have caused Thai 
banks to hold real estate on their books at 
cost. For Bangkok Bank, it is estimated that 
the difference between the book value and 
the actual value of its properties is around 
US$600 million. 

In future, the banks will be able to in- 
clude many of these assets on their balance 
sheets at more up-to-date values — with- 
out having the gains heavily taxed — as a 
result of expected changes in tax policy. 
This suggests that banks will not have to 
issue more shares for perhaps two years, 
say some analysts, a welcome respite from 
the cash calls of the recent past. During 
1991, the вот delayed the introduction of 
the international capital-adequacy rules to 
force the banks to raise more first-tier capi- 
tal from investors. 

The downside risk is that banks will 
have to account publicly for off-balance- 
sheet liabilities. Thai banks have been 
busy over the past 12 months brokering 
loans offshore for domestic corporate cli- 
ents, and then providing guarantees for 
the loans. The bets are that the proper- 
ty revaluations will more than outweigh 
the accounting of the off-balance-sheet 
items. m Paul Handley 
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VIEWPOINT 


The Commerzbank report 
on German business and finance 12/91 





The German economy in 1992: 
Highest growth among G7 countries 


Following the German economy is 
not an easy task at present. While separ- 
ate statistics for the eastern and western 
parts are becoming less meaningful, all- 
German figures, assuming they are avail- 
able, are often of limited value. Econ- 
omically speaking, unification has been 
superimposed on the cyclical pattern in 
western Germany, blurring the picture; 
and eastern Germany is in the throes of a 
severe restructuring crisis. 

A dramatic shift of demand and pro- 
duction from east to west in the first year 
of unification boosted western German 
growth by about 2 percentage points, but 
aggregate output in eastern Germany 
shrank by about one-third. Now, however, 
economic activity is beginning to pick up 
in the east as it slackens in the west. 


Rebound in second half 


In addition, western Germany’s econ- 
omy is feeling the effects of foreign 
orders having fallen to a fairly low level 
and a tight monetary policy and tax 
increases at home. While export orders 
have firmed in recent months, no signifi- 
cant revival of western German deliver- 
ies abroad can really be expected before 
next spring. Taking all these factors into 
account, we forecast slow growth up to 
mid-1992. Thus, despite the impact of 
unification, western Germany is not in 
for a recessionary episode. 

In the second half of next year growth 
in the west should rebound as world 
trade accelerates and an investment 
boom in eastern Germany provides a 
boost for the western German capital 
goods industries. In the fourth quarter 
of 1992 real GNP in the west should 
be 31/2% higher than a year earlier. 


“A new approach is needed 
to reap the potential 
benefits of German unity.” 





It is hard to make a clear-cut forecast 
for eastern Germany. The available in- 
formation is still incomplete; is less pre- 
cise than the data for the west; and, most 
important, no cyclical pattern can be dis- 
cerned. Nevertheless, the figures at our 
disposal suggest that real 
GNP in eastern Germany 
will increase in 1992 by 
10% to 15%, While this is 
hardly spectacular given 
the magnitude of the de- 
cline in the previous two 
years, it will still be 
enough to push all-Ger- 
man growth next year up 
to about 3%, which will 
probably be the largest 
rise posted by any G7 
country. 

Growth could be 
undermined by three 
potential problems. First, 
the danger exists that the 
unions will show even less discipline 
in their wage demands. Increases in 
western Germany's hourly wages have 
averaged 61/290 іп 1991, about 2 per- 
centage points too high given the trend 
for productivity plus the 2% inflation rate 
accepted by the Bundesbank. However, 
the first settlements for 1992 indicate 
that pay increases will not exceed those 
awarded this year. If so, the threat of 
further monetary tightening will recede. 
Secondly, nobody can say with any cer- 
tainty when market forces will replace 


government spending as the driving force 
behind recovery, especially in view of 
the excessive wage claims. Thirdly, a 
recovery in the U.S. is still in doubt. 
The German policy mix is still high- 
ly unbalanced, with monetary policy 
shouldering the anti-inflationary burden. 
At first glance, the fiscal outlook seems to 
have improved, due to difficulties in ad- 
ministering large spending programmes 
in eastern Germany which have kept out- 
lays significantly below projected levels. 





1) at constant prices; change on year in %; forecasts rounded to the nearest half 
or full percentage point; 2) includes intra-German trade; 3) all-German figures. 


For 1992, the deficit may be slightly 
lower (DM 115 billion). But if the 
Treuhand's shortfall is included, the 
1991 figure rises to DM 150 billion, 
with no significant improvement likely 
next year. 

Politicians and the electorate must 
finally realise that the challenge of uni- 
fication cannot be met by marginal cor- 
rections here and there. Indeed, a new 
approach will be needed in order to reap 
the huge potential benefits of German 
unity. 
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English for International 
Managers 
June 1 — July 3 


International Banking 
and Finance 
June 29 — July 17 


International Business: 
a. Strategy & Management 
b. Human Resources 
Management 
c. International Marketing 
June 29 — July 17 


Management 
in Government 
July 6 — July 24 
California Field Study 
July 19 — 24 
Entrepreneurship 


and Agribusiness 
March 23 — 27 


For details, contact: 


PAMI Executive Programs 
College of Business 

University of Hawai*i - Mànoa 
2404 Maile Way, C202[E] 
Honolulu, Hawaii 96822 
Telephone: (808) 956-8041 
Facsimile: (808) 956-9685 
Telex:(732) 8022 PAMI HR 





Do you know what 
asset protection and 
enhancement through the use 
of low tax areas can do 
for you and your client? 


Allow us to enlighten you. We provide 
a comprehensive, competetive and 
professinabrange of services including: 77 





Advice and assistance with immigration 
and financial planning. 





Asset protection and enhancement 
through the use of low tax areas 


Formation and administration of Trusts 
and Companies in various jurisdictions B 


Arrangement of Insurance, Banking and 








Investment Management Services 





BASTION OFFSHORE 
TRUST COMPANY LIMITED 


P.O. Box 595, West's Centre, 

St. Helier, Jersey, Channel Islands. 
Telephone. (0554) 35407 Fax. (0534) 55415 
Bastion ОЙ Trast Company lame? 
wa provate authored Jerary rersdent Trust Company 
oenn) by Philip San е Ca. an atallvbe? Jersey law firm 


Being both politically and economically 
stable, and enjoying a uniquely 
convenient location, Jersey, the largest 
of the Channel Islands, is ideal for all of 


your offshore requirements. 


Please contact us for further information 





If you have something to say . . . say it 
in the Classifieds! 


Price Waterhouse MASON GRAY STRANGE 
Messers K.A. WEIR and D.J. OLIFENT of Price Waterhouse Chartered Accountants 
as joint agents for Mortgagee in Possession of the plant, equipment & real estate interests 


o! Feidier Nominees Pty. Ltd. trading as Marine Industries. 
INVITE THE REGISTRATION OF INTEREST 
FOR THE PURCHASE OF: 

MARINE DREDGING & UNDERSEA 
SALVAGE & MAINTENANCE EQUIPMENT 


OFFERED AS A WHOLE & including Administration, Maint- 
enace and Operation Facilities, Dredges, Pontoons, Work Vessels, Diving 
Equipment, Spare Parts & Accessories 


BEING THE ASSETS OF A WELL RECOGNISED 
AUSTRALIAN OPERATING MARINE COMPANY. 


* ALSO BEING OFFERED SEPARATELY * 
* 1622HP seagoing tug ‘Alan Guthrie’ 
* 80 ton line pull hydraulic winch modules (2 off) 
* Various motor vehicles 
* Passenger carrying charter vessel ‘Pacific Blue’ 


This invitation remains open until 
Monday 16th December 1991. 


With further information and details from 


Mr. G. Divitkos 

Mr. K. Weir 

PRICE WATERHOUSE 
GPO Box 1219 
Adelaide S.A. 5001 

Tel: (08) 236 7000 

Fax: (08) 236 7010 
Telex: 88270 


Mr. A. Robertson 

MASON GRAY STRANGE 
(South Australia) 

37 Angas Street 

Adelaide S.A. 5000 

Tel: (08) 212 2000 

Fax: (08) 231 6746 
A/Hours: (08) 352 7102 
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The combined efforts of 
the Far Eastern Eco- 
nomic Review's large 
and highly skilled edi- 
torial team have made it 
the premier source of 
information for those 
whodo business, orhave 
an interest, in or with 
Asia. As a testimony to 
the publication’s edito- 
rial quality, many Re- 
view articles have, over 
the years, been reprinted 
in newspapers, maga- 
zines, educational text- 
books, newsletters etc 
throughout the world. 


Should you as an editor, 
publisher or on behalf 
of an organisation, edu- 
cational establishment 
etc wishtoinquire about 
our reprint and copy- 
right charges, please 
address your corre- 
spondence to: 


General Manager 
Review Publishing 
Company Limited 
GPO Box 160, 
Hong Kong 
Tel: 8328381 
Fax: 8345571 
Telex: 75297 
ECWEK HX 
We welcome inquiries 
from all interested par- 
ties and assure you of 
our prompt, individual 
attention. 










For QUALITY 
response... 
advertise in this 
section 








(CLASSIFIED ADVERTISEMENTS 


Appointments 


WIDELIFE FUND THAILAND (WFT) 
Under the Royal Patronage of H.M. The Queen 


The WFT is an associate organization of World Wide Fund for 
Nature (WWF) dedicated to the conservation of nature in the King- 
dom. Acceptance and necessity of conservation work has caused 
WFT to urgently require: 


GENERAL MANAGER 

He/She will manage the administrative staff, develop management 
systems, conduct planning and evaluation processes, and work as 
second-in-command with the chief Executive to guide WFT towards 
its mission. 








The successful candidate will 
be a Thai national 
have extensive operating management experience 
be fluent in spoken and written English 
able to work with a broad range of personalities, businesses, 
and non-profit organizations 
committed to learn about nature conservation 


J MARKETING MANAGER 

He/She will direct Fundraising Division operations, including 
supervising planning, conducting market research and 
implementing fundraising activities to generate fund to support all 
WFT's institutional and project activities 

à Thai national 

extensive experience in fundraising, sales or marketing 

a university degree in marketing, business, management or 

related field 

excellent spoken and written English skills 

dynamic, creative and motivating personality 

committed to learn about nature conservation 





Please send English language CV together with a letter 
explaining why you are interested in one of these positions to 
Boyden Associates (Thailand) Ltd. 
А1. Tower/15th Flr. 181/19 Surawongse Rd. 
‘Bangkok 10500/ Tel: 238-5260 (12 LINE) 
Fax: 662-236-6453 

Your application will be handled with strictest Confidentiality 





WWF 





Review Classified Sections 


The classifications available in this section are as follows; when 
booking, please state your requirements: 


Appointments Investment Opportunities 
Business Equipment Notices 
Business Opportunities Personal 
Business Services Property 
Conferences & Exhibitions Positions Wanted 
Courses & Seminars Publications 
| Education Residential Schools 
| Fellowships Universities 
Hotels & Accommodation 
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NIMBAS 


COMBINE BRITIS 
DUTCH INTERNATIONAL 


HE EXCELLENCE WITH 
E FOR YOUR MEA DEGREE 





NIMBAS, the Netherlands Institute for MBA 5tudies, will enable you to 
acquire the prestigious Bradford MBA degree in the Netherlands. 
NIMBAS does this through a partnership with the University of Bradford 
Management Centre, U.K., one of Europe's leading business schools. 
NIMBAS offers an MBA-degree which is tailor-made for today's 
Euro-managers. 


WHY STUDY FOR 

THE BRADFORD MBA IN THE NETHERLANDS? 

As a small nation, with an open economy and an exceptional know- 
ledge of foreign cultures and languages, the Netherlands has acquired 
through centuries of experience a great reputation and expertise in 
international business and trade. Against the background of Europe 
1992 the Netherlands is the most dynamic business environment in 
which to study for your MBA degree. 


THE NIMBAS-BRADFORD MBA Is GEARED TO: 

a Managers with a university or good polytechnic degree and at 
least two years work experience, who wish to acquire additional 
management skills in order to function more effectively. 

a Managers who hold key management positions because of their 
experience, but who seek the vital academic qualifications which 
are increasingly necessary for career development. 


NIMBAS-BRADFORD MBA PROGRAMME: 
в Has an excellent international reputation. 
a Has a strong international and especially European orientation and 
is taught in English by international experts. 
в Can be studied in four different ways: 
- a one-year Full-time programme; 
- à two-year Part-time programme; 
- à two-vear Graduate Stream programme; 
- a unique two-year European Executive MBA programme 
comprising 7 in-residence sessions in 4 European countries. 
a Integrates theory and practice. 


FOR FURTHER INFORMATION, PLEASE CONTACT: 
Postgraduate Secretary, NIMBAS, Р.О. Box 2040, 3500 СА Utrecht, 
The Netherlands. Tel: ...31 (0030 314323 Fax: ...31 (0)30 367320 


NIMBAS 


THE NETHERLANDS INSTITUTE FOR MBA STUDIES 


I 





REVIEW CLASSIFIED ADVERTISEMENTS | - 


Cost: US$ 64 per column centimeter 
Column Width: 
1 column 41mm 
2 columns 88 mm 
3 columns 133 mm 
4 columns 183 mm 
Column Depth: minimum 30 mm, maximum 230 mm 


Standard Units: 
1/4 (v) page (230 x 41 mm) US$ 1472 
1/4 (h) page (120 x 88 mm) US$ 1536 
1/2 (v) page : 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240 x 183 mrê US$ 6144 


For more information please contact the classified advertisement manager, | 
Far Eastern Economic Review, 4th Floor, Centre Point Building. 181 Gloucester | 
Road, Hong Kong, Tel: 8328473, Fax: 8346051 


(230 x 88 mm) ir USS 2944 
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he less they weigh, the farther cars 
and trucks can travel on the same 
amount of fuel. With this in mind, 
| the world’s vehicle makers аге 
| searching for ways of replacing iron and 
| steel with lighter materials. Among the 
| metals, aluminium appears the best bet. Ja- 
| pan's Ministry of International Trade & 
| Industry predicts that the amount of alu- 
| minium used in Japanese cars will double 
| in the next four years. 

| But aluminium is by no means an ideal 
| substitute. For one thing, it costs at least 
| 

| 

| 
| 
i 
| 


| 
| 
| 
| 
| 
| 


three times as much as iron. And it will 

become more expensive as increased de- 
| mand from the automobile industry 
quickly outstrips the supply of recycled 
| material. Virgin metal costs much more 
| than the scrap that is the staple starting 
material for foundries. 

A second drawback is that aluminium 
is unsuitable for use in certain parts. 
Heated up, the metal tends to relax, that is, 
fails to return to its original shape. 
This largely rules out the use of 
| aluminium in demanding applica- 
tions such as engine cylinder 
blocks. 

Few people know aluminium 
better than Lennart Backerud, a 
Stockholm University professor. 
Backerud has spent much of his 
career carrying out research on the 
| lightweight metal and its alloys. He 
| believes the solution to the problem 
| of weight reduction is not so much 
aluminium but a modern light- 
weight formulation of iron. A new 
| hi-tech process devised by 
| Backerud makes it possible for 
| the first time to produce this new 
| type of iron consistently and in quantity. 

To market the process, the professor has 
| formed a company called SinterCast. Two 
| European foundries have adopted his tech- 
nology. One is Parkfield, a small British 
maker of cast-iron brake rotors for high- 
speed trains. The other and more recent 
convert is the German firm Fritz Winter, 
one of the world's largest independent 
foundries. Its annual production includes 
more than 1 million engine blocks for ve- 
hicle makers such as Opel, Volkswagen 
and Volvo. 

Foundries have been casting iron for 
thousands of years. Until recently, what 
they made was mostly pig iron, also called 
| grey iron (excep&in Japan where, because 
_ of its colour, PEE is known as nezumi 
| tetsu, or mouse iron). 

Grey iron is actually a mixture of iron 


| 
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and carbon. After casting, the mixture 
separates into crystals of each of its com- 
ponents. The carbon hardens into flakes of 
graphite. The flakes make the material brit- 
tle, but they also enable it to conduct heat 
well. 

Some 40 years ago, metallurgists dis- 
covered that adding elements such as 
magnesium to the melt turned the carbon 
into little round lumps, called nodules. 
Nodular or ductile iron is strong, but it 
does not conduct heat well, hence it is ill- 
suited to high-temperature applications. 

The ideal was to produce a material 
which combined the properties of grey iron 
with those of ductile iron. For about 10 
years, starting from 1974, foundry com- 
panies strove to come up with ways of 
producing compacted graphite iron, as the 
magic metal became known. 

None succeeded, apparently because 
the approach of the metal makers was not 
scientific enough. In an age when materi- 





A full-course menu of iron microstructures. 


als are routinely produced which are 99.9% 
pure — such as the silicon used by 
chipmakers — the foundry industry is a 
low-tech throwback to the days of trial and 
error. 

Unwanted variation bedevils the foun- 
dry process. Variation is introduced by the 
starting material, scrap. It is compounded 
by the foundryman’s desire, in the inter- 
ests of efficiency, to run his furnace at as 
high a temperature as possible, even if that 
means occasionally melting the liner. The 
process, according to SinterCast marketing 
manager Erik Borgen, is like making soup 
without knowing what the soup is going 
to taste like until you have served it. 

Lack of consistency in the finished 
product has serious consequences. One is 


low yields. Before adopting Backerud’s . 


process, rotor-maker Parkfield had reject 
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Strong as a mouse 


rates as high as 40%. Another is that mak- 
ers of parts such as engine blocks have to 
design around the problem. For safety’s 
sake, they have to make parts much bigger 
(hence heavier) than they would have been 
with a more trustworthy material. 

Largely as a result of its backwardness, 
the foundry industry has lost half its mar- 
ket to more modern materials in the past 
20 years. In Europe, around half of all 
foundry capacity is currently idle. 

Iron casting is, however, still big busi- 
ness. Last year, 30-40 million tonnes of iron 
were poured worldwide, accounting for 
three quarters of all metal production. 
Around a quarter of this output went to 
the vehicle industry. 

Enter SinterCast and the Swedish pro- 
fessor's patented process. The Backerud 
process works as follows. The iron is sam- 
pled while still molten, using a probe 
highly sensitive to temperature. The probe 
feeds its findings to a computer, which 
diagnoses what the melt needs to 
produce precisely the specified type 
of iron, Based on the computer's 
prescription, additional ingredients 
are added. 

In effect, to continue Borgen's 
analogy, the process is like a chef 
adding salt and pepper to the soup 
according to the customer's taste. 

A crucial selling point for the 
process is that it can be added to 
existing foundry capacity with little 
modification. Compare this with 
the millions of US dollars required 
to build new aluminium capacity. 

Ease of implementation is likely 
to be particularly attractive to Ja- 
panese materials producers, who 
have been leery at the prospect of having 
to produce aluminium offshore. (Electricity 
accounts for around 40% of the cost of alu- 
minium, making it prohibitively expensive 
to produce in Japan.) 

SinterCast is currently conducting trial 
pourings for a large Kawasaki-based 
maker of diesel engines. The company 
reckons that a 30% reduction in engine 
block weight is feasible. The saving in the 
amount of material used offsets the in- 
creased price of compacted graphite iron. 

A secondary advantage is that a truck 
or a bus with a lighter engine will be able 
to carry more payload. Backerud also says 
that, because the stronger material can be 
bored more accurately, the pressure on 
piston rings will be less, leading to better 
fuel economy and lower exhaust-gas emis- 
sions. m Bob Johnstone 
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From uniforms to meals to service in First, Regency and Economy classes, 

you find the touch of perfection all the way to Seoul. We call it the Asiana touch. 
For a cozy, relaxing, rewarding flight, wing your way to Seoul 

on wings waiting for you: Asiana Airlines. 4 
The Asiana touch — touching the heart of Asia. / 
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Will you want the expertise and 
far-sightedness that keeps you ahead in 
the markets? 

Or the strength and stability offered by 
an organization long on tradition? 

At Dai-Ichi Kangyo Bank, we have both. 
We were the first bank to be established 
in Japan, and are today the country's 
largest. 

We have massive resources to call on. And 
the broadest range of services available. 


Your most reliable partner 


look 








Yet we are the first to recognize the 
importance of each individual, and the 
value of every business partnership. 

In Asia and around the world, the 
speed of our reactions combined with 
our sense of traditional values gives us 
an edge you can rely on. K^ 
When the choice of financial partrjér 
yours, choose wisely. t 
Yours should be the most réliab 
partner there is. 
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